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Chapter One: Background and Research Methodology

Econamic development has been a subject that has
attracted considerable attenticon inm  the last several
decades. With the burpgecning Third World debt orisis, the
growing emphasis on an integrated world econcmy, and the
increasing multi-polarity of the intervational  system,
econcmic developmernt seems all the more crucial. A wealth of
literature exists which investigates the mechanics of how and
why ecorncmic development takes place. Some authors use a
gereral approach to explain why certain countries are more
develaoped thar others. Other authors focus an the nuts and
balts of the economic mechanisms that operate  during
developmert. Still others use patterns of economic
development as an independernt variable to explain a varieby

of political and economic phenomena.

Nome of these writings, however, explain what factors
actually lead a country to choose a particular pattern of
develaopmernt. This lack of concern with patterns of economic
development as a dependent variable has led to a sericus gap
i cur understanding of the development process. Ive obher
words, the usefulrness of krowledpe about the gereral effects
of a particular set of development policies is restricted by
cur lack of understanding as to why that particular set of
policies was  implemented wrather tharm ancther, Teo my

kricwledpge, there has beern ro satisfactory attempt to Fill
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this gap in the developmernt literature,

This pragjgect is arn attempt to fill that pap in the
development literature. This chapter provides backpground
information which reviews some of the relevent literature and
thern cutlines my research methodology. Chapters two through
five relate research results country by courntry, and chapher
six draws gerneral conclusions from the fouwr specific courntry
cases. Included at the end is an extensive hiblicgraphy that
cantaing not only works specifically cited in this paper, but
also works that comtributed sigrnificanmtly to  development
areas which are closely related to my study and that have
beern i1wmvaluable iw  providing the rnecessary background

krowledge tao tackle a project such as this.
The Relevant Literature:

In their treatmwent of economic developmernt in
pereral, economists have tended to focus orn what economic
factors cause (ocr at least what conditions lead tcd economic
develaopmernt. Meier (1384) has cutlined six of the major
areas on which this branch of the developmernt literature has
tended to focus: (1) savings and investwent, (2)  the
acguisition of appropriate techrnology, (3)  agricultural
iﬁprovement, (4) foreign trade with close attention to
comparative advantage and its implications, (3) economic
systems and their variocus allocation efficiencies, and (6)

human rescurce developmernt. FEach of these factors has proven
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to be in some way important to the development proctss,  and
most of the work related to these factors can be described as

arn investigation into the "muts and bolts” of the develapment

process.,  Rostow'’s Stages of Economic  Growth (19260 is

53]

probably the classic work in this area, and, while Scmewhat
non-rigorous, he does provide material to which mawmy authors

have reacted.

Arncther of the branches of development literature
uses more of a political focus tao explain  economic
develapment. Palitical scientists and sconcomists have both
loacked at some of the variables that are involved in and
affected by the developmert process. Rostow? s work, while
the first example of a sericus arnalysis of economic factors,
alsc bridges the gap betweern the strict ecornomic approach and
the palitical apprcach, since his work fits in nicely with
cther projects that have related development to specific
political vegime types. In particular, he claims that
ecaoncmic and political development covary. Furthermore, he
argues that countries pass through specific stages when they
develoap, and that those stapges involve specific levels of
political and econcomic developmernt. Lipset, OSeligsaor,
Ridker, 0'Neill, Schatz, Rostow, and others have investigated
the relationship between ecornomic development and demccratic
systems of goverrment. The theme of their work is  that
econcmic development involves structural changes which allow

democoratic regimes ta  flourish., Ridker has argued that
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demoocracy is a prereguisite to economic developmernt, but most

of taday’s literature would contradict him.

In fact, there is a growing trend towards the belief
that authoritarian regimes have a sigwificant advarntage aver
democracies countries in promoting economic  developmernt.
Collier, Mallay, Harwitz, Lim, and Westphal all support this
viewpoint, arguing that auwthoritarian regimes are better
equipped to force a populaticr to  accept the difficult
choices that are a prerequisite to economic develoomernt. Foe
example, the rneed for low wages to make pricing compebitive
in foreign markets may be better met wider a repressive
authoritarian regime. The Buwreasucratic-RAuthoritarian model
has become fairly well accepted, arguing that the techroorats
and the military have aoverlappirng interests in the promobion
aof  economic development. Whern these interests are
threaterned, as they are whern the populaticr demands sxpanded
rights, better wages and better working conditions, the
bureaucracy and the military band tocgether to suppress this
activism. This madel is pessimistic about development taking
place in a relatively free context, a pessimism shared with
0 Dormell by Gershewkrorn in his treatment of the role of the

state in the developmernt process.

There is ancther branch of developmernt literature

that embodies both political and econcamic dimensions of the
development process. This branch  is knowrn as dependerncy

theory, and debate about this theory is quite commorn. For
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example, Peter Evans (1977) has argued that a country’s level
af economic development carn be predicted by the degree to
which it is dependent on outside forces. Two examples of
this might be pernetraticr by multi-rational corporations or
international ocrganizations or a rnec—colonial posturing on
the part of more developed countries. Wiarda argues that it
is each country's individual history that best detevrmives
developmernt progress (Wiarda 1882). Tony SBmith (1383) is at
the head of an apposing faction that posite that instead of
‘these extericr forces, domestic factors such as regime
structure are more important ivn predicting a country’s level
of development. The dependency literatuwe revolves arournd
the idea that economic developmernt does not take place in a
VAaCcuum. Ivn fact, it can only take place in an international
context that leaves smaller, less developed countries at the
mercy of econcmic forces that they carnmot comtrol.  Foy
example, if a courtry lacks capital to irvest in its cwn
develcopmert, it will have to rely on foreign souwrces.  The
develaping country is thus subject to the will of the
developed country, and the develaped country may even
expropriate the profits from its investmwents, making it
impossible for the urnderdeveloped country to boost its cwn
growth through reinvestment. In  the search for ecorcmic
development in the moderrn system, developing countries are
forced into paths that bernefit their larger trade partrners
more  than themselves. This can often coreate severe

disruptions in the domestic and political life of their
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individual courntries.

The dependerncy literature provides a pood example of
one of the sericus shortcomings in the development
literature. A typical argument contends that domestic
conditions are the result of internaticnal forces upon which
the developing country is deperdent. This argument does not,
however, address the conditions that lead & country to select
a specific set of developmental policies. Everr i1if the
argumernt were correct, inscofar as it went, it would be
leavirmg cut an  important causal link in the development
process. Because the level of development in anmy given
country is dependent to a large degree on the pattern or
specific policy of develapment adopted by that courntry, a
model that does wnot  incorporate these patterns is
circumventing the logic of the development process. Those
whao argue against the dependerncy theorists oftern claim that
rather tharn beirng deperndernt on the internatiornal systen,
countries are responsible in large part for their own
develapmernt patterns. In cther words, they argue that it is
domestic and wot  international  forces that determine a
country's domestic conditions. For  example, Socwell has
argued that it is a lack of emphasis orn humar capital that
leads to underdevelopmernt iv the Third World (Sowell 1383).
Agairy, there is no rigorous arnalysis of the specific forces
that lead a country to chdese a particualar pattern of

development. Moreover, reither side looks at the other
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perspective as having any validity, and lessons that could be
gleaned fram a combining of the two perspectives have been

lost.

Havirng loocked at some of the problems ivn the
literature that analyzes why and how countries develap, we
can wow  tuern to the problem of defining economic
develapmernt., This will help provide a better idea of why the
use patterns of development is supericr to simply using level
of developmernt as & variable. It has been said that "ro
branch of ecorcomics has had more difficulty in  finding
acceptable names for its subject matter" than development
econcmics (Hogewndorn  1987).  Irndeed, there are as marny
different names for developing countries as  there are
approeaches to the subject. The wineteenth century term
"hackward"” had, by the mid twentieth cerntury, larpely beern
supplanted by terms such as "undeveloped" and
"urnderdevelaped" which still see freguent use. Alsa commorn
in today’s development literature are the catceh all phrase
"Third World," the gecopgraphic desigrnaticon "South,” and the
descriptive phrases "Lesser Developed Courntries” and
"Develaping Courntries.” Although the last two are probably
most common today, the variety of terms indicates the lack of

consensus within the development community.

This lack of comsensus is paralleled in  the

disagreement over what developmernt actually mearns. Clower's

treatise Growth Without Develaopmert (139686) points out the
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differernce betweer actual development arnd mere economic
growth, a distinctiorn which most developmentalists would
echoa. Growth might be thought of as an ivcrease in per
capita GNP, but development is typically thounght to refer rnot
anly to  growth but also to underlying  structural,
institutional, and qualitative charges, like degree of
political freedom, that affect both productive capacity and,
in some sense, the overall well-being of an entire
papulation. Thus there is agreement that the term sconomic
development has rnormative aspects, but  there is little
agreement as to what these aspects are and less about how
they should be measured. Indeed, irn a survey of forby
theories which had used ecoromic development as either an
excgencus o endogencus variable, Clark (1382) found no less

than twenty clearly distinct indicators.

Hogerndorys boils  these indicaters down  intao the
following definitiorn: development is the "process  through
which over a long time pericd the real per capita income of &
courntry rises with the understanding that not just an elite
féw, but the gereral mass of a populaticon is the bereficiary
of the increase (Hogendorrn 13)." This defimitiorn seems to
reflect the spirit of most of the prevailing indicators which
are used for economic develapment, but it contributes very
little ta the actual conceptualizaticn of the problem.
Irdicators used commonly today include GNP and per capita GNP

growth rates; measures of income distribution such as Loren:z
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curves, Oinl ccefficiernts and guintile percentages; measures
of physical well-beirng such as infarnt mortality rates, total
per capita caloric intake and the Physical GQuality of Life
Index (PGLI); other measures of social development such as
literacy rates, percentage of labor force in agriculture,
schocl ernrallment, energy consumpticr, rumber of vehicles,
radics and telephores per capita, consumpticorn of steel, ivraon
and cement; and varicus measures of the extent and efficiency

of infrastructure such as rumber of highway and railway miles

(Hogenaarn 1987).

It is clear that there are a huge number of ways to
concepfﬁalize ard aperaticnalize the term econcmic
development, and it is alsc clear that no orne way has been
demcristrated to stand cut from the rest. Mary authors have
simply chosen whichever measures suited their indeperndernt
tastes or data souwrces, and have, in essence, assumed that
either their measure is best or that the choice of measures
is not that important to their results. Unfortunately, it
has beers demonstrated that the ways that one defires economic
develapmert carn and do  have real impact on researchers?
findings (Bornschier et al 1978). This is true whether
develaopment is being used as an independent o a dependewnt
variable, and whether it is being used in a poclitical,
sacial, or economic context. This calls into question not
anly the reliability of the results of many studies, but alsco

their peneralizability. While this problem may not render
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the results of a particular study invalid, ocre must be
suspicicus of arny work that does not at least explove the
ramifications of this praoblem. One partial solutiorn to this
prablem is to use the patterns of developmernt that led to the
varicus levels of development, however defined, as
variables. Even though there are manmy possible indicators
for pattern of development, inconsisterncies in  research
results caused by different definmitions for those patterns
will be more easily placed intc a historical context than
those caused by differrneces in the definitions for the level
of developmernt. This distincticon should become apparent as
the statistical results in this study are placed in their

historical contexts.

The deficiencies ivn the development literature with
which I am concerned come down to twoe specific problems.
First, most of the developmert literature focuses orn the
level of develcpment as a variable, but pays very little
attention to what factors might lead a country to choose the
palicies that led them to their levels of development. This
cmits one crucial link in the logic of the development
process. Countries, by and large, have had a great deal of
flexibility in their copticons for developmental policies, and
those policies are the primary causal 1link in  the
developmerntal process. For example, if a country is
dependent, then its policy choice will be influenced by its

dependerit status, and that will, in turn, affect its



development experiernce. Clearly, work is reeded that will
explore the specific forces that can shape a country?s chosen

patterrn of develapment.

Secand, those authors who have disagreed over the
importarnce of international and domestic factors have rnever

tried to consclidate their arguments. There is mno discussion
of wher and under what conditicns each force might dominate.
Givers that there are good historical examples of  both
domestic and internaticonal dominance, this shortcoming is
surprising. This study will empirically democwnstrate the need
for a synthesis of the two approaches to development by
proving that in most cases, it is possible to empirically
demonistrate that both internal and external forces have a

‘significant effect on patterns of develapment.
Research Methodology

These deficiencies in the economic development

literature will be the focus of my atterntion. I set up three

contending theories to explain a country’s chosen patterns of
econcmic development. The first two theories have their
racts ivn the debate surrvounding the corncept of deperdernt
develaopmernt. The first thecory argues that internal forces
are the most important influerces on a country’s pattern of
developmert. For example, the rnumber of and degree to which
internal political actors are allowed to make demands orn the

government could affect the development patterrn that the
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govervment would emphasize. The political actors could
either demand & particular policy o limit the rumber of
realistic policy options open tao the goverrment. The second
theory contends that it is external rather than internal
forces that are the most important influernces on a country’s
pattern of development. For example, the degree tao which a
country is dependent on export markets to gernerate its GNP
may circumscibe the options available to a developing courntry
or  actually charmel the country into a particular
develaopmental pattern. The third theory sythesizes these twao
approcaches, asserting that reither the first or second
theories are adequate in and of themselves, and argues that
some combination of the two is reeded to Ffully explain
patterns of develcpment. For example, Theory 3 would arpgue
that both internal political actors and  export market
dependevce have a significant impact on development patterns
and that both the internal and exterval actors would have to
be considered ivn order to have a complete understandivng of

the ccuntry's policy selections.

This research desigrn is a significant improvement
over the existing literature for several reasons., Firvst, it
focuses on the patterns of and strategies for economic
develapment that courntries adopt in their search for modern

econcmic growth. As I have shown, the previocus work has

focused merely on level of economic development as  a

deperdent variable -- leaviwng cut an important logical link
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in the actual development process. My approaach captures this
laegical link. Second, it treats the effects of both interral
and external forces as political variables with the reasoning
that political agents are responsible for  dmplemernting
development policies and that these political agents will be
influenced by political variables. This reasoning 1s backed
up by Epstein’s findivngs that regime type influernced the
establishment of austerity programs in Argentina  (Epstein
1983). Third, it uses patterns of develapment rather than
level of development as the deperdent variable, thus better
rflecting the actual developmernt process. Finally, it makes
an effort to reconcile the two sides of the dependerncy
debate. It seems that both approaches and conternticrns have

merit, and my research design will allow me to determine

under what conditions internal forces are more important than

external forces and under what conditions external forces

dominate. This seems to be a more valid approach than simply
assuming that orne or the other perspective is the 'correct?

Qe .

This progect uses a Most Similar Systems comparative

desigri. Four Latin American courntries were chosen for this

study: Argentina, Brazil, Chile, arnd Mexicoc. All four have
similar histories, and all are rnewly industrializing
courntries. All of the countries had indigencus Indian
populations prior to Euwropean colinizatiorn, and a&ll had

similar colonial experiernces with their Iberiarn mother
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countries (Wiarda 1986). Irn a sense these countries can be
viewed as a "fragment of Scuthern Euwrcpean and Iberian
culture and civilization of approximately 1500 [A.D.J {(Wiarda
1986, p. 2@3)." Spanish feudalism was incorporated into
Latirn America, and many of the historically dominant
paolitical coalitions stem from the relationships that come
fram that feudalism._ The rales that the Catholic Church, the
military, the bureaucracy, and the university have played,
and their impact on the authoritariarn styles of goverrnmernt
that have beer commor iy the repgion, having come from the
same Iberian coclonial source, are guite similar across all
four countries. The latifundia that grew cut of BEuwropean
colanialism were present in  all fow countries, and the
effects of these on the distribution of wealth and power are

beirng felt even today {(Jacksorn et &l 1386).

Perhaps most  importantly for this study is the
similarity of the impact of the Great Depression or the four
countries. Prior to 1932, all fouwr countries received a
great deal of income from exports of goods in which they had
a mnatwral rescurce based (NREB) comparative advantage.
Marufactured consumer durables iv all four countries are
largely imported from the developed Westerrn world.,  The Great
Depression had two effects on the four courntries. First,
demarnd for the Lativn Americarn exports dropped significantly.
Second, the availability of imported cornsumer durables to

Lativn Americarn purchasers declined rapidly. This depression
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in consumer durable availability became even deeper when
World War I broke cut in 19339. Thus the Great Depression and
World War II give us a point of departure from which to
conduct our research. The data for this study run from 1958
to 198@, and, they will allow us to distinguish the changes
in develapmernt pattern that cccour after the Depression and
WWII. In effect those events serve as "egualizers” that
aoverwhelm almost all other factors affecting developmernt
patterrn at this time, and we carn treat the fouwr countries as
having had much the same Depressicon experience. Moreaver, we
can use cuwr data to determine how the differernces in internal
and external forces affect development pattern inm all four
countries after that period, and that will, in turn, allow us

to evaluate ocur three theories using the MBS desipgn.

Independent Variable Measures:

Several measures are used for internal forces ——
regime type, regime change, and degree of freedom permitted
the populaticr. First, regime type was classified as
demccratic o authoritarian. Then each regime charnge was
coded by type ranging from regular election to viclewt
aoverthrow. Whern elections took place, the percerntage of
votes parnered by the victoricus party was taken as a neasure
aof electoral competitiveness. Fivially, Freedom House's
indices (FREE) for paolitical and civil liberties are used as
indicators of the degree of freedom allowed. The results

were plotted acroass time.
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The external force measured is dependence an external
scources of capital (FIP). This measure was aperatiornalized
the percentapge of total capital irnvestments coming fFrom
foreign scurces. These results were also plotted across

time.
Dependent Variable Measures:

Turning to the dependent side, two classifications
are used to describe each pattern of economic development.
Each pattern is classified as export oriented ocr imporet
substituting, and as capital o labor internsive. The
distirmcticon betweern ISI and EOQI is operationalized by using
effective rates of protection (ERP) across time, and relative
capital/labor intensity (CIR) is indicated by a five point

scale with five being the most capital internsive.

Data Caollectiown:

Regime type and transiticorn data come from published
histcrical timelirnes such as those found iv the Third Worild
Ercyclopedia. For electoral competitiveress I used Facts on
File tc get the dates when the electicon results were released
arnd theri went to the appropriate issue of the New York Times
to verify the results. Data on the importarnce of export
markets and or the percentage of investmerts coming from
foreign sources was found primarily in various statistical

abstracts including SALA, The Statistical Yearbook for Latin
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America, varicous World Bank data scurces, and IMF Financial
Statistics. Data on the dependent side, patteryn of
develapment, have prover very difficult to find. Because no
ane has really taken patterrn of development as a variable
befocre, there is rno concise data base that exists describing
these patterrns across time. As a result, these patterrns are
reconstructed from a variety of urrelated sources including
develapment textbooks, newspaper articles, arnd various
Journals., I was, however, able to develop a five paoint scale
to represent relative capital-labor intensity, and several
World Bank memecs, when combined with journal articles on
tariff rates, allowed me to compile effective rates of

praotection for all four countries from 1950 to 198@.
Statistical Analysis:

Each theory is evaluated acrass time and across
countries. The times and conditions under which each one
appear most useful are rnoted, and this allows us to discern
the conditiaons under which external and internal forces
become domirnant. The statsitical techrnigue used is ordinary
least squares, and significance levels are reported on all
independent variables, as well as the ccoefficient of
determination. 8Specifically, for each courntry the indicators
for the independent variables —— Freedom House's index for
political and civil rights (FREE) for internal forces and
foreign investment dependerce (FIR) for external forces —-—

are regressed on each of the two indicators for the dependent
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variable, effective rates of protecticon (ERP) and relative
capital/labcr intensity of rnew progects (CIR). Additicrnally,
multiple regressions are performed regressing both FREE and
FIP against each indicatcr for the dependernt variable iwn
turr. Simple correlations and covariances between the
independent and dependent variables are reported for each
country, as is a plot of the residuals from each regression

performed.
Organiztiorn of Paper:

As rnoted earlier, this project places the statistical
evaluations of the three thceries into a historical context
irin order to ernharnce cur interpretaticrn of the results.
Chapters 2 through & provide the historical context courntry
by country. These chapters begin with a historical averview,
then present the actual statistical evaluatiorns of the three
thecries in the country, and finally interpret those
evaluaticns within the countries historical context. Chapter
& synthesizes the statistical results in each country, uses
historical context to draw broad conclusions and explain
ancmolies, and clases with & brief discussicn of the

praospects for future research.
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Chapter Two: Argentina

Argerntina is the first of the fouwr Latin Americarn
countries which I will discuss., Since 1958 there have been
at least six major changes in political leadership of which
nearly all were brought about by scme form of military
pressure. At the same time, there has been a pgood deal of
variation irn the guality of political and civil rights that
are enjoyed by Argentinians. Deperndernce on foreign
investments has also varied significantly over time. It is
these variations that we will use to irnvestigate the factors
that determine Argentiniarn patterns of developmernt within our

theoretical framework.

Recall that Theory 1 predicts that interrnal forces
are the mast important determimant of patterns of
develapment, Theory 2 predicts that external forces will
dominate, and Theory 3 predicts that both  internal  and
extermnal forces have a significant effect on pattern of
development. We will see that, in Argentina, Theory 3 works
better tharn either Theory 1 or Theory 2 to explain patterns
of development as indicated by effective rates of protectiorn,
but Theary & works better to explain pattern of development
as indicated by relative capital-labor internsity. To fully
appreciate the way that internal and exterrnal factors combine
to shape patterns of RArgentinian development we must first

consider the historical forces and events that are unigue to



Argentina.
Historical Background:

There are three categories of historical forces with
which we are mast concerned. These are the actual economic
changes which cccocurred over time, the charnges in internal
palitical variables, and the changes in the power of external
actors. These forces will set up the historical conmtext for

cur statistical analysis.

Pricr to 1938, frgentina’s econcmy largely revaolved
araund the export of meats and agricultural products, such as
grains and cereals (RBaer 1972). The berefits of the ecornamic
activity in these sectors accrued to a fairly small class of
land and ranch ocwners that controlled the resources on which
these busiresses were based, and these cwners formed the
basis of the political groups that would control Argentina
urtil President Yrigoven toock power in 1316. Alsc important
were the groups that facilitated the trade of its
agricultural and meat products. GSirnce Buencs Rires was the
chief port through which these goods passed, political power
began to center itself in this area. OGreat FBEritain,
Argentina's chief trade partrer, provided marufactured goods,
chiefly consumer durables and military eguipment and
advisaors, in exchange for Argentinian primary products.  This
trade structure cemented Buercs Aires as the power center of

Argentina, and with the addition of those busiressmer wha
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facilitated interrnaticonal trade, the political power base was

complete (0'Doarmell 1378).

It is interesting to note that at this point the
palitical power base had shifted very little from the
unitaricos that controlled the latifundia on which the
agricultural exports were based. The cement that now held
the unitarics iv Buercas Aires at the forefront of Argerntinian
politics was, as we have seern, based on the export of primary
products. The value of those exports had risen to almast 606
milliorn pesos by 1916 -—- a substantial proportion of

Argentine GNP.

Probably most imortant for cur purposes is the impact
that the volume and profitability of these primary exports
had on the political system. Those exports allowed the
landowning aristoacracy to become entrenched in power before
constitutional rule was established betweey 1853 and 1862 by
givimg them economic prafits that rno other groups could
match. The aristocracy was thus in a umigue positiorn to
guide the developmernt of Argentiniarn political institutionms,
and it certainly was rnot afraid to do so in a way that
berefitted its ocwn interests. Indeed, the elite circle of
Aristocrats (sometimes referved to as the Gereration of 188@)
held the "keys to economic, social, and political power
(Smith 1378)." They gaired control of the military, arranped
the ruling party, the Partisto Autornomista Nacionmal, in such

a way that it became a puppet of the ruling class, and
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"restricted the decisicrn—making process to their own cirveoles
(Smith 1978)." Conpress was not a place where the public as a
whole was represented, and the aristocracy went so far as tao

cpenly rig elections.

The stape was rnow set for political conflict because
the interests in Buerncs Airves did not represent the masses
that lived iv the ivtericr. These masses were largely those
wha worked to produce Arperntina’s primary products. However,
a small portion were craftsmen who produced a number of labor
intensive, low-tech conmsumer goods. These oraftsmen were for
the most part urnable to compete with British imports, and
they were umable to do much more  than raise  themselves
slightly above the poverty level of the rest of the masses
(Teitel 1988). A good example of these craftsmen were those
who used traditiornal methods to produce textiles. While
accupying a emall niche because of their traditicnal appeal,
they were umable to compete om any large scale with British
textiles that were mass-produced using the most modern
industrial techrnigues. Arncther, and perhaps more salient,
example of craftsmen who were able to survive and even grow
it the import-export economy were those who learned to
service the manufactuwred goods imported from Great Britairn.
As marufactured imports became more important to Argentina,
demand surfaced for workers who could service and repair
these goods. At this point service was not a terribly large

enterprise ~— the manufactuwred imports had rot reached a



complexity that reguired buge amocunts of support.  On the
cbher handy, these craftsmern were the beginmings of the urban
middle class. Although they had rnot yet advarnced very far up
the social ladder, they were slightly better off then the
rest of the public. Over time, they were able to raise
themselves to a level where they could geruinely be described

az a middle class. OGradually the mass public and, iry

particular, the small bul growivg middle class began to

As this call for represerntaticn grew louder, a corisis
of participation began to emerge. Nearly everyorne whao had
beer excluded from the political process joined this call,
but the most effective, orpganized, and respected groups came
to be known as the Radical movement. At the center of the
Radical movement stood the rnew middle class groups, the
nouveaux  riches landowners, and a few discomtented
aristocrats (Bmith 1978). Irn response to these calls for
admissicorn to the political process the Conservative leaders
of the old elite decided to allow greater participation.
They enacted an electoral reform package in 1912 that was
desigred to give the Radicals more political power. Their
reascning was that they could coopt the strerngth of the
Radicals by giving them ewncugh voice to disarm their clainms
of  non-representaticon while still preserving Comservative
contral. Inm 1916, shortly after this reform package was

passed, the first Radical President, Hipolito Yrigoyer was
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elected President.

This Conservative strategy was ultimately to
backfire. While the Cornservatives did not want the reforms
which they implemernted to give the Radicals firm control of
the govermmernt, the accelerating socico-economic changes made
Radical control almost irevitable. Ps the middle classes
grew and urban labor became more and more important, these
groups swelled the ranks of the Radicals. Electoral reform
arnd demographic charges greatly expanded the size of the
electorate, and the majority of the new voters supported the
Radicals (Mlimg 1356). The Conservatives were ill-prepared to
deal with the forces they unleashed through reform, and,
sturmned arnd complacenty, they watched the Radicals win
consscutive victories at the polls. By the mid 1920s the
Radicals held almost all political power, and they would
continue to do so until they were overthrown by a military

coup in 193@.

The coup cccurred when the Conservatives, fed up with
being frozen out of their "traditional” dominance of the
political arena formed a cocalition with the military to wrest
power back from  the Radicals. A growing econcomic orisis
culmivating with the Great Depression contributed to the
upheaval and gave the Conservatives a concrete Radical
failure to point to as they took comtral (Schwitz 1984). The
growing crisis disrupted the economic structure that had

developed to this point. While the Comservatives were not



happy about having lost political power, their scocic-econcomic
status had not been directly threatened by the initial
Radical takecover. However, as the Great Depressiorn hit the
world economy, demand for Argerntina’s exports dropped, and at
the same time supplies of manufactured imports dropped
sigmificantly {(Hirschman 1268). This directly threaterned the
old landed arvistooracy by harming their ability to earn a
profit usivng their substamtial material rescurces. The
threat of losing profits as a result of the declining
econcmic  situaticorn  when combined with the Conservative
dissatisfacticon with their loss of political power was erncugh
to prompt the coup in 13380, The military was dissatisfied rot
orly  with Argentina’s economic health, but alsc with
Yrigoyen's meddling in military affairs. They were more than

willivg to go along with the Conservatives.

It is important to realize that the coup tock place

ust as the Great Depression was taking hold of the world
gconcny. This  has  importarnt  implicaticons for  what the
Comservative/Military coalition was able to do. Until this
point, Argentinian history had largely been dominated by a
struggle between the landed aristocracy and the slowly
growing middle class which the import-export ecomomy had
fostered., The Great Depression was to fundamentally alter
the mature of the ecorncmic activities that were profitable in
Argentinag, and thus it altered the nature of the traditional

sources of political power.  When the Great Depression hit,
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demand for Argerntina’s exports drapped, and, at the same
time, supplies of marufactured imports dropped significantly

{Hivschmarn 1868).

The reducticn in export  earnings hurt the
Covservative coalition by wundevrmining their source of
incoma.  As exports generated less and less of Argentina’s
GNR, the Comservative's power base shrank as well. Probably
more importantly, the reductiorn of manufactured imports
provided arn opportunity  for the development of consumer
marufacturing withivn the Argentinian economy. This meant, in
turn, that the craftemen who had beern unable to compete with
British imports now  had  the opportunity to expand their
erterprises, and they ultimately develaoped intco what would be
Argentina’s consumer durables industry {(Hirschman 1368). As
the rnew marmufacturing class grew, pecple whao had previcusly
been employed inm the traditional sectors were able to shift
inta the rnew sectors, and as their wealth grew, so did their
political power. In effect, the Conservatives had regained
power at the same time that world events favoered the Radical
coalition.,  For example, many of the workers who had been
trained to fix radicos that were imported were able to develop
their ocwn radic producticn facilities (Cornblit 1978). This
patterr is similar in all of Argentina’s new consumer
durables industries. As a result, the rew factory cwners had
strong  ties to the Radical coalitionm, and the Radical

coalition definitely bernefitted from their asscciation with
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the rew businessmer.

The cutbreat of the Second World War in 1939 further
curtailed the availability of manufactwred imports, and this
meant that the growing manufacturing and consumey goods
sectors  were insulated from  virtually all foreign
competition. These protected industries experienced a surge
irn growth, while at the same time the power of the old
Conservative coalition continuved to erode. A rew power base,
made up of what O0'Dorell calls "Populists” (Klaren and
Bossert 1986, p.241) -- the urbarn workers, domestic factory
cwrners, and cther elemernts of the growing middle class ——
grew cut of the old Radical political party and nominally
gained control of the political arerna. The Populists elected

Juarr Domings Peron in 1946,

Ir the Peron goverrment we see a perfect example of
the way in which regime type and political (interwal) forces
affect pattern of developmernt. Perorn immediately implemented
an official policy of what is known as Import Substituting
Industrialization (ISI). This policy is aimed at stimulating
the growth of domestic industries by taking advantage of
domestic demand for consumey goods.  The domestic suppliers
are protected by a system of tariffs, guotas, and other
import restrictions. In effect, foreign scurces of consumer
goods are cut of f leaving a protected opewing of  which
domestic businessmers carn  take advantage. Because these

protectionist devices directly bernefit those people wha cwn
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domestic consumer goods manufacturing companies, one would
expect that these rnew businessmern would fight for them.
Indesd, this is precisely what we see happening. As the rew
industrialiets gairned economic clout during the Great
Depression’s de facto protection of them, they alsc became
more mobilized into the political arema. By the time Peron
was elected, they were able to push through the protectionist

ISI policies that would bernefit them most.

At the same time that the populists were asserting
their rnewfournd power, the econcmy began to exhibit  the
praoblems that IS5 typically brings. First, emphasis was
placed on the production of consumer durables that had
previously beern supplied by British companies, and this
emphasis was achieved at the expense of the development of
intermediate  industries. For example, the category of
consumer  durables  inludes such  things as  auwtomobiles,
refrigerators, washing machivnes, and stoves. {(Teitel 1986)
The producticon of these products depernded on the input of
intermediate pgoods like machined steel, electrical
components, and plastics. Without a developed intermediate
goods industry, the productiorn of consumer goods could only
progress so far, In the absence of an adeguate intermediate
goods industry, the consumer goods industry was urnable to get
ercugh irntermediated goods to finish their products.  Thus
result the "development bottlerecks that are often asscciated

with ISI. In Argentina the growing consumer goods industry
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depended o the intermediate goods businesses  that had
developed pricy to the implementaticn of the ISI pelicies,
avid these busirnesses were extremely inefficient by world
standards —-— certainly they did not have the capability to

support the growing consumey goods industry (Schnitz 1984).

The second characteristic of I8 stems from this
divergence betweern consumer goods and intermediate inputs.
The only altermative to the Argentinian intermediate goods
industry was foreigr excharnge. Although the protectionist
devices of I8 closed out most foreigrn scources, some
exception was made for intermediate products —— the ISI
protecticon devices were aimed at  the protection of the
consumey goods industry.  The problem was that Argentina had
sacrificed wmuch of its export capacity to develop i1ts
consumeyr goods industries at the same time that demand for
its primary products was falling off.  Hewnce, Argerntina was
mot able to gevnerate the foreign exchange rnecessary to
support its gquest to find intermediate goods in foreign
countries. Argentina experienced a severe balance of
payments deficit, arnd this retarded growth in all sectors of
the Argentine economy. It also led to a number of drastic
devaluaticons of the Argentinian Pesco (0'Dormell 1378). These
devaluations, coupled with high inflation rates, contributed
to the popular comception that the economy was falling

apart.
External forces also become importarnt at this point.
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As the popular perception of the state of the economy
worsened,  fewer entreprerneurs wWere willinmg to make
imvestments in long term endeavors.  Thus, investment had to
come from cutside sources., Our FIP indicator shows that

foreigrn investment deperndernce skyracketed in 1954,

Foreign investments came with a price however. Mast
foreign  investors demanded that more capital intensive
techrnigues comparable to thoese used in the modern industrial
world.,  For example, decorative metal works were now made on
assembly line rather than by hand by a blacksmith. This
trend was true in most industries, but it was particularly
strang im those heavily funded by foreigrn scources because
with a higher proporticon of  foreign investment, foreign
actors have move influence in technological chaices. In
effect, the more capital internsive techwmiques froze the less
Rhighly skilled and educated workers out of the labor market.
This worserned the ivncome distributicon in the country and may
have corntributed to the growing popular dissatisfaction with

the econcamy.

As popular dissatisfaction with the state of the
econamy grew, the populist control of the political arena
began to wane. This is reflected inm the rights index (FREE)
bepirming in 1982, The military forced Peron to leave office
in 1955, and we see a significant worsening of the rights
index at this time. A series of political struggles

irnvalving  populist, conservative, and military elements



occurs betweer 1955 and 1965, and this is also reflected in
the rights index. Note that as the military plays a greater
role in the political process, the rating for civil and
political rights worsens. As the level of political conmflict
increased, effective rates of protection (ERP) became more
variahle, indicating that the tensions growing between the
various political elements was affecting the commitment to
and the emphasis of the country’s IS8I policy. Because the
ERP is ar average armual effective rate, changes in tariff
rates iv  individual sectors affects the overall value.
Havrylyshyrn (1982) suggests that as the govervment sought to
balance the competing interests, tariff rates might bhecome

mee variable.

The political strugples betweern the populists and the
conservative/military cocalition came to a head in 1966 when
the military overthrew the Illias presidency. 0'Dormell’s
analysis of this evert as the transition to
Bureaucrat ic—-Authoritarianism provides a useful framework for
understanding how the political coalitions worked to shape
the internal forces that affected development patterns. He
explains that the populist supported Peromist goverrnment was
overthrown by a military/technocratic coalitior. Or  the
apenda of this cocaliticon was the stimulation of economic
growth., The mecharnism that they were going to use to achieve
this growth was the development of export industries. Export

industries would wnot only serve the interests of the



coalition directly by putting morney into their pockets, it
would alsc sclve the balance of paymernts problem and help to
stabilize the disruptive swings that the economy had

experienced to that point.

The implementation of this shift towards export
criernted industrialization is reflected ivn the sharp drop in
the level of effective protectior in the year following the
coup. Gerneral Onpania used the power of the military to
freeze cut the populist groups that had a vested interest in
maintaiving the economic status guo. Irn attempting tc
promote export industries, it was important to limit the
power of the labor unions. By shrinking wapes, the rew
cealition could boost earnings  and improve the terms of
trade. The bulk of the actual growth in export oriented
sectors  came in  the traditioral agricultural and meat
packaping areas, although chemical exports were a notable and
important additicn (UNCTRD 1378). The earnings from these
exports were pointed to as evidence of economic stabilization
antd  were reinvested in other export enterprises. The
comsumer goods industry suffered because they were once again
subject to foreign competition, and their workers no longer
herefitted from free and active labor unions —— although some
consumer goods businesses were able to make some headway in
export  markets, and some, in  fact, were shifted intao
export-oriented activities., It is interesting to note that

although Argentina’s rescouwrce—based comparative advantane was
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arguably iv primary agricultural and meat products, to meet
with IMF aid reguirements the new coalition spent time and
rescources trying to develop rnon—traditional export sectors.
This was successful in the chemicals sector but was much less

successful in the intermediate goods sector (Westphal 1982).

The emphasis that the new goverrnment placed on the
development of intermediate goods was ancther clear break
from the historical pattern, and it is arncther good example
of how regime change and internal forces affect patterns of
development. These intermediate goods were not, however,
earmarked for the domestic market. Rather, they were
irntended as export products, and thus the berefits that they
might have had inm improving the efficiency of Argentina’s
consumer goods sector in large part was lost (Balassa 1983).
Moreover, the techmiques used in the rnew intermediate goods
category were fairly capital intensive (although the same
trend is mot apparent in the agricultural and meat sectors),
and thus the domestic berefits of this exparnded sector
accrued to a relatively small group of people. While foreign
investment dependernce is droppivng at this time, intermediate
goods investments still often came from foreign scurces. By
197@, income distribution had declined; and the econcomy was
begirming ancther "apparernt” dowrnturn., While the public
pevceived the economy as failing, this was rcoct in fact the
case. Although inflation was rising, actual GDP was actually

rising at a fairly constant rate during this entire pericd.
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{see Figue #_) The popular perception of econcomy as failing
was likely do to fluctuationms in inflatiorn and in patterns of
emplayment, while in reality we can see that, at least as
measured by GDP, the economy was adjusting quite well to

these shooks.

As the perceived economic outlook worserned, the
political  arena benars o adjust as well. The
techrnooratic/military coalition had begurn to liberalize,
feeling succesful in their attempt to improve the ecorncmy.
The leaders did not share the popular view that ecorcomic
conditicons were declining. Moreover, their liberalization
was ancther attempt to coopt the oppositiorn. Political and
civil rights bhad dramatically improved, and the populists had
regained some of their power. Irdeed, by 1971, the pro-Peron
presidential candidate lLarusse had been installed, promising
to bring economic prosperity and, more  importantly,
stability, to the courntry. Ry 1973, Peron was apgain sent to
the Presidential office by popular vote. Peron brought with
him his old protecticonist ideas, and rates of protectiorn
skyrocketed, reaching arn all time high in 1973, Under Peraon,
the economy gquickly worserned, and political eorisis approached

i much the way it had in 1966,

Percon died in 1975, and was briefly succeeded by his
wife Isabel. Inheriting the prablems to which her husband had
contributed, her goverrmernt was overthrown by a military coup

i 1976, Export-criented policies were again guickly
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implemented, but this time more emphasis was placed on
Argentina’s traditional, natuwral rescurce based sectors.
Green technology was implemented, and in contrast with the
previcus  pericd, consumer goods  were ot entirely
discounted. RAdditionally, the intermediate goods industries
begarn to be modernized for the berefits that they could
provide Argentina internally. The economy seemed to be an
the upswing through 1388, but the bernefits of this upswing
did not flow to as many people as it could have because the
increased capital intensity of many of the progjects meant

that fewer rew jobs were being oreated.

Several factors, both internal and external, can be
used ta explain these evernts., After the coup, the old
Comservative/Military cocalition was again in power, and the
drastic worsening of political and civil rights at this time
indicates that the new government was paying very little
attention to  popular demands. Irndeed, the torture,
disappearances, and executions that tock place during this
time are well documented (Ammesty Internaticonal 1981), and
reflect the fact that the ruling elite would brook little
cpposition.  The implementaticon of Greern techwology also
directly berefitted an important element of those in power —-—
the old landowrning aristocracy. Large landowners could now
work the land using the most modern techniques, generating
higher yields and higher profits. At the same time, costs

wernt dowrn aver time hecause fewer workers were rneeded to work
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in the fields. Althcugh the policy of implementing Green
techrology hurt the workers, the type of regime inm power was
such that the govervment did not take account of their
interests. Irn other words, with fewer political and civil
rights, the workers were less able to place demands on the

goverviment.

At the same time we see arn increase in the level of
foreign irnvestmernt dependence. We have seen that the ruling
cealition did vt reglect the intermediate goods industries
after the 76 coup. There are two reasons for this. First,
some of the intermediate goods owners had managed to work
their way intc the ruling ccalition, and second, that ruling
coalitiorn knew that the intermediate goods sector was orucial
ta the contivued health and growth of the Arpentine ecornomy.
The fact that more capital intermsive techrmigues were used in
these industries reflects three facts. First, there was a
perception among the rulivng elite that implementing the most
modern technigues would give Argentina the best charnce to
increase  its growth. Second, the capital intensive
techrniques would benefit the plantowrners and anm elite circle
of skilled workers rather thanm the large number of unskilled
workers that had accumulated inm Argentina’s wrban area.
Finally, the growing ivnvolvement of foreign capital meart
that there was greater presswe to implement capital
intensive techniques, as foreign investors tend to prefer to

put their morey into projects that are similar to ones that



they have seern work in their own countries. RAdditiornally,
the IMF  often supported the use of these techrnclogies
{particularly Green techrnologies), arnd this was ancther

impetus for the development of capital intensive technigues.

Statistical Evaluatian:

Givers this history of the conditions in Argentina, we
cars turn now to the evaluation of the three theories as they
relate to the fArgentinian case. First we will consider the
three theories using effective rates of protection as the

gependent variable.

For the first theory, predicting that interrnal forces
are more  important, we regressed effective rates of
protection against  the freedom index of Freedom House.
Regressing ERP against the freedom index (FREE) alorne yielded
arn  adjusted R-squared of @.36. (Bignificant ccefficient)
Turning to external forces, we regressed foreign investment
dependence (FIP) against ERP. This yielded an adjusted
R—sguared of -2.@1, and neither the regression nor the
ceefficient was significant. Wherr both factors were
accournted for in a multiple regression with ERP being
regressed against both FREE anmd FIP, the adjusted R-sguared
was @, 45, The FREE coefficient was significant with a P-value

af virtually zero, while the P-value for FIP was now 2. 6%.

Turning to capital internsity rating (CIR) as an

indicatcr for the dependernt variable, we tested the three
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theories in the same way. Regressing CIR on FREE for theory
ore (internal forces), the adjusted R-sguared was @.@7, with
a P-value of 8.8%. Regressing CIR on FIP for theory twao
{external forces) yvielded an adjusted R-sguared of #.23 with
a P-value of @.5%., Regressing CIR on both FREE and FIP
vielded an adjusted R-squared of @.24. The P-value for FREE

was &3. 1% while the P-value for FIP was 1.@%

Taker together, these resuwlts indicate at first
glarmce that iv Argerntina, theory three works better for both
indicators of the dependernt variable. While the correlation
betweerr FREE and ERP is the highest, imcluding FIP does
increase explamatory power iv the multiple regressicon.  The
correlation between FIP and CIR  is secownd highest, but
imcluding FREE as ar explanatory variable does slightly
increase the R-squared value. 0On the other hand, with a
P-value of 23%, this increase is probably the result of
adding an additional variable. In sum, while internal forces
as irndicated by FREE have the most explanatory power for
effective rates of protection, foreigrn investment dependence
as indicated by FIP alsa help to explain patterns of
developmernt. External forces (FIP) have the most power to
explain the capital intensity of develocpment pattern (CIR),
cand iwncluding FREE does little to provide any additional

amcurt of explanatory power.

These results clearly make sense in the Agentinian

corntext. The conclusion that both inmternal and external
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forces are needed to explain rates of protection reflects the
ristorical events  that we have seen in AQrgentina.  The
political vrights index is by far the more powerful in
explairning ERP because the charnpes iv vegime that caused the
changes iv FREE ccouwrred because of power shifts withhin the
country.  Whern the Conservatives were in powery, wWe see low
rates of protection, reflecting the fact that an
export—impoert econcmy best benefits them. However, when
Radicals were in power, & broader rarnge of interests were
able to effectively place demands on the governmernt.
Protecticon of  industry bernefite this broader range of
interests., At the same time we must accgunt for a small
effect that extervnal forces seem to have orn rates of
protect 1o, I would contend that inm Argentina, the external
forces essentially raised protection rates because foreign
scurces of capital saw protected industries as being safer
investments. Iri  other words, because the protected
irndustries did not have to face foreign competiticon, they
were more atiractive investments in the short run. Moreover,
sivce foreign investment was highest during the Peronist
pericds, we would expect that the peaple that were receivng
these investmernts would push for higher rates of protecticor.
The rnotable caveat is the increase in FIP just before 1988,
amd ERP did wct irncrease because of the strong free-trade

arientation of the government.

Turning to capital intensity, we have concluded that
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external forces are the major determinant of the kind of
techrnigues employed in industry. This makes sense because to
a large degree the investor was able to comtrol the kind of
techrnigues used. Wherr irnvestment came mostly from
Argentinian scurces, we saw that more labor internsive
technigues are used. This can be explained by two facts.
First, labor intensive techwniques were cheaper to implement,
arnd they could have beewn physically implemernted with little
foreigrn assistance. Second, labor internsive techrnigues could
have beern thought of as being the appropriate techrnology for

a labor and land abundant ecornomy.

Oy the obther hand, as foreign investment dependernce
inmcreased, we saw an increase in the capital intensity of the
techniques employed. Orne reason for this was the preference
of foreign investors for endeavors that are similar to ones
that had been profitable for them at home. These were in
large part very capital intensive. Second, the IMF has often
suggested countries implement more capital internsive
technigues in the hope that they would be more profitable,
allowing the courtry to more quickly pay off its  IMF
aobligations. Finally, there was often a popular perception
in developing countries that moedern capital intensive
techrnigues were the key to fast economic growth and respect
ivm  the world community. This was true in Argerntina,
particularly after the secard Peronist period.

Unfertunately, Argentivna lacked the rescurces and knowledge
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to implemernt these more capital internsive techrnigques herself,
ard had to pet Foreign help in order to use them. I cther
words, evern if Argerntivna wanted to  dimplement capital
internsive techwnigues, the limitinmp factor was foreign

willingress to provide them.
Comelusion:

Irm Argentina Theory 3 works best to explain effective
rates of protection, and Theory 2 works best to explain
relative capital-labor internsity. We have seen how internal
and external factors can combine to  shape patterns of
economic developmernt, and the conclusions that we have just
drawn could mot have beern made without first takivg a look at

the Argentivian historical context.
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Argentina - For. Inv. Dep./Capital Intensity Rating
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Chapter Three: Brazil

Having undergone profound soccliceconamic changes since
the Great Depressiorn of the 1930s and especially since WWII,
Brazil is a perfect country in which to apply this research
approach. After looking at the historical background that is
important in understanding the Brazillian case, we will be
abile to put the statistical evaluation of the three theories
into a proper perspective. We will find that in Brazil,
Theoary 3 worke better tharn either Theory 1 cr Theory 2 to
exnlain pattern of development as indicated by effective
rates of protection.  For explaining patterrn of developmernt
&% indicated by relative capital-labor internmsity, we will
fimd that Theory 2 works better than either Theory 3 or

Theory 1.

Historical Background:

The indicators that we are using for pattern of
development have varied a great deal during Brazil’s
history. In order to understand the effects of the internal
forces, as indicated by the Freedom House index, and the
external forces, as indicated bpy foreign investment
dependence, we rneed to examine the historical context in
which these variations took place. This context iwncludes
both changes ivn the economic and political structure of the
country as well as the effect of foreigrn actors. Because the

political actors with the most clout have derived their power



from their historical involvement in profitable ecorncomic
activity, we will first consider the early economic history
of the country and its relaticon to the establishmernt of

political elites.

Brazil was not considered by Portugal to be a
particularly rich prize, especially during its early colonial
pericd.  The Portuguese did not capture the same immediate
ecomomic benefit from their colony that the Spanish did fram
some of their colonmies such as Peru and Mexico. The Brazilian
territory was only sparsely inhabited by nomadic indians whao
could wot be readily traived and disciplined for plantation
work (Baer 1983). Simply out, Brazil did not have a large
population that could be put to use by Porbtuguese
conguerors. This dearth of manpower, coupled with the lack

of  obvious econcomic  berefits, led to a ‘“decertralized

i

political—-economic orgarnization of the colony (Baer 1983,
p. 14)." Only the main cutlines of policy were set forth in
Ewrope while the implemertaticn and irnterprebtation were left
to governors and municipal councils  (Glade 1969). These

political institutions were dominated by the owrers of larpe
rural estates and those businessmer who were irvvaolved in the

production of Hrazil's first great export product —— sugar.

The cultivation of sugar was introduced arcund 1520,
arnd this enterprise rapidly spread wtil it had developeco
inte the first of a series of oprimary export cycles that were
to damivate Brazil’s ecoromy and growbh umtil well inta the
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twerntieth century (Freyre 1948). Most of the sugar was Eatwint e

ory large estates, and increaszes 1w producti

o

pmplaoying & greater oumber of sl

o

aves oy a given area of land

]

rather tham on any substastive cohange iv  prodactior
technigues. The sugar export sector was orofitable for &
riumber of scocial pgroups: the estate owners, those engaged i
marketing, finarncing, shipping, and slave trading. While

1 U
(AR %

prafite of the sugar export sector benefitted all of these

sacial groups, this represented only a small fraction of the

“h

pecple living inm  the country. The distribubicr of this
income was extremely unequal, and the legacy of this pattern
of concewtration of lncome and cwnership can e sesyn Lo
Brazil even btoday. Ivi additicon to the persons ergapged iv the

rew  wealthy

e 5

export of sugar, a small group of  traders

=

importing varicus commodities. At this point, the colony was

almaost totally dependent cn foreilgn marafactures and evern on

Ty

some imported foodstuffs (Baey 19833,

During the early part of the severteenth cenbury,
Brazil was the leading exporter of sugar ivn the irnternaticrnal
econcmy, but this began to fade by the end of severteenth
century. The decline of the Brazilian sugar export industrey
was brought  about by the increasing quantity of  sugar
supplies in British, Dutch, and Frevch colonies which had
preferential access to the markets of thely respective mother

countries, but this decline did not lead to the disaopesarance

T

af the supgar plantaticonms. At most, some of fthe plantations
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switcned to the oroduction  of cbhey pommodities such a

i

tohaceo and COCac. The impact of the sugar export oycle was
to leave human rescources undeveloped and the distribution of
resources  and  income  highly concentrated. Thig impact
reflects several facts about the sugar sector. Being based
IR conCEﬁtrated patterr of land cwrership, the direct
prafits of the sugar exports did mobt trickle down to bhe
workers who actually picked the supgarcarne. Rlso, since there

was no reason For oa plarntat 1o worlkey o reed an ech_u_‘,;-a',;i.:;r;’

large groups of the labor pocl remained uneducabted.

As the sugar export industry was declining, & rnew
export commodity stepped in to help fuel Braziliam econcmic
graowth.  The discovery of gold in the center—-south avea of
the coclony guickly led to  the development of  anobher
export—import cycle. Gl producticon  increased steadily
during the 1720=, and it has been claimed that Brazil was
responsible for half of the world's gold output  in the
eighteenth century (Glade 196%9). Alonmpg with the rew export
sector came demographic, social, & @eorami o
transformation.  Workers came from &ll over Brazil to take
advarntage of the new finds, and many rew btowns emerpged to
support the extraction activities. These corntained more
complex cccupational structures than had beern present under
the old sugar arrangements. For example, an artisarn sector
emerged and private banking groups appeared. Additiconally,

the new trade resulted ivn Rio de Janeiro’s emergencs as a

_../1,¥~



ma o part. This city guickly became the chief port through
which exports flowed and manufactured imports came.  Door,
all of Brazil's major mercantile houses, fFirmancial
imstitutiorns, arnd other service activities were located

there.

With the substantial increase in the value of the

Brazilian colony, the PFPortuguese government dramatically

tightened its administrative corntrols.  The mining districts
became closely supervised, and the shipping industry became
highly regulated. This represents the Ffirst majgor
irvvalvemernt of povernment in the economy. Moresover, this

government ivnvolvement helped give the small elite that held

-

power in Brazil -— an elite whose rocts grew oub of its

{5

unique positicon  iv the Brazilian economy —-—  evern  nore
influence. The goverrnment needed people  who  knew  bhe
workings of the sectors that it was going to control, and it
seems only natuwral that it would tuen to the cwners and
busirnessmer who had that krnowledge to help them implement
their policies. The cwners were willing to take part bescause
this way they maintained at least a degree of contral over

their busirnesses.

The gold cycle came to an end in the latter part of
the eighteenth cerntwy as most of the mines began to run out
of reserves. This was a particularly difficult time for
Brazil bpecause the old institutiomal structures were without

a commodity with which to operate (Baer 1983), arnd it was
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also at this time that BErazil was to pain its irdeperndence.

Independence for Brazil begarn when Napoleorn cocupied
Portugal ivn 1887. Urnder British protection the Portugese
royal family set sail for Brazil, and in 1828, it established
Ric de Janeiro as the capital of the Portugese empire. With
this shift from coclonial status to central power status,
Brazil began a rnew set of sccic-economic changes. While
Brazil was too isclated from Ewope to actually wield the
influence of a cerntral power, the Portugese monarchy was
determined to give Hrazil at least the trappings of global
importance. The crown established a rnew govermment sector,

the

O
=

and implemented a major push for the development
Brazilian infrastructure, a part of developmert that had
urtil this point been neglected. The corown also founded a
riumber of higher education institutions amd tried stimulate a
variety of industrial activities (Prado 1967). Rs the orown
tried to transform the Brazilian state into a worthy seat fore
the momarchy, the government became more and more invalved in
the ecornomy and in the conmtrol of  the direction of
develaopment. Further, the class of elites that helped to

contral the country became even more firmly entrenched.

The king returned to Portugal in 1831, leavinmg his
son as regent. It guickly became cbviocus that the crown was
going to return Brazil to its previous subordinate status,
and the increasing discornternt throughout the colorny drove the

regernt to declare its independernce inm 1822, Rs & rnewly
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independent nation, Brazil would fit into the world arerna
gquite well. Like many other mnaticms of the periphery,
Brazil's ecovomy was based on exoorting primary poods to
Great Britain while at the same time importing Beitish
marufactured goods. A new export commadity also arase at
this time. Drigiﬁally grown as & specialty item, coffes
expladed in importance in the nineteenth certury with exports
af this product expanding almost twenby-fold betwesrn 18220 and

189a.

The producticn of this wew commodity fit well into
traditional framework of concentrated cwnershio and profit
distributicn., The old plantation structure guickly adasted
to the growth of coffee when it became evident how profitable
coffee exports could be. In fact, marny of the same Families
that had cwrned sugar plantations were now irv comtral of the
new coffee plarntations. Additicornally, some of the families
that had become wealthy exporting gold were able to buy inta
the export sector, but no mew groups Joined the elites that
had established themselves to this point.  Although mew land
was utilized for the cultivationm of the coffes orop, only
those pecple who had the ecovnomic  and political  clout
necessary to establish  and defend titles, i.e. the old
elites, were able to take advantage of the expanmsion. The
major differernces betweern the sugar and coffee plantation
cwrners was the increased commercial awareness of the coffee

exporters and theilr willingress to embrace the government as
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legitimate apparatus for furthering their economic goals
(Baer 1983). For example, the coffee growers were guite
willing to accept small taxes on their exports in order to
have the help of the state in cperning new export markets and

in maintaining control of their labor.

At this time, we alsc see the begirmings of the
influence of internal and exterrnal forces as we are
comsidering them im this study. The political elites wha
contralled the goverrnment were almost entirvely vesponsible
for the decisions that affected patterns of development. For
example, they set up laws that protected a wmoncpoly on
shipping that had grows  up during the years that  the
Portugese crown had beer located ivn Brazil., In additiorn, we
also begin to see the involvement of external forces as
well. The emergence of railrecads to carry coffee from the
plantations to the shipyards helped coffes growers become
more profitable, but the actual building of these railliroads

was accomplished with British capital and enginesers.

Ancther important evernt was the abolition of slavery
ive 1888, Many of the plantatiorn cowrners were able to take
advarntage of immigrant labor, and they actively promoted
Europears immigraticon be%ore 1888, With the aboliticn of
slavery, labocr relationms began to  alter. Although the
average laborer was still very poor, the class would later
develop into a very important segment of the Eraziliaw

saciety, amd although that process would take many years, the
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begirmivngs of it ccow here. Moreover, the profitability of
coffee—growing depended on the availability of immipgrant
laboy,  so that evern though the distribution of  income
remained concentrated, the importance of the laborers camoot

be disccounted.

The extremely profitable coffee-exporting econcmy was
to lead Brazil into the twerntieth century and alsa into its
first real taste of industrializatior. Imdustrial  growth
became significant in the 1888s. This was first appavent in
the textile industries after a tariff was imposed on British
textile imports.  The Brazilian textile industry grew guite
rapidly, but it is important to note that at this time the
tariff was implemented as a revenue raising device and not as
a way to promote the domestic textiles industry.
Nevertheless, cottonm textile oubtput increased more  than
tenfoald betweerr 1885 and 1923 and an almost deoubling of
cutput im the ten years after that (Steirn 1257). Ry the
1920s, Braziliarn textile marufacturers produced erncugh

textiles to cover almast 904 of domestic demarnd.

Much of the industrialinzaticn of this time followed
the pattern of the textiles industry. Other light irdustries
that were developing include the clothing, shoe, and food
industries. As we have noted, the main driving force behind
this early stage of industrialization was the "coffee boom
based on free immigrant labocy {(Baer et al 1373)." Bubstantial

improvements to the inmfrastructure that had been financed by
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plarnters and foreign capital '"provided the setting for
greater local industrial output and gradually coreated a
demarnd for locally produced spare parts (Basy 1383, p.38)."
Moreover, the large immigrant population provided a large
market for cheap consumer poods. Interestingly, many of
these industries were controlled by importers. Havirng
decided that they could make a bigger profit by manufacturing
the commodities domestically rather than importing them from
foreign souwrces, these entreprenews shifted their knowledge
of these commodities into producticon  oriented activities
{(Dean 196%). This occcourred in industries whose products had
such a high weight-to-cost ratio that ever utilizing low
technolopny domestic production techwnigues more than covered

the cost of shipping from Europe.

Other industries did wot really begin to develaop
until the 1392@0s. 5till driven by the coffee sector, we see at
this time a rapid rate of expansicn ivn metal products. This
is reflected in the emergerce of rnew small steel plants and
capital goods enterprises. These were developed as & way to
support the growing demands for infrastructural development.
Domestic cement productiorn also began at about this time.

Firnarnced by coffee profits, these sectors expanded until the

Great Depressicr.

We should also briefly consider at least ore aspect
of political development to this point. Brazil was

established as a republic in 1889, ore vear after the
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abolition of slavery. Partly in an attempt to encouwrage
immigration, a constitution was drawn up that provided for
political rights and a demccoratic system of goverrnment.
Although in reality the elites still maintaired control of
the ecorncmy through their supericor econmomic and political
positions, lepal avernues were opened through which other
groups could enter the political arerna as their strength and
relative scciceconcmic positiorn improved. The adopticn of
the constitution set the stage for many of the political
developments and everts that would cccur up until moderr
times by settinmg up the framework within which political
competiticon and conflict would cccouwr, Esserntially, this
conflict ccocurred as rew groups geined economic power and
demanded a concurrent increase in their political power and
as the old elites resisted these demands. A good example of
this trend is the development of labor orgamizations during
this pericd. The constituticn made it possible for labor to
arganize, and as econcmic growth led them to move up the
social ladder, they began to ask for more political rights.
The old elites resisted this because the rew groups
threatened their traditional monopoly on political power. Hy
the 192@8's rnew industries had sprung up, and the owners of
these new industries also began to insert themselves into the
political arena. Indeed, as the rew industries developed in
the 192@s, the cwners of these industries begar to look for
greater econamic power, and this pattern explodes after the

impact of the Great Depressiarn.
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The impact of the Great Depressicrn on Brazil was
similar to its impact on mast  other Latin  American
countries. The value of Brazilian primary product exports
plummeted, arnd, at the same time, the supply of manufactured
consumer goods from foreign scources declined dramatically.
Betweer 1923 arnd 1931 the value of Brazilianm coffee exports
fell from US$445.9 million to US$180.6 milliorn, and the
Brazilian terms of trade had dropped by 5@ percent. The
government implemented programs to support  the coffee
industry including producticn guotas and goverrnment purchases

of surplus product.

The decline of imports of manufactured comsumer goods
combined with the contirnued demand for these products and the
increase in incomes as a resuwlt of the coffee support
pragrams acted as a catalyst for & dramatic surge in
industrial production. This was accomplished in a variety of
marnufactured goods industries, and industrial capacity rnearly
doubled in the eight years between 1928 and 1936. These rew
industries created cpportunities for employment and helped to
increase the standing of industrial labor as a social class
and as a political actaor. The Depressicon had thus
fundamentally altered the structure of the econcmy uporn which
the traditional political elites were based. The political
elites, based on the old patterns of ircocme and power
concerntrat ion, began toe see  an  erasion of this
concentraticr. Moreaver, under the comstitutional
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arrangement of the republic, the old elites could not legally
lock the rew class cut of the poelitical arena. On the other
harnd, they believed irn their cwn ability to  implement
electicrn laws and structure political parties to thhe extent
that they did rnaot feel particularly threatered by the rise of
the rnew groups, Those new groups are known as the populists

{0 Dormell 1978).

Irndustrialization slowed during WWII, and although
demand for Brazil's primary exports rebounded slightly,
export  earnings did wot  approach  their  pre-war  arnd
pre-Depression level. Dissatisfaction with Brazil's econcomic
performance began to grow domestically, and by 19435, the
presidential election was dominated by discussiorn of what
should be done about the ecornomy. By this time, the old
elites had lost erncugh power and the rnew Populist classes had
paived erncugh power that a candidate promising to help the
industrial sector was elected. EBErmrico Dutra implemented
policies to protect Brazil’s growing  industrial  sectors.
Effective rates of protectiorn skyrocketed, and obther policies
such as import guotas were implemented. Getulic Vargas was
elected president in 1351 promising to do an  evern  more
effective job of aiding the FBrazilian econcomy. By the
electiorn of 13951, Brazil had completely embraced the dogma of

import-substituting industrializatiorn (IEI).

Brazil'’s I8I poalicies were, at first pglance, very
effective. Industrialization was cccurrinmg at a feverish



pitch, and because Brazil had a more highly than average
developed intermediate and capital goods sector, the typical
prablems  that I8 causes did not  become immediately
apparewnt. Although the intermediate and capital goods
sectors were not igrnored, the fact that they were implemented
iv a highly protected environment meant that they did not
have to maximize efficierncy in order to survive. Inefficient
management technigues, imnappropriate technological decisionms,
and a host of other problems that go along with protected
industries plagued beth the Hrazilian intermediate and
consumer goods industries.  As a result we began to see
develapmert "bottlernecks” that were so often asscciated with
IBI. With so many new people locking to buy consumer goods,
ard with the inability of the irntermediate and finmished
consumer goods industries to meet this demand, an ecorcomic
slowdowrs foreshadowed the economic orisis that would help

contribute to the military coup in 1964,

Az a result of the growing dissatisfacticr with the
econcomy, Vargas was forced to resign and was succeeded by
Oliviera. He remained in power unbtil Buadros was elected
president in 1961. He alsc was quickly forced to resign and
Joao Goulart took oaver for him  from  the positicon  of
vice-president. This series of elections arnd forced
resigrnaticons can be seen as representing the conflict betweern
the cld elite political sectors and the rewly mobilized

Populist sectors. The charnges of political power and the



character of the various regimes led to the gradual decline

of effective rates of protecticor.

As the economic situation worsened, political
instabilty contirued to increase, more and more demands were
placed on the goverrment by the pecple who were dissatisfied
with the state of the ecorncomy. The specific prablems ta
which they pointed were inflation and severe balance of
payments problems. These problems came to a head in the
early 196#s with both political arnd economic pressures
reaching a climax in 1964 when President Goulart, having
declared the constitution irrelevent to the problems of the
day and having alsc alienated the military, was averthrown in
a military coup. The worsening political situation is
reflected irn Brazil's FREE index, with a dramatic declirne in

political and civil rights apparent starting in 1962

As the new military government, led by General

Castela Branco, took power, it abandored Brazil’s
import-substituting policies. The new government was
essentially made up of what 0 Dovrne 11 calls &

military—-technocratic coalition. The techrocorats represented
the interests of the old elite, and wanted to return to a
process of industrialization that was based o a styrong
export—import ecorncmy. Additionally, they warnted to go
beyond the export of primary products and enter the realm of
marufactured exports. In their view, not only would a

reduction in tariff rates help the cverall economy, it would
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allow the implementaticr of export-oriernted policies  that
would serve their interests. Conseguently, as the coup ook
place, there was an immediate and sharp reduction in the

effective rates of protecticn (ERP) that Brazil imposed.

The rnew goverrnment’s plan for economic improvement

was not  limited to reductiorns in  rates of protection,
however. The new government came iv to power determined to
elimivate both political and ecomomic instability, and the
techriccrats had specific plans for achieving these ends. Ir
additicm to the reducticons in tariffs, the new government
thought that 1t was important to reduce inflation, eliminate
price distortion, modernize capital markets tao facilitate
investmert, create government sponsored incentives to direct
investment intc sectors deemed most  important, attract
foreign capital, and use government spending to stimulate
important sectors (Steparn 1973). Essentially, this begins an

era of goverrmment attempts to micro-marnage the ecorncmy.

These events can be seern as a partrnership between the
actual members of the goverrnment, the techrocorats, and the
industrialists who owned Brazil's means of producticn. Faor
the first four to five years after the coup, the
industrialists were quite content ta let the techroorats run
the ecorncmy. During this pericd, the government implemented
policies that were in line with the wishes of the
industrialists, o, as it might be more accurate to say, the

wishes of the industrialists coincided for a time with the



techrnooratic perspective. The techrnocrats used various

incentive structwes toa direct investment into the sectors

controlled by the industrial class. For  example, tax
incentives were used to direct private funds into the
ncrtheast region of  the country. These irncentives were

cverseern by the development agency called SUDENE (Baer 1383),
and were later extended into the Amazon basirv. Rlso,
government investment expenditures remained an important
element of industrial capital souwrces, with virtually all of
these funds going to sowrces that wowld bernefit  the
industrial class. For example, infrastructural endeavors,
steel production, mining and petrochemicals were &ll
dominated by govermment irnvestment and sponsorship (Byveud

1974).

The industrialists became urneasy whewn the government
began to fococus more and more on one specific element of their
economic scheme, the attracticn of foreignm capital. The
industrialists remembered the experience of the 193538s when
foreign multinaticonal corporations first became important in
Brazil. Although the industrialists had berefitted from the
influx of capital, they had alsc suffered a dimurution of
their autcrmomy vis a vis the foreipgrers who controlled the
multinationals. Fearing that they would lose power and
autonomy again, the industrialists began to call  fooe
liberalization of the pcolitical arerna (Cardosc 13988). Their

belief was that, under a more liberal regime, they would be
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more likely to be able to place effective demarnds on the
goverrmert. The fact that this might give other compebting
social groups, such as labor, a stronger voice in goverrnment

did wnot seem to concern them.

These trewnds ccowrred against the backdraop of the
actual econcomic performance of post-coup Brazil., Although the
riew government's policies for ecornomic  stabilization  and
growth were implemented immediately, economic stagmation
lasted until 1968. This lag carn be attributed to the fact
that many of the policies of the technrnocorats took several
years to be fully implemented. However, in 1968 Brazil began
remarkable pericd of growth  that would last until 1975,
"Armriual growth rate of the GDP, which averaged only 3.7% in
the pericd 13962-67, surged to yearly rates averaging 11.3% in
the yvears 1968-74 (Baer 1983, p.%98). The industrial sectors
led this growth, with the highest gains ccocurring in consumer
durables and chemicals. Traditional sectors such as
textiles, clothing and food products grew at much lower
rates. These patterns of growth reflect the techrnocoratic

policies of the government.

It is interesting to note that these growth rates
were achieved without a great deal of dependernce on foreign
investment. This is in stark contrast to the growth of the
195@s. The difference is that growth in the late 196@s and
early 1970s was achieved at much higher levels of capital

utilizatiorn (Baer 13983). In other words, industries were
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aperating at much closer to maximum capacity than they had
beer during the import-sabstituting period. Because they
were not  carrying out business under heavily protected
conditions, they were forced to become more productive in

order to be competitive.

By 1973, growth was again begirming to slow down, and
it was at this point that the Brazilian goverrnment began to
actively recruit foreign capital. As we have seern, this
drove a wedpe between the techrnoorats and the industrialists,
who now begarn to call foorr liberalization. This call for
liberalization from the industrialists was, of course,
welcomed by the public. The public had actually seen a
gradual increase inm  their political and civil rights.
Furthermore, as the economy improved, the public, and in
particular labor, began to share in the econcmic rewards
gererated by the growth. Labor begaw to place more demands
ant the goverrmernt to implement policies ta help them, but at
this point the goverrnment began to tightenm its ogrip on
labor. For example, in 19786, the minister for industry and
commerce was removed from office. Severo Gomes had supported
the return tao a protectionist strategy for Brazilian
industry, and thus became a voice for the interests of
labaor. {In a protected industry, wages are not held down by
competitive foerces. With the reimplemerntat ion o f
protectionist devices, wapges could have risewn, and labor

would have bernefitted.)
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The economic slowdown  that had  begun  in 13785
continued and grew worse in the last half of the 197@s. The
cause of this slowdowr was the irnability of the regime’s
econcmic mamnagers to cope with the il price shocks of
1973-74. Brazil had to borrow large amounts of foreign
currercy to buy oil to supply the rneeds of its growing
econcmy. The debt burder that Brazil thus took on disrupted
not only  the goverrmment's plans for continued econcmic
stability by destroying its irnvestmernt irncentive structures,
it alsc led to inflaticn and foreign exchange problems.  The
Figueiredo administraticon, which took office in 1373, faced
the difficult task of coping with inflation, increasing debt
SEerviCce payments, ard stagnating econodnlc growth.
Furtermore, as inflation and the debt service burden
increased, HBrazilian development payments, and stagrating

ecovicmic growth.

Statistical Analysis:

Givern this history of Brazil, we can now turn to the
empirical testing of the effects of internal and external
forces on  development pattern. We will look at the
regression  results for all three theories using  both
effective rates of protection and capital intensity rating as
indicators for the deperndent variable. First, we consider
effective rates of protecticorn (ERP) as the dependent variable
indicator. Regressing ERP on FREE for Theory 1 gives us an
adjusted R-squared of .35 with a P-value of @%. For Theory 2
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regressing ERP against FIP, we find an adjusted R-sguared of
2.49 and a P-value of @%. Multipally regressing ERP on both
FREE and FIP for Theory 3 yields an adjusted R-sgquared of

@, 56, with the P-value for FREE being &.9% and the P-value

for FIP being @. 1%,

The results using capital intensity (CIR) as the
indicatcr for the dependent variable are as follows., For
Theory 1| regressing FREE on CIR yields an adjusted R-sguared
of @.1 with a P-value of 4.2%. Regressing FIP crn CIR for
Theory 2 yields an adjusted R-squared of @.46 and a P-value
of @%. The multiple repgression of CIR o both FREE and FIP
for Theory 3 yields an adjusted R-squared of @.44 with the
P-value fov FREE being 88. 1% and the P-value for FIB being

@. @%.

Im Brazil, Theomry 3 works best in explaining
effective rates of protection, with the fresdom index being
the most importanmt and powerful explanatory variable, Theory
2 works best in explaining capital intensity. This is true
in Brazil because FREE has virtually rno explanatory power in
terms of CIR. Although the Thecry 1 regression yields an
adjusted R-squared of 2.1, this is very weak and is probably
attributable to the bias introduced by leaving out FIP as an
explanatory variable. This view is reinforced by the fact
that the P-value for FREE in the multiple regression  is

88. 1%.
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These results clearly make sense in the Brazilian
context. The conclusion that both internal and external
forces are needed to explain effective rates of protection
reflects the historical events that we have seen in Brazil.
The statistical analysis of Theory 3 as it relates +to
effective rates of protectiorn indicates that the freedaom
index and foreign investment deperdence are of about egual
importance.  We can explain this by looking at the Brazilian
histcrical context. FREE is important in explaining ERP
because FREE reflects the ability of a wide wnumber of groups
to place effective demands on the government. When political
and civil rights are expanded, the regime takes the interests
of a broader range of groups into account whern it is forming
poxlicy. For example, during the 198@s, the FREE index showed
a high degree of civil and political rights available in
Brazil. This meant that the Populists were able to  push
through the protectionist policies that would berefit them
the most. The ald elites were not able to o ivclined to
resist this shift. However, after the coup takes place, we
see tariff barriers fall to serve the interests of the rew

military-techrnocratic coalition.

At the same time, FIP is alsc an important
explanatory variable in terms of ERP. This can be explaired
by lacking at the impact of foreign investment in the 1350s.
Foreign investment dependernce was high mearning that many new

projects were implemented with foreign capital. The influx
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of papital berefitted the cwrners of the industries, and the
rew apporturnities for work berefitted labor. There is a
positive correlation between FIP and ERP for two reasons.
Firset, the foreign investors were loocking for protected
industries in which to place their funds. They believed that
these investmerts were of lower risk because they took place
irn a less competitive envivorment. Second, the fact that
foreigrn investment helped labor at a time whern they had
significant rights meant that they could call for
protecticr.  Labor?’s rationale was  that, in a protected
industry, their wages could grow faster because management
would not have to be as concerned with keeping labor costs

dowrs to be competitive.

Turning to capital intensity, we have corcluded that
Thecry 2 is the best predictor of CIR. Capital irntensity is
highest ivn the 1950s wher multirnaticnals were rapidly
increasing their influence. Foreign investors prefered to
invest irn projects with which they were familiar, and those
projects were more capital intensive. We saw lower capital
intensity when more investment came from domestic sources
because these techrnigques were cheaper to implement, reeded
less foreign assistarncep, and were more "appropriate” to a

labcr abundant econcmy.

Conclusion:

-

Ivi Brazil Theory 3 works best in explaining effective
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rates of protecticrn (ERP), while Theory 2 works best in
explaining relative capital-labor internsity. These
statistical results are supported by the Brazilian historical

context evern though Theory 3 is not the best in both cases.
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Chapter Fouwr: Chile

Chile, the third of cur Latin Americarn cocuntries, had
beer dominated by class conflict arnd anm uncertainty about the
best patterns of developmernt to implement. Foreign influernce
has always beern present in Chile, particularly in the foreign
cwrnership of manmy of Chile's mines and extractive industries,
but we will see that this alsc varies significantly over
time. We will find that in Chile, Theory 3 works better than
either Theory & of Theory 1 to explain patterns of
development as indicated by both effective rates of

protection and relative capital-labor internsity.
Historical Background:

The histocrical conmtext in Chile is, as in our first
two countries, crucial to the understanding of our empirical
evaluatior. I order to gain this historical perspective, it
is recessary to look first at the evernts that surrounded
Chilean political and ecorncomic development as far back as the
Spanish colonial periad, and then trace those developments

through the present.

Chile was a very valuable colomial asset to the
Sparnish crown with a great deal of econcmic wealth in land,
commerce, and mining (Kinsbruney 1973). The gold, silver, and
copper mines arnd the landed estates were dedicated to

praoducticn for both internal and external markets. Thus, the
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foundation for an import-export based ecornomy was laid down
early in Chilearn colonial history. Of cowrse, during the
caolonial period, the mercantilist desires of the Spanish
crown superseded the economic wishes of the Chilean
residents, arnd distortions were introduced under colonial law
which delayed the natuwral progression of Chile's
import—export crierntation. For example, the Spanish House of
Trade oversaw & highly restrictive system of legal
constraints that were desigrned to irsure that the production
of colonial goods did rnot interfere or compete with Sparnish
progducticon, to guarantes the flow of raw materials to the
Spamish mainland, and to provide a market to absorb surplus

SBpanish producticon.

The local colonial govermmernt that was ivnstalled by
the Sparnish was desigrned to be able to effectively achieve
these goals, and by the end of the colornial periocd, Chile was
governed by an elaborate political system. At the bottom of
the "vertical" structure was the town council, or cabildo.
These cabildos were able to commumicate directly with the
Crown to redress grievances with higher authorities, but in
practice, the distarce of the coclony from Spaiv made this
process virtually impossible.  Next on the ladder was the
provincial governor, o corvegildor. At the head of the
calonial goverrment stood the governoe and captain gerneral.
This figuwre came to be known as president by eighteewnth

century, and in addition to his administrative duties, he

-7



alsc served or a Supreme Court. This meant that, although a
high couwrt existed to adjudicate conflict, from the very
begirmming this instituticon was used as a political tool of
the elite. Indeed, during this pericd the couwrt alsc had
certain "administrative and consultative duties” which made

mary of its decisions explicitly political (Gil 13966).

Near the end of the colonial pericd, twoe important
charnges btook place in the structure of Chilean govervment.
Firat, the corregidors were replaced by "more powerful and
influential irtendarnts (Kirnsbruner 1373)." These new figures
came from the most dominant economic groups in each of the
provinces, and represented the most powerful families in the
colonial  struoctuwre.  Second, two guild-like organizations
were sstablished in Bantiapgo to represent powerful economic
interests., A merchant tyibunal and a mining tribumal rot
anly commanded power and legal gurisdiction over their own
members, but were also able to affect implementatiorn of
matiornal policy. These developmernts are important because
the new groups carvied over into the post-colonial pericd and
dominated the political arena that was to develop. Moreover,
the history of goverrnment involvement in the economy sets the

stage for future post-coalonial activities.

The first steps toward Chilean independence were
takern as a conseguerce of Napoleon’s seizure of the Spanish
throne in 1828, This seizure precipitated a Spanish war for

independernce, and in the absence of the King, & rumber of
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Jurntas came into existernce to carry cut the war effort. A
suprems jurta, or suprema, was guickly formed, and it was
penerally successful in obtaining the support of the colonies
for the war effort. Ivy retuwrn forr their support, the rew
supremna did not oppose the coreaticn of local colanmial juntas
ta goverrn the colonies in the absernce of the Spanish
moviarch.  Chile established such a ruling gunta in 181@, with
Mateco Toro beivng elected president. Tora had beern &
succesatul merchant and was crne of Chile's most important
landowners, After engoyving the luxury of self-rule, the rew
Jurta was wwilling to surrender power to the Crowrn after
Ferdimand regained the Spanish throne. The junta declared
Chile indeperndent shortly after the Sparnish monarchy was

reectabl ished.

A series of conflicts, both with Spain and Peru,
prevernted the establishment of a new Chilean conmstitution
urtil 1833, although several were promulgated during this
pericd. These conflicts, combined with the irternal economic
and political legacy of the colonial era, shaped the rew
comstitutional structure. Several of these factors are key
to the wunderstanding of the rnew comstitutional order. First,
the merchant class had beern pushing for free trade since
before their declaratiorn of indeperndernce. Spanish colonial
policy had flooded many of the markets dominated by the
merchant class by circumventing their distribution networks.

This arngered the merchants who began to favor indeperndence
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and demand a styong volce in any futwre goverrnment so that
they could avoid any of the problems that had beer caused by
the intervention of the Spanish goverrnment. Second, the
cwriers of Chilets extractive enterprises also demanded to be
iveluded iv  any new govervment, hoping to avoid  the
restrictiorns placed on their activities by the colonial
govermnmernt . The mercharnt and mivne triburmals were the
institutions that were used to implemernt these demands, and

the final constitution veflects their input.

Indeed, the new constituticr, although "liberal in
the nineteenth certury sernse of the term (Kinsbrurner 1973,
&£9), " established the corntraol of the landed aristocoracy and
the industrialists over the rnew political system. Those who
were able to affect the developmewnt of the rnew conmstitution
wanted to insure that they were rnever again goirng to come
urder the corntral of other groups. At the same time, they
were more tham willing to use the institutions that had
developed under Spanish colomial rule ta further their ocwn
erds.  The new constitution was desigred in part to prevent
the rise of popular demcoracy, and to that end the local
assemblies were abolished. The net effect of these
developmernts was to establish a nrnatiocnal "democoratic”
structure that was domivnated by a small group of wealthy
landowners and businessmen. The new government favored free
ivternaticonal trade but was rot above intervening in the

econcmy to Ffurther the interests of those people who were in
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control.

thmlike marny Latir PAmericarn countries, Chile was
fortunate in that post-indeperndernce feuds that were commorn ta
the region were quickly settled. Comsequently, Chile was
able to experience a period of exceptional stability under
the rule of Diego Portales. This stability operned the way for
what has beern described as "the greatest econcmic boom in
Chilean history (Btallings 1978)." Wheat produced in Chile's
central valley was shipped to Rustyalia and California, and,
much more importantly, copper was sent to markets in the
United States ard Ewrope. The econcmy thrived, exporting
mrimary extractive and agricultwal goocds and  importing
Firmished goods. The role of the state at this point was
limited to major infrastructural progects and a brief
flirtaticn with tariff-protecticon for industries that was
guickly abandorned in  favor of  the export—-impert  based

BCOrICiy .

Not having to concern ditself with the managemernt of
the economy, the state was free to turn to octher interests.
Ive 1873, Chile went to war with Bolivia and Perw and emerged
victorious, The importance of this event carnnct be
ocverstated since the victory gave Chile control of the
mitrate fields irv what are now the provinces of Antofagasta
arnd Tarapaca. The bhuge revernues generated by the rewly won
mimeral rescurces had anm important impact onm the ecornomicy

social, and political development of the country. Nitrate
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exports soorn surpassed exports of  both agricultural and
industrial goods and woeuld domivate the Chilean ecormomy unmbil

the 1330s when a synthetic substitute for ritrate was found.

Because of the export orienmtation of the economy,
Chile was deeply irnvolved in the world capitalist system. As
a result, price changes orn the interrnational market had a
strong effect om Chile, amd as the ritrate sector was
particularly volatile, this effect was preater on Chile than
art other courntries. Rodditiomally, foreign capital was
becoming more and more important. The British in particular
were locking abroad fooro cpportunities to invest 1w mineral
wealth, and as irnvestmerts flowed intc the mineral sector,
merchant companies followsed suit. The War of the Pacific was
a very importanmt event in terms of both foreign capital and
the rale of the Chilearn state in the economy. The nitrate
fields were turrned over almost immediately to investors from
Great Britain. The fact that the main export sector was
foreigrn—owned created a situaticrs that was guite different
from almost any other country in Latin America. It meant that
the Chilean state came to conmtrol very large sums of money in
the form of taxes paid by the nitrate comparnies and was in a
positicr to decide how to distribute these reverwes. Thus,
iv spite of a gerneral free trade, laissez—~faire attitude, the

state was forced inte a key role in the econcmy.

The nineteenth century also witressed the formaticon

of the political arnd sccial orgarnmizationms that characterize
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modern Chile. The old agrarian oligarchy which was
represented by the Portales regime was Joined by commercial,
fimancial, arnd irndustrial factions as the productive
structure grew and diversified., By the end of the cerntury,
these groups had formed into asscciations to promote their
various economic interests. For example, the National
Agricultural Bociety (8NA), the Central Chamber of Commerce
(CCCY, the National Industrial Scciety (SO0FOFA), and the
Natiornal Mining Society (BNM) were all formed at this time.
Their relaticnship with the state was much the same as the
triburnals that had formed in the colonial pericd, indicating
that although sweeping economic changes were cccourring, the
inmfluence of the old institutiomal arangemernts contirvnued to

be felt.

Political parties also began to form. The
Comservative, Liberal, and Radical parties all date to this
peyiod, although at the time the major differerces between
them were religious and ideclopgical while their econconic
views were guite similar (Stallings 13978). The conservatives
were most concerned with maintaining stability, the Liberals
with providing religicus freedom, and the Radicals with
representing the interests of the "petty bourgecisie arnd

state bureaucrats (Reyrnolds 1965)."

One other effect of the nitrate boom was the
formation of the first large, cohesive working class irv Latinm

America (8tallivnps 1378). Because the most active mines were
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located in the remote arveas of the rnorth, 1t was necessary to
import large rumbers of workers from  the scuth. These
workers came by the thousands and found themselves working in
arducus, unsafe conditioms. This situation led to the rapid
development of a strong class conscicusness among  the
laborers, and the first pereral strike broke cut in 1898 with
workers demanding monthly payment, payment in money instead
of tokens, freedom to puwrchase goods when and where they
wanted, arnd the end of a rumber of abuses by their emplovers
{Walton 19830 . Although the president recommended that their
regueste be pivern serious consideration, the army broke up

the strike, killirng & larpge nurber of workers.

Labor's setback in 183%@ led the workers to realize
that in corder to have any charnce for success, they would have
to be much more organized. Thus, we see the begirmings of
urniicmization in the north at this time. Ry 19@3, union
membership was in the terns of thousarnds, and by the 19@05-19@7
pericd whern many crganized strikes took place, union proups
had become an important sccial and political force. The
uriicwms  had broadened their yole and become corucial in
"training leaders, spreading ideas, and preparing the way for
future urmicrn developmernt (Stallings 1978)." By 1917, many of
these independent unicns had joived into orne organization
kriowrs as the Workers Federatiorn of Chile (FOCh), the first
vaticonal labor federation iw the country’s history. This

group's  aims  were quite militant, demanding that the
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capitalist system be abolished anmd that industry be run by
the uniocns.  Although the group was never able to achieve any
of its extremist poals, it did have more than 60, 228 members
by the end of World War I, and was able to establish
imstituticornal links to the govervment that would be important
after the Depression. Perhaps more importantly, it was able
to get  the goverrnment to agree to  implement electoral
veform.  The goverrnmernt was willing to implement this reform
because it believed that the political position of labor was
much too radical to ever claim a broad based political

victory, and it felt that by giving the uniorns a measure of

victory it could defuse some of their radical ideas.

By 19228, electoral reform had erndangered the monopaly
ary govervment contyol that had beern enjoyed by the old
coalitions, and it was in this year that the voters elected
Artura Allesandri. He promised the revision of the Chilean
constitutional and capitalist systems. He was most likely
elected because the public was disstatisfied with the
economic malaise that had infected Chile since 1918, arnpered
by corntirnued corvupticon iv the govervment, and tired of the
old patterns of concerntration of wealth and irncome. Over the
mext four years, Allesandri supported & larpge nuber of
refoarms, among them a minimum wage, labor law to protect
workers from their employers and improve working conditions,
social imsurance programs to address the problems of the

concentraticon of wealth, and increased governmment management
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ivi the fimarncial sectors.

These reforms were very poular with the masses, very
unpopular with the old elites and aristocracy, particularly
those who cwned the mines and industrial base, and very
urnpopular with foreign investors., Essentially, the masses
veaped the benefits at the expernse of the elites who had
maintained corntroal for so lonmp.  Under the reforms workers
saw wages rise, but perhaps more importantly the new social
insurance pragrams gave them access to services, such as
medical care, that, until now, few ocutside the elite had been
able to abtain crn any regular basis. The elites did not like
the reforms because they represented an erosion of elite
power and control.  Also, by implementing & minimum wage, the
government had imposed an economic cost on large landholders,
arnd owners of mining and industrial facilities. The reform
laws rnot only guaranteed higher wages, which meant higher
costs for employers, they also guaranteed improved working
conditions., I miring the practical impact of this
requirement for improved working conditions was to force
minecwners to use better eguipment (Pinto et al 1968%9). This
would show up as a higher CIR rating if cur data went back
that far. The owrners were not only forced to raise wapges,
they were alsa forced to change technclogies. Additionally,
the higher wages were in industries where there was a good
deal of foreign inviovement and cwnership. Foreign cwners

had the same reaction as domestic owners, and foreign
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investors were unhappy with ircreased profits because they

threatened to lower the yield on their investmernts.

More problems were caused during this pericd by the
collapse of the internaticonal market for rnitrates, which sent
mitrate prices plummeting and destroyed the export sector
wporn which the Chilean ecorncmy was based. This undermined
public support for Alessandri's policies, and at the wging
of the old displaced elites, the army compelled Allesandri to
resign and set a military goverrnment in his place. A rew
constitution was created, and it represented a compromise
betweerr the revisionist reformers and the old elites. First,
the rnew constitutiorn provided for social progress by
interpreting private propervty vights in a broader way and
insuring that, in theory, no one group could profit at the
expense of everyone else. Irn other words, the govervmert
could break up large estates, establish tighter contrals aver
working conditions, and provide a higher degree of social
insurance. At the same time, the old elites were able to
structure political institutions ivn such a way that they
believed that they would inm fact be able to control the
political system. By agreeing to the reforms, they were
attempting to cement themselves iwn power and thus be able to
contral the way and the degree to which the reforms were

actually carried out.

The rnew constitution was accepted in 1925, the same

time that a new export product was emerging to take the place
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of nitrates as the linchpin of the Chilean econcomy. Copper
exports were rising dramatically at this point, and 1t was
withely believed that the ecowmomy would guickly recover as
copper prafits increased and the rnew reform mechanisms spread
this profit throughout the country, and indeed by 1927, the
economy was improving as growth rates ivncreased. It was in
this envirvorment that the first presidential elections under

the rnew comstitution were held.

The first candidate elected was the former Minister
of  the Intericor, Colonel Ibharnez. Politically his
administraticon amounted to a dictatorship because Ibanez set
aside eivil liberties and, in gerneral, frustrated the
representative process. At the same time, Ibanez put into
effect "ore of the most impressive internal improvement
schemes in modery Latin American history (O0'Brien 1976).°"
Highways and sewer systems were constructed, ports were
moedernized, public utilities were improved, and, in general,
there was a massive reconstructicrn of the Chilean
infrastructure. Education was also dramatically improved as
spending orn education increased by five times inm only three
years., At the same time, the industrialists and mirne cwrners
were givern virtual carte blarnc in their sectors, and working
conditions and wages fell., The public, faced with dramatic
improvements in sccial programs yet, at the same time, faced
with declive in their job positicons chose to do nothing, but

the begimnings of dissatisfaction were grawing within the
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ranks of labor,

This dissatisfaction came to a head as the Depression
took haold of Chile in 1338, Chile again faced rapidly
declining economic conditicons, and as imports of finished
consuner goods slowed, Chile's econcmic system collapsed.
Miviing output fell by seventy percent and total cutput fell
by forty—-six percent. Iharnez was in sericus trouble, and his
last—ditch effort to help the Chilean ecorncmy by imposing
avsterity programs caused such a political backlash that he
was foreced to resign. Yet ancther constitution was created,
this time with much strompger restrictioms o activities that
couwld lead to the domination of the old elite. Alessarndri
was reelected under the rnew comstituticorn, anmd he promptly
implemented far-reaching reforms and policies that were to

demonstrably alter the structure of the Chilean ecaoncmy.

Urntil this time, Chile had beer deperndent on imports
to supply ite needs for finished consumer goods, and these
finished goods were largely purchased with profits from their
primary exports. Allesandri began a program that substitued
Chilearn industry as suppliers for finished consumer goods.
This was the begivwming of Chile’s import substituting stage.
Tariffs and cther restrictions were placed on imported goods,
and a series of measures were takern to improve and develaop
Chilean capital and intermediate goods industries to support

the rnew consumer goods sector.
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Chile's IBI programs were at the same time both more
and less successful than the I51 policies of her neighbors.
Fivet, the mnature of the mingral extracticon based econcmy
that had powered Chile was such that Chile already had
technical krnowhow that could be applied to the development of
intermediate and finished goods industries. Morecover, the
resources that were needed to build these kirnds of facilities
did not have to be imported from forelgn scowrces.  With a
more efficient intermediate goods sector, the development
bott lernecks that are charactersitic of ISI programs did not
become severe umtil later ivn the I8 process relative to the
experiences of other countries in the region.  On the other
harnd, the money to finance the IS5I investment reeds came from
copper exports. Chile was able to maintain an export sector
ever during its IS pericd, but this alsoc had drawbacks.

This meant that the development of the consumer goods
industry was linked to the profitability of copper exports.
While copper prices were fairly stable, there were shocks
that rmegatively affected the development of the Chilean
consumer goads industry. For example, at the end of the
Korearn war, the internaticornal prices on a variety of metals

fell. This shyrank Chilearn export earnings.

It is interesting to lock at a few of the specific
arrangements  that prew out of the import substituting
periad. Many of the trade asscociations were able to

influence the development of economic policy during this
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period. For  example, S0FOFA was able to persuade the
povernment to double its protection for consumer industries
by applying political pressure through the rewly established
charmels, ABn official organization, the State Development
Oraganizaticn  (CORPD)Y  was established to coordinate
development policies. Its relationship with the
itndustrialists was ambiguous at times because, althounh they
warted its assistarnce, they alsco feared its competitiorn and
irterference.,. The dominant view seemed to be that they would
take advarntape of the rew crganizatiorn, and, indeed, several
predominant industrialists everntually bhecame CORPO

afficials.

CORPO's main role was the founding of marny of Chile's
most important imdustrial firmes. By praviding capital far
beyond its cwnership share, 1t became the mechanism through
which copper profits were converted into comsumer goods
industries. CORPO was alsc the main charmel throunh which
foreigrn funds were ocbtained, both from private sowrces and
aofficial scouwrces such as the United States' Export-Import
Bark. The important thing to realize about CORPO i1s that it
actually ocwned parts of the irndustries that it was trying to
develap., This strenptherned the role of the goverwnmernt in the

Chilear economy a great deal.

It was within the framework that IS51 set up that the
historical events betweern 195320 and the 1973 coup toock place.

The election of 1252 was startling because the former ruler
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Ibharnez was elected. This is startling because of his former
unpopularity and the fact that he was a surprise candidate.
The most reasonable explanation for his election is the fact
that worne of the cother fowr candidates were well encugh
arganized to effectively campaigrn for the office. In
additicrm, his old dictatorial style was seen to be "above
politics.”  This was considered positive because by this
time, sc many groups had beer mobilized into the political
orocess that  asgreement  and compromise had  become  very
difficult to achieve iv the national govervrment. RAlso, the
ecancmy had begurn to slow, the first stages of IBI having

beer completed.

As the first stage of I8] bepgarn to exhaust itself,
growth fell from an armmual rate of 9 percent to an annual
rate of 2.4 percent. Chile had reached the limits of its cwr
techrnclogy; goods that reguired small markets, small amounts
of capital, and relatively simple techrnologies had reached
the level of market saturation. In crder ta move ahead,
Chile wnow began to look abroad for Further techwnological
improvements and additiomal capital so IS] could proceed into
more sophisticated goods. The fact that these were not
immediately available caused the decline inm prowth rates.

The problems that were caused by reduced growth were
exacerbated by the fact that inflation skyrocketed during the
begirming of the second Ibarnez era, Jumping to 56 percent in

19533 and to 71 percent in 1954,
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T cope with this, Ibarez hired a U.5. consulting
team knowrn as the Kleirn-Saks Missiorn., Thelr recomendations
included cutting the fiscal budget, cutting bank credit,
glimivmating subsidies on basic consumer goods and services,
implementing a progressive tax structure, and giving wage
increases that were less than the i1ncrease in the cost of
living (Btallings 1978). Ibarnez attempted to implement all of
these programs, but the right-wing Congress only implemented
thaose that served their ocwn interests. The best example of
this were wage cuts that bernefitted the owners of the
productive industries and foreign and capital sources. The
policies that Ibanez wanted to implement resembled his old
auwsterity approaach too closely for him to maintain  any
popularity, and by 1938, he was no longeyr a conternder for

president.

The electicn of 1958 pitted Salvador Allende against
Jorge Alessandri. Alessandri won the electiorn on the basis of
a traditiconal platform, promising to use the same [85] devices
to get the ecorncmy under comtyal. Alessandri’s main goal was
the stimulation of investment, both domestic and foreigr.
Allesandri’s main policy for the attractiorn of foreign and
the irnducement for foreign was a series of tax incentives,
irnterest rate restructurings, and, in the case of foreipgn
capital, the guarantee of profit repatriation rights.
Alessandri was larpely unsuccessful, although we did see

imvestments of the short term, speculative variety irncreasing
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marginally in 1964. By thern, Chile was experierncing a serious
foreign exchanpge crisis. Alessandri’s policies of investment
irncentives had completely urdermined the value of the escudao,
with excharnge rates goding from ome per dollar in 1938 to more
than 5@ per dollar by the time he left office. Alessandri's
attempts to stabilize the economy by attracting foreign
irvestments failed miserably, and because he was now so
unpopulary that he stoocd no chance of winning reelecticrn
against either of the candidates Frei of Allende, he withdrew
from the 1964 electicon at an early date. Frel was to win
this election taking a much more leftist starce than had

Allesarndri iw 1958,

Frei won the election with the support of almost all
important groups in Chile except the Communist and Sccialist
parties. This fact implied that widely diverging views on
palicy matters were hidden under this apparent unity, and
this meant that if Frei were unsuccessful in stabilizing the
economy, support for him would guickly erode. His program
included the attempt to "Chileanize” (sic) (Stallirngs 1978)
the copper industry by purchasing the mines from theilr U. 5.
cwners, the expansion of the social welfare system, and the
implementaticon of aprarian reform to help ease the
concentration of wealth in the counmtry. While attractive tao
the public, these policies did little to help the econaomy,
and by 197@, growth rates in important industvy began to fall

substarntially. Moreover, the attempt to gain control of the
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coppey industry completely alienated the United States, and
placed the two countries sguarely at ocdds. It was at this
time that the C.l.A. began to investigate ways in which 1t
could "favorably alter the political system inm Chile (U.5.
Compgress 1974), Freil was unable to improve the economy, and

was thus no longer a realistic candidate for re-electicw.

Salvador Allende was finally elected at this time.

Before proceeding to the Allende regime, it ois
interesting to compare the Frei and Rllesandri periods.  Both
regimes can be divided into three subpericds: anm imitial span
where the govervment attempted to  imolemernt its stated
develoomernt strateny, & short pericd when the Left and Right
battled to chanpe the povervments policies, and a final
pericd where the goverrment merely struggled to keep aflaat,
urable to unite interwal divisioms. The Allende regime alsa
fits this pattern. Allende came to power with several stated
pronomic goals. These included the reorientation of
producticon From  luxwry poods to basic  consumer items,
puarantees of employment for all Chileans of workinog age at
adequate salaries, liberaticon of Chile from foreign capital,
rapid economic growth, and the control of inflation. There
were alss a number of social goals which revolved around the
establishmernt of better sccial insuwrance and safety rets.
Allende essentially promised something to everyorne and was
unable to make good on almost  any of his promises. By

vaticmalizing forelign controlled industries swueh as  the
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Anacornda and Hermecott operations, he alienated foreion
capital, and by promisivng higher wapes he alienated the
ircustrialists. When growth slowed to practically zero, the
social fabric of Chile was torn apart. This created &
situation of mass conflict, strikes, and economic dissarray

which prompted a bloody military coup in 1973 where Gerneral

Pinochet took aver.

Pinochet immediately implemented austerity measures,
curtailed political and civil freedoms, and established a
monetary aporoach to ecovnomic developmernt. His approach was
free-market, and he promptly cut tariff rates so Chile could
berefit from foreign imporits.  Also, he placed strict limits
o the growth of the Chilean money supply in order to pet
rurnaway inflaticn urder corntral. His removal of goverrnment
subsidies and protecticon caused Chile's output to shrink
significantly in 1974, but after a short pericd of
adjustment, the economy recovered guite well. Pirochet's
consistent free-market approach, forced on Chile by military
force, was able to stabilize the Chilean ecoromy. Firnochet
completely destroyed the class conflicts that had paralized
the goavermment in previcus years and led it into one failed
policy after ancther. Those who opposed his policies were
impriscored and kKilled (Amvmesty Intermnaticmal 1976). Over the
riext ten years he was able to obtain the shackling of
inflaticn, the virtual eliminalon of the budpget deficit, the

reduction iv tariff rates to a uniformly low level, and the
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tiberalization of price and interest rate structures.
Foreign investments again rose due to the stabilizationm in
Chile under the rule of Pirnochet, and by 1388, the econcomy

was stromger tharn most other Latin Rmerican examples.
Statistical Analysis:

Turwing to the empirvical testinmg of ow  three
theories we will rnow look at ocour regression vesults. Recall
that Theory 1| predicts that internal forces are the most
important determinarnt of pattern of development, Theory &
predicts that exterrnal forces are the most impovtant in
determining patterns of develooment, and Theory 3 predicts
that both  internal forces and external  forces have  a

sigmificant effect on patterns of development.

We turn first to the results using effective rates of
orotection as the indicator for  the dependent variable.
Regressing ERP on FREE for Theory 1 yielded an  adjusted
R-squared of @.81 with a P-value of @%. For Theory 2 the
regression of ERF an FIP yielded an adgusted R-sguared of
Z.11 and a P-value of 3.8%. The multiple regression  for
Theory 3 vielded an adjusted R-sguared of @.83 with the FREE

P-value being 0% and the FIP P-value being 4.6%.

The results using relative capital-labor internsity as
the indicator for the dependent variable are as follows., Fore
Theary 1| regressing CIR cm FREE vielded arn adjusted R-sguared

of @27 with a P-value of 2.2%. Regressing CIR on FIP for



Theory £ yielded an adjusted R-sguared of @.004  with a

Pe-valus of 29 4%, The melitiple regression of CIR om botn FREE

i

and FIP yvielded an adjusted R-scouared .83 with the FHRE

iT

Pevalue beirng @% arnd the FIP P-value being 9. 8%,

Taker topether, these results irncicate that Theory 3
works best for both ERP amd CIR as indicators foor pattern of

clesve L opment . These vesulits make sense within the Uhilean
historical corntext. First, consider effective rates of
protection, Olearly, intervnal forces were the stronger of
the explanatory variables, as we would expect from  the
Ristorical context. With so much class structured political
conflict, the opporturnity for manmy differenmt groups to impact
develoomernt pattern  was  ernhanced. Moreover, the  most
importgﬁt variation irn ERP comes immediately after the 1973
coun whern Pinochet cut tariff yates dramatically. (At the
same time, forelign actors were important in supporting the
prouns that decided protection rates, particuliarly during the

IS pevicd., The historical context, thern, validates our

statistical results.

The same thing was true using CIR as the indicator
for the dependent variable., Theory 3 works as the historical
context would lead us to expect. Internal forces were the
most important influence on UIR, reflectirg the fact that
labor and other social groups had institutiornal means of
placing demands on the industrialists that made capital

irntensity decisions. Exterrnal forces were important because,
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as in other countries, foreign irnvestors prefer to 1nvest in
projects that are similar to the ones that they have found
successful in thelr home countriess. Im Chile we also see a
partrnership, albeit ocnly in the early part of the twertieth
century, betweern labor and forelgr mine owners. Both wanted
higher capital intensity. The laborers wanmted this because
it meant better working conditions and the foreigrn comparnies
warnmted this because they thought fhat irncressed capital
imtersity would ivecrease cutput. Furthermore, the influerce
of  Fforeingn capital (FIP) was less because Chile often

completely aliernated forelign owners.

Comclusian:

In Chile, Theory 3 works best to explain  both
effective rates of protection {ERFP) ard relative
capital-labor internsity (CIR). Irn other words, both internal
and external forces have a sigmificant impact on patterns of
development 1w  this country. Megeover, the historical

context validates ocur findings.
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Chapter Five: M

exico

Mexico can be described as having had a somewhat
urisual deviopment pattern because Mexicarn state evolved irnta
a classic corporatist ocrpganization. This had, as we shall
see, several implications for the ways ivn which Mexico was to
develon —— both in the ways  that internal  forces  were
mobilized into development process  and in the ways that
external forces were allowed to participate. Wer wmill Find
that evew thouwgh Mexico i1s a slightly wusual case, our
research design will apply ouite well. We will alsc Filnd
that Theory 3 best predicts patterns of development for both
effective rates of protection and relative capital-labor

intensity as indicators for the dependent varisble.

Historical Backprourd:

Mexico's earliest economic development revolved
arcurd the export of primary extractive commodities.  Latews,
the export of agricultural commodities alseo becawme importarnt
{(Cockeraft 1983). The first magor exports were pold and

silver, and the exporters and merchants that were asscoclabed
with these precicus metals settled in the ports of Reapulcoa
and Veracruz. These ports were very ampoectant  to Spain
because they provided a stopping point for ships that were
going further scouth. As trade in these commodities expanded,

move and more laborers were needed in the mines, and as the

labor force oprew, demand for agricultural goods increased.
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To service the booming mining centers, the apricultural
sector was made more commercial. fAoricultural productivity
increased significantly with more labor being used to work
the fields {(Cockeroft 1983). Like most other Latin American
countries, the patterns of landownership, o latifundia, were
very concentrated. The latifurndia were comtrolled hy & small

landed aristocracy and worked by a large nunbey of peasante.

This concentrated pattern of profit and wealth was to
have an  impact on the way irn which Mexico was to gain
independence. Mexico's peasant population was guite large,

and begirmivng in 1818, large numbers of these peasants began

1

toeo call foor the cpportunity for social mobility (Hewlebtt et
al 1282). In 1818, under the leadership of a parish priesth,
Father Hidalgo, thousands of peasants mobilized apainst what
they perceived to be a horribly unjgust colonial governmernt
and sccial order. The wealthy elites were forced to ask the
Spanish Crown for help in putting down the uprisings, bub, at
the same time, they realized that Spain’s complete refusal ta
permit a guasi-demcoratic system which would "preserve some
"vespect? among the Indians and the other peasants would
ultimately forment a revoluticr that the elites would be
umable to contyol (Cockoroft 1983, 2,39).7 It was this
explosive class threat from below that persuaded the elites

to apt for independewnce, even thoupgh they themselves were not

really ocrganized encunh to govern (Randall 1977).

Mexico pained its independence From Spain in 1821
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without having developed a political system capable of

setting a dirvection for ecoromic growth (Newell et al 1984),

The War of Irndepevdernce destraoyed most of the productive
basis of the country as the fightinmg, the puerillas, and the
invading mobs  almost destroyed the agraviarn and mining
industyries that had been the center of ecorcmic 1ife in the

colonial periocd.  Moreover, the lack of any consensus about
the proper direction of economic developmernt, amd the lack of
any institutions that could help to mold a consensus amcrng
the wealthy elites, hindered the development of a viable
econcmic system. The only legacy of the colonial period was

the erncrmous disparity betweern differernt sccial oroups in the

Mexican society. 0Orne of the important disparities was th

hetweerr the mostly Indian peasantry  and  the Orio
offspring of Spaniards borrn din Mexico. Income was still
extremely concentrated in the old landed aristocracy and the
cwners of the active mines, but this aristocoracy suffered
greatly during the War of Independence. The fact that incoume
and wealth were hipghly concentrated had two implicatiorns.
First, there was the continued threat of amother peasarnt
rebellicon. Second, it became the responsibility of the
wealthy elites to both deal with this threat and plarn the
develapmernt of the Mexicarn economy. The elites, however,

were plagued with am inability to reach a corsensus about how

to deal with these problems.

The effect of this imability to veach & CconSErnsus wWas
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that conflict was chronic between the "enlighternsds Curapean
pgroups and and the "backward, " traditicrnal Indiarn saciety.
This led to continuwcus political instability, Colps, and
other evidence of a scciety without a clear identiyy, The
firset clearly unifying evernt was the war with the Upited
States between 1846 and 1848, This served to draw the various
proups together to fight a commorn enemy, and it alse sgrved
as a catalyst for the defiwmition of common  ooals and
political beliefs. Many of the feuds between the people of
Mexican descernt and the people of Indiarn descent  were
resolved into a basic two party structure containing the

Liberals and the Comservatives (Haber 198%).

Althounh the Liberals arnd the Conssrvatives were
never able to see eye to eye, the wmatiomal identity that the
war with the Urnited States helped develop allowed the Liberal
party to promulgate a constituticon in 1857, The comstitution
was aimed at the creation of a capitalist society that, while
not imitative of the United States system, also embodied
democratic ideals. These ideals were not well trarslated
into reality in the Mexican wation, however. For sxample,
the constitution touted the virtues of liberty, eguality,
representative goverrmernt and econcomic  liberty, but, i
reality, these rights were fouwsd only amonn those of European
descent. Mexico remained an extremely urnegual scociety where
anly seven percent of the pecople could read and only about

three percent of the pecple could gualify to vote (Newell et



al 1984),

Because the constitution applied so little to the
actual comditicons that existed in Mexico, and because Mexico
s totaly lacked the institutions to charrmel and coobrol
popular participation, worne of the liberal goverrnmernts that
came into power at this time were able to effectively govern
{Harmsern 1971). It was wot until Forfirio Diaz becams the
leader of the courntry by military coup in 1878 that any
semblance of am effective government could be oreated. Diaz
was able to forge an effective goverrnmert for thirty years
because he limited himself to what he considered socially
important  oroups, i this case the ocwners of  large
landholdings. It was amompg this group that he concentrated
arn forming a consensus about goverrnment policy, and he was
fairly successful. On the basis of this rnew coalition he
begarn to push for the economic intepration and moderniztion
of the courntry. RAlthough Diaz was successful inm bullding a
limited civil scciety and promoting wational economico
integration, he failed to establish a broad ermcugh consernsus
to insure his political hegemoory. Ivi particular, he falled
to embrace the prowing middle class that his own ecomomic

development policies helped to create.

The key policy of Diaz that led to successful
industrialization and developmernt durivng the early pericd of
Diaz’s rule was the active recruitment of foreign capital.

Elaborate sets of initiatives were given to  foreign
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investors, and some estimates placed the Urnited States? share
of foreipn investment alorne as approaching fifty percent
fexico?s national wealth (Reynolds 137@). One key to his
policy was the mainternance of political stability., For largs
numbers of foreign investors to be interested iv Mexico, the
country had to display the stability that would reduce the
risk to foreiprers om Mexican investments. Duwring his early
vyears, Diaz was successful 1in achievivg at least the
semblance of stability, but as stability decreased in his
later years, foreign investment also decreased dramabtically.
This decrease ivn stability can be attributed to the
disagreements among the Mexican elite over the desirability
of Diaz's policies. Ivi particular, the mine cwners who had
not had much  input  into government decisioms had become
dissatisfied with the role that they were playing and

demanded to be allowed to affect developmert policy.

By stimulating economic growth, Diaz unleashed &
number of industries including steel, cement, beer, cotton
textile, paper, glass, dynamite, scap and cigarettes {Haber
1389). This led ta the growth of a mew middle class of ocwners
that were able to benefit from the econcmic activity of these
fivrms, and, evern more importantly, & rew class of labor that.
was frozer cut of the benefits that the developing ecornomic
system had to offer. Labar was controlled by  both
co~optaticn and repression and was completely excluded from

the political process (Cockeoroft 1283). We have seen that one
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important aspect of the Diaz era was the recruitment of
foreigrn  capital for the development of Mexican industey.
Krowing that Mexico lacked the techrical krowledge to develop
independerntly, Diaz had actively recruited foreign sources of
capital, and, to that end, he was committed to maintaining
poalitical stability and making Mexico lock as attractive to
investors as poassible. He ever went so far as to descoribe
his approach to governing and  economic  develapment as

scientific, much iw the way of the techrnocrats common iv

Latin America a century later.

If he called it scientific, it is unlikely that the
majority of pecple liviwng in Mexico would have agreed with
him. The cwrers of industries such as miwing that had
already developed irn Mexico saw the introducticr of Fareign
capital arnd ocwrnership as usuwrping the little power that they
did have. A few of the upper-middle classes had heen
incorporated into the goverrnment, but most remained orn the
sidelimes, subject to the whims of their govervment. Ry the
begirming of the twentieth cerntury, many of those groyps that
remaimned outside the government sphere were ready to gtand
against it. In fact, they hoped to achieve broad popylar
mobilizaticn and to adopt a progressive ideclogical program.
Alsa, they hoped to extend the economic and political basis
of scciety to  include a more differentiated ari
representative group of the populaticon. This would hglp all

of those pecple who did rnot benefit from the Diaz scciety:



"members of the peasantry, the hacienda peons, workers, and
essentially all of the middle classes (Hewlett 1982)." Iwn
cppoasition to their goalse they saw the powerful foreign
element in industry, the govervment, large landholders, and
the rnew industrial groups of the country. It was against
these groups that the pecple who had beer excluded from the
political process would vebel iv the revolutior that would

come 1v the next decade.

Actual revolutionary sentiment was sparked inmitially
by a seemingly irrmocucus magazine article in which it was
claimed that Diaz had =said that he would retire at the ernd of
his term and would under no circumstarnces accept
re-election. Diaz, however, said a short time later that he
had no internticrn of stepping down., This declaration spurved
several of the dissident organizations to  actice. The
magazirne article had led them to believe that they would have
the cpporturnity to change the political process through
peaceful, instituticral means. Diaz’s statemernts made it
clear that this was not going to happen, and this unyielding
position galvanized the dissident groups to actior. After
thirty years of ocne man rule, a large rnumber of groups formed
the Natiornal Anti-Re—-election Party. They attempted to
negotiate with Diaz, informing him of their their direct
ambiticn to gain the vice-presiderncy. Diaz was nob, however,
willing to let any rew coalitions into the ruling block, and

he was forced to resign scon after.
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The fall of Diaz reflected a central fact about
Mexican scciety at that time. Comsernsus and legitimacy were
the keys to political stability in Mexico, and the fact that
Diaz had been able to impose a consensus amorng & small group
of the elite had given him his thirty-—odd years in power.
However, once that cornsensus had eroded, both becauss of
Diaz's own response to the opposition movement and the lack
of  adequate instituticms  theouwgh which to charnel  the
coppositicon, Mexicarn society was  torn apart. This whole
experience demonstrated that some kind of a comsensus would
have to be found in order to move forward bobth politically

and economically.

Diaz resigred his office as the Revolution broke out,
arnd a revolutionary leader rnamed Madero took his place.
Diaz's resigrnation toock place when his army was defeated in
arn uprising that Madero had led. Maderao's supparters came
from elites that had wot had & voice in the goverrmernt, rew
bourgecise groups from the new industries, and peasarnts.  Two
of Maderc's closest allies were Pascual Orozoo, a military
figure, and Emiliarnc Zapata, & peasant Indian leader. Thus,
the revolution came from all elements of Mexican society,
although elite involvemernt was the catalyst that made the
revoluticon possible  (Cockoroft 1983). The goals of the
revaolutionaries, then, were not necessarily coivncedent.  The
peasants were most concerved with land reform, while the

elite elements were more concerned with being represented in
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the goverrnment.

Interestingly, Madero, the manm who had led the call
for revolutiorn, only wanted to change the povernment, not the
underlying structure of the political system or the econcmy.
Cormseguent iy, there were few improvements 11 the
concentration of wealth and power under his goverrvment.
Additionally, he simply did not  address the problem  of
building a consensus amonn the elites, both old and wew.
Apparently he believed that a few cosmetic changes ivn the
government would build up the legitimacy that was reeded for
arn effective government. Madero allied himself with the
domivnating sectors to carry ocut his cosmetic charnges, but, in
daing so, failed to carry out the econcmic reforms rnecessary
to maintain control  of the popular classes. Therefore,
Madera actually planted the seeds that destroyed the existing

order.

One of the agents of this destructicon was  the
Zapatista peasant movement. The peasants had seen the
revalution as a means to land reform. They had voiced a
series of demands for this weform  that they cornsidered
necessary to any new political and sccial ocorder, and they
articulated a plan to take conmtroel of the gevermment, the
Plan de Ayala. Ancther agent was labor, who, in contrast to
the peasants, concentrated on  forming its  cwn new
organizations through which they would be able to affect the

governmernt. As a result, many pguilds and unions date from
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this period. Moreover, the elites who continued to  be
excluded from the goverrnment saw these groups as resouwrces
that they could use to increase their ability to  insert
themselves into the political process. Madera died in 1913,
and this was taken as a sigrnal for the new groups to begin

their attempt to take power (Haber 1989).,

Indeed, Madero's death sigralled the begirmiing of a
pericd of continual upheaval that sericously disrupted the
Mexicarn econcmy. This upheaval was characterized by the
establishment of twoe executive bodies withiv the political
system which coexisted while, at the same time, operated
against ocne  ancther. These two pgroups  revolved around
Huerta, a gerneral irn the military, and Verustianc Carrarnza, a
landhalder and businessmarn who tock up arms against him.
Carranza would ultimately be victocricus, and by prompting the
inclusion of some popular reforms and goals in & new
constitutiorn, Carranza provided the foundations for a rnew
scocial and economic order. That constitution replaced the
1857 constitution and formally crystallized the progect of
scocial recrganizaticr that the progressive faction of the

revalution had beern proposing.

The rnew constituticon embodied comtradictory views
about the role of the individual vis-a-vis the state. On the
crme hand, it reiterated the concepts of federal demccoratic
goverrnment that bhad beer iv the 1857 cormstitution: freedom of

asscciatior, periaodic elections for public posts, and
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representative goverrnment. On the other hand, it established
the primacy of the executive over the legislative and
judicial brarnches, and it placed the social ivterest above
individual freedom. PFrobabkly the most important affect the
constitution had at this time was to establish the state as
the only legitimate entity capable of imposing and attaining
a consensus. I[n other words, the state was givern the
anthority to impose its will on the competing elites. By
combining guarantees of freedom of action with a powerful
state capable of imposing its will, the comstituticr srompted
the establishment of what would be the classic corporatist

state.

By 1317, the Mexican povernmernt might have been able
to ocreate a rnew constituticnm, but it had beern unable tao
stabilize the econcmy. Indeed, the economy had suffered
desperately in the face of the political instability that had
led up to the new document. The ecorncmic picture now was
very poor, with only very small irncreases in private capital
taking place, and no foreign investment existing cutside of
the «il and mining industries. Nevertheless, Carrarnza still
felt that the primary thrust of his policy should be to
politically stabilize the country and maintain peace. I
early 1928, a strike broke cut in Sonora in a number of
railyards. Carrarnza at first ftried to put down the strike,
but this angered sc many of the contending alliances that he

was forced to leave the capital. Shortly after leaving, he
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was murdered by ome of his followers.,

Three figures now contended for the positicon he
vacated: RAdolpho de la Huerta, Alvaro Obregory, and Plutarco
Calles. Huerta became the interim president, and after that
term expirved at the end of 1928, Obregon was elected
mresident. He viciocusly imposed order before giving cocial
concesssiongy, believing that the continued hegemony of the
coalition in power was crucial to the improvement of econamilo
develapment. Irndeed, growth did improve slightly, increasing
to an armual rate of 3.4 percent by the end of the Obregon
presidency {(Harnser 1971). He was able to attract foreign
capital once again, arnd he increased the level of direct
state involvement iv the buildivng of productive rescurces.
For example, the state created at least three rew programs to
accelerate infrastructural development: the Electric Company
of Matamoros, the Nationmal Lottery, and the Power Comparny of
Toluca. In particular, Obregon displayed stromg interest in
the constructiorn of highways, electric energy facilities,

schools, and sanitary services {(Newell et al 1384).

Ore interesting contradiction in the UObregorn policy
was its disparate attitude towards foreign capital. He
actively recruited foreign investmernts, but at the same time
he carried cut the nationalization of several U.5. run
railrcads.  This, of course, was not a popular action in the
United States. The cwrners of these railrcads lost important

investments, and relations with the United States were again
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strained as conflict over the natiomalizations took place.
Evertually a series of agreemernts, such as the Huerta-lamornt
Treaty, were sigrned between the two courntries to help avoid
these contradictory sigrnals. This illustrates that the
relationship between intermnal and extermal forces is rnot at
all simple in the Mexican case. While the Mexican goverrnment
vigarocusly attempted to attract foreign capital, it was
wrwilling to cede to foreign investors any large degree of
contral of the Mexican ecorncmy. This trend will altimately
be reflected inm cur empivical arnalysis as an effect of the

freedom index orn capital internsity.

The main achievemernt of the Obregon presidency was
the establishment of the first stable government sivce Diaz.
He was the first personm whao "set irn moticnm many of the
stipulations contained i the rew constitution (Hewlett et al
1982)." His policies and procedures set the norms that were
followed by all successive presidents (Newell et al 1984),
and he ernlarged the executive position and power of the

office that those succeeding presidents would hold.

The first president after Obregon was Plutarco
Calles. Calles was elected with the suppoet of Obregon, and
he ran the goverrment in much the same way that Obregon had.
He alsc expanded the role of +the goverrmernt in  the
developmernt of the Mexicarn econcomy through the establishment
of a rumber of state run enterprises and ivstituticorns. For

example, the Bank of Mexico was created, along with an
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itnstitution for the distribution of pensions, and several
state divisions to promote infrastructural and  industrial
development. These instituticons had as cne of theilr primary
missicons the charmeling of investment intc highly valued
projects. Under Calles' programs, growth rates rose ta 6
percent per arnmum, and the econcmic cutlook had brighterned

substantially {(Camp 1989).

These developmernt arranpgements and institutions would
form the framework ivm which all other developmernt would take
place in Mexico., Calles had completely inserted the Mexican
state into the development process, and he had givern it the
institutional means through which it could implement
develapment policy. At the same time, Calles completed the
consclidation of political power that transformed Mexico into
the classic corporatist state, and delimited the way that
political charnges would ocour until the present date. He
created the Partido Naciornal Revoluciormaric, the political
party that was the precursor to the PRI - the domiwant
political party  through  virtually all of  the twentieth
century. This party became the instituticon through which the
ruling coalition gathered rescurces, contryolled the political

process, and organized Mexican political life.

The ruling group alsc allowed & controlled kind of
cppasiticrn. The groups in opposition to state action
combined into varicus institutional structures that  would

everntually comsclidate into the modern PAN opposition party,
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o Natiomal Action Party. Mexico had grown into a mature
pelitical state, able to direct 1ts progeams  throuoh
charmelled instituticrnal means, and able to control
opposition through structured arvangements.  The consernsus
that was crucial to the existerce of the Mexican state had
beer achieved from the top down by state impositicn. Little
by little, the new rulers had been able to subordinate all
the political forces to their conception of the world.  This
was rnot  accomplished by the complete elimination of
cppasiticony it was  accamplished by  the incorporation of
competing political groups into  the political process in
highly structured ways. This is why Mexico can be described
as the classic corporatist state. These mroups  wers
vertically crganized irn such & way that they were controlled
by the state but were alsc able to place certain demands on
it. At the same time, the state preverted most lateral
crganizaticon because this could threatern the consensus upon
which the goverrment was based. In other woeds, the state
tolerated demands from specific sccial groups.  For example,
industrial labor had its ocwn institutions for communicating
with the goverrment, and within these institutions it had
fairly externsive freedom to do as it wished. However, it
could not crganize with agricultwral laboy or factory cwrners

to further its own ends (Camp 1389).

It was within this corporatist structure that the

variocus plans for economic developmernt in the remainder of
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the twentieth century tocok place. The first important evernts
came during the Cardenas presidency (1334-1948) as the
Mexicarn goverrnment was called uporn to respond to the
depressicn.  Pricor to this time, goverrnment had inserted
itself most heavily into the banking, railway and octher
irnfrastructural sectors, and in the mining industry where
most of Mexico'ls export profits had come. Although these
profits were rnot large by the standards of other countries
such as Chile, they nevertheless were an importanmt element of
Mexico's ability to invest 1in capital progects. The
Depressicn robbed Mexico of its export earnings and of a

significant amournt of its forelign investment.

It was in this enviromment that the begivmings of
Mexico's import-—substituting stages were fournd., Unlike some
countries, Mexico's ISl period can be divided clearly into
two stages. First, I8 corncerntrated specifically o
developing lower techrnology based commodities, and later
Mexico'’s ISI policies shifted emphasis dirvectly to more
capital intensive goods. As the availability of manufactured
imports dropped of f, Mexico was able to substitute domestic
industry to fill some of the surplus demand. Mexicar growth
during this pericd was not much faster than it had been under
Calles, but the emphasis of the ecorncmy was shifting. It is
interesting to mote that iw the late 13930s, hostility to
foreign actors had reached a very high level. I fact,

Cardernas wnationalized the petroleum industry inm 1938 to
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eliminate the possibility that the petroleum sector would
form the basis of & return to the foreign dominated primary
export econcmy that had existed at the turn of the cerntury,
although he was eager to maintain earnings as hipgh as he
couwld o the exports of primary extractives., This is ancother
example of the Mexican resistance to foreign control in the

eCcramy .

This stage of ISI lasted until the mid 195@s. Mexico
improved its utilizaticn of 1ts productive capacity, and
essertially exhausted the averues for future autarchic
industrialization. Mexico experienced a Severe recessicn 1v
19534 and was experiencing severe balarnce of payments orisis.
This forced a S@ percent devaluation of the pesc in 1955
{Haber 1983). The reason for the balarce of payments problems
was the inability of the Mexicarn ecownomy to provide the
consumer durables that the people with morney were demanding.
For example, there was practically no antomotive industry in
Mexico, so consumers turned to the Urnited States for their
cars. Since Mexico did wot have exports of @ sufficient
magriitude to cover these imports, the trade deficit irncreased
dramatically. The goverrment took this to mearn that a new
stage of import-substitution was reeded in the consumer

durables area.

This rew ISI focus was accomplished with twao
complemerntary policies. Tariff rates were increased, and

foreign capital was again actively scught. The emphasis was
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oW on capital deepening through I8I. The original ISI pericd
had focused on relatively labor internsive, low techrnology
goods such as specialty textiles, Jewelry, aric
metal —workirig. It was wiow time to develop capital and
intermediate goods industries to  support  a new consumer
durables industry, and tariff rates were raised on
appraopriate goods such as automobiles. Moreover, the aid of
multinaticonal corporations was now actively scught, although
safeguards were employed to insure that multi-raticonal
corporaticons (MNCs) did rnot become too  powerful, One
mechanism for controlling this was the insistance that MNCs
allow some local cwrnership of factories. A pood expamle of
this was the auto industry around Monterrey. This stage of
industrialization did wot change much betweesn 13953 and 1970,
and indeed, all of its elemernts remained in place through

198a.

This is rnot to say that in the early 193780s important
changes were not occcuring. Changes did cccur, but very few
of the IS8 policies dating from 1955 were dismantled. The
changes amounted to additioms to the old policies. By 1378,
industrialization had proceeded to the point by 1978, an
ecancmy based orn a diversified set of export products had
emerged. Specialty textiles and various assembly industries
pave Mexico a fairly strong export market. Furthermore, in
1973, the glcbal rise inm oil prices was a great windfall for

the Mexicarn ecomorny. Mexico wow  had the capital and
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collateral to back up larpe scale borrowing from the First
Werld. The funds that it received were then reinvested in
industrial developmernt, and as Mexico moved into the late
197@8s, 1t appeared that 1t had achieved a miraculous level of
modern econcmic growth using its highly irnvolved corporatist

state to direct and manage development.

Mexico was less successful ivn marnaging political
cenflict during this pericd; however. As the ecorncmy had
grown during the I51 pericd, income concentration had wot
improved to any oreat extent. Class conflict was the problem
that, with development policy, dominated the political
arevias. Indeed, variations in Mexico's FREE index across time
can be explained in large part as the response to the threat
af class mobilization from below and the erosicon of the
corporatist vertical political organization. Fueling the
class conflict was, as we have noted, income and wealth
inequality. Economic development contributed to these
problems im at least two ways. First, it actually increased
the disparityin the distributicon of iwmcome by irncreasing the
percentage of wealth held by the wealthiest five percenmt of
Mexican citizens. At the same time, some sccial mobility
among the poorest citizens had cccurred.  That mobility was
Just encugh to provide the poor with a better glimpse of what
they were missing, and whern they saw a very small group of
elite continuwing to improve their already domivant positiorn,

they felt the impulse to organize and implemernt reform
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{(Cockeroft 1983).

This pressure on the elites from below forced them to
reconsider some of their policies. The most notable charnpes
that they made were in the Mexicawn relaticnship to foreign
capital. As the elite began to feel that the corporatist
structure was threatened, they warted to insure that the
econcmy remained inm good health so as to prevent the growing
class tensions from becoming more severe. In an attempt to
achieve this, they redoubled their efforts at attracting
foreign capital. The difference was that far fewer
restrictions were placed on  the autcnomy of the forelgn
investors, and we see a conseguent rise among foreign actors
to affect techrnological decisions within the Mexican
ecaoncomy. The profits or United States investmerts in 1977
that were retuwrned to the United States were higher than the
total profits in the entire decade of the 19&80s (Coackeraft
1983). The effect of this foreign investmernt was to increase
evern more the wealth of the Mexicarn elites. While the wealth
of the elites was strengtherned, the elites alsco demornstrated
a willingress to  improve Mexican sccial programs.  This
decisicon reflected the attempt v their part to appear
concerned about the Mexicarn peasant, and the strategy seemed
to work as  long as the ecornomy conbinued to grow at &
reasonable rate. Strong growth  rates were, however, not

going toe last much longer.

As «il prices fell going into 1988, the Mexican
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ecancomic boom came to an abrupt end. fAs this cccourred, there
was a significant increase in class conflict because the poor
ware hit hardest by the ecoromic collapse. While the econcmy
haed fallern into a shambles by 138&, there was no denying that
the Mexican economy had beern able to achieve a large degree
af economic growth very guickly and with an extremely urnusual
level of political stability for a Latinm American country.
Mexico experienced econcmic difficulties just as did all of
the cother Latin American countries, but the corporatist
regime type was able to plan development ard marnage
cppoasitiaon in such a way that ernergy was wot lost in a series
of military coups. Probably the most important result of
this stability was the ability of the Mexican goverrnment for
much of the twentieth century to dictate the terms o which

foreign capital participated in the Mexicanm econcmy.
Statistical Arnalysis:

Turring to the empirical testing of ocwr  three
theories, we will now examine cur regressicon results.  Recall
that Theory 1 ore predicts that internal forces are the most
important influences on pattern of development, Theory 2
predicts that external forces are the most important in
determining patterwns of developmernt, and Thecory 3 predicts

that both internal arnd exterrnal forces have a significant

effect on patterns ofdevelapment.

We turn first to the results using effective rates of
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praotectiorn as the indicator for the deperndent variable.
Regressing ERP on FREE for Theowry 1 yvielded an  adjusted
R—-aquared of @.34 with a P-value of @%. For Theory 2 the
regressicry of ERP cm FIP yielded an adjusted R-souared of
@.35 with & P-value of @%. The multiple regression for Theory
3 vielded an adjusted R—aguared of @.47 with the FREE P-valu

being 1.@% and the FIP P-value beirng @.9%.

The results using relative capital-labor intensity
for the dependent variable indicator are as follows. Fore
Theory 1| regressing CIR on FREE we fournd arn adjusted
R-sguared of ~-@0.22 with a P-value of &7.2%. Thoery & vielded
arm adjusted R-sguared of @.32 with & P-value of @%. The
multiple regressicon for Theory 3 vielded an adjusted
R—-sgquared of @.36 with the FREE P-value being 12.9% and the

FIP P-value being @%.

Taken together, these results indicate that Theory 3
wor ks best for both ERP and CIR as indicatcors for pattern of
developmernt. These results do make sense within the Mexican
historical conmtext. First, consider effective rates of
protecticon. As a result of Mexica'’s coporatist structure, we
would expect more actors to be able to place demands or the
government, albeit in a tightly controlled way., This is in
fact what we see, as interrnal forces show up as sigmificant
cre ERP, This is rveflected by the Freedom House indicator
which shows that at times, the corporatist structure was

slightly more accomodating and at  times slightly less.
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External forces are important to ERP because of the unigue
relaticnship between the Mexican state and foreign actors.
Their comtinued seavch for compromise on the rneed for foreign
capital and the desire to prevert foreign control was ivn part
achieved by praoviding foreign  investors with a protected
envivomment in which to invest while still cortrolling the

effecte aof that investment.

Theory 3 also works using CIR as the indicator for
pattern of develapment. ITrternal forces are importanmt in
Mexico because the corporatist structure gave the government
greater control over techrnological decisions.  Furthermore,
the fact that the Mexicarn goverrment cwred a sigrnificant
fracticn of Mexican industry meant that it had a good
cppoartunity to influerce choices about capital intensity.
Foreigrn actore have arn  important  influence, as always,
hecause foreigrn investors prefer to irnvest in the kivnds of
projects abroad in which they are accustomed to investing at
home., These kinds of projects are more capital intesive, and
I B BT, there is the perception that these kinds of

projects will have a higher and more reliable return.

Comclusians:

We have found that in Mexicc, Thecry 3 works best to
explain both effective rates of protection and relative
capital—-labor intersity. Moreover, we  have seern  how

important Mexico’s history was  in  determining how much
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contyol the goverrnment was able to have over foreign actors,
arnd we have seen how both these internal and external forces

combine to shape patterns of Mexicarn econcmic development.

~-12%~



125

Mexico - Rights/Effective Protection
188

;£ {--Rights
79

»

.
v
B
=
-
=
-
=
Py
2
-

23

1965 1978 1975 1988

LR Ry

3

Flumibye

syicte it

AR

-123~



e Mexico - For, Inv, Dep./Capital Intensity Rating

78

_ 68
= {-- For, Inv, Dep,
4 e i, 53

cip-y —1 %
| 28

s -

, . — i o 18
1958 1993 1968 1965 1978 1973

193@

— |24 -



L& A/ Deuwuﬁvnt Marriatile s MERE
Ao Times 17358
S ramoes 19500 - 156800

prarmiey of cbwervat icrmsy S0

_;._,)*.,.."'

57Th. ERRGH T-2THT.

P HEE 1)

ey of decendent vase
S. . of dependent var
G of sowared resid
Loy iakelatiocd

EEAWRRE-§ o =21 el s
Mo twsted Ne-sguared
Sl E. of renressl o el
Featatistio 1

s /S Dependent Varilable 1w pMERNPE
Oacte s S-01--14990 0 Tames 1733537
S ranne: LESD - 180

MNumber of cbservaticns: 30

~

H—souaredd e
Majusted H-saouared O
S, of venresslan e
Fectatistio i

> Mean of deopsrndent v
& S, 0. of decendent v
Sum of spuared resi
FEE Lon iikelihood =134, ZE47

E7. 6363

L D
bRy

~!

O
B -
o
A
G

LE /S Dependent Variable is MERP
Dacte s 40114390 /7 Times 17340
S vanpes: 1H500 - 1360

parptiey of  observet i orss 30

ST0. ERROR

O, OV
Ve SEOOEERG i TEGEI0) DRSS R
Cu 310030 2. TEBEEEE O, On0E

&
MFREE (1) —f e BEGHG
P IR O, BET T3S
g ] Mears of dependent wvar S8, GEHET
5 S . 0. of gependent var EF L aSEEL
S.E. of repgresslon 15, 8EE05 Sum of souared resid PO a0, 8
¥
=

F-sonared U, &
Mo tust e Resguaredd b 4

Festatist o 14, 1595940 Loy 1i ke dlticodd Ei B e )

—-I25 -



LESS Deoendent YVerlabxle ise PMOIR
Jates 401 s Tame s 17N

S yvamner LEED - 1580

Mumbiey of observatiorns: 31

8TD. ERROR T-8THT. Z-TRIL 516,

Mearn of cependent var
S. 0. of dependent var
Humn of souasred vesid
Fetatistic

P s aaE T e
Mo justed H-sovared

ba . of FenrEssl o
Ourtirn—kWatescon stat

L2 /Y Decendent Variable is MOIR
Deacte s S—01-1%920 / Times 17354
S ramges 19500 - 13D

Mumtier of observations: 31

MARIAECE Z-TRIL 516G,
[ 1. 958284 O, ZSB37787 V. B8738843 b, O
P I D, DEEE81E T DDSESLE B BEHEZI6S b D00
FE- s e e DL ZTI6TE e of deoendernt var e BEDLES
Magusted R-sguared O BEHF IS 5. 0. of dependent var O, GBS E
. E. of regresslarn G SLSNET Sum of sauared resid T ©HOEDT
Durtrim-Watson stat O, TH50EE Feotatistio LE. TEOEY
Lo likelihooo SFCre S e Ll

a5 /S Dependent Variable is MOIR
Oates S-01-1990 / Times 1754
S vanoe: 150 - 17380

Mumbier of chservaticons: 31

STD. ERROR T-5TART. Z-THRIL. B5i6.

= 1. 01568468 U b7 35885 1. 51368215 LET

A REE O 1158853 T OTET 44 1. SEEE0EL O Y ES

G O, OFHEEEE0 O, OGS TE 4., B1EGEE0 RO
H-sguared O 4O 5EES Mean of dependent var & B ERGA B
Mo pueted Fesouseed O 36 105 S, D. of dependent var b SEHIDGE
S.E. of regresslcn O, Sz B0 SGum of souared resid T.OTILEY
Durtrin-Weatson stat D, BEEEY F-statistic e HTHIEE

S H6EE

—-120



Chapter Six: Conclusion

Having beern immersed ivn detailed historical accournts
ire the four country cases, it will be useful to take a step
back amd regain a broader perspective orn oury aoverall
theoretical approach. The purpose of this study has been to
test three conterding theories that predict patterns of
development in Latin American countries. The reason that so
much historical detail was reeded is that it provided a
context within which to view the empirical evaluaticonm in each
country case. We have seern that each country’s historical
background has validated cuwe empirical findings on a8 country
by courntry basis, but now we need to use all four historical
contexts to draw  broader conclusions with a comparative
perspective. To do this, we will consider first the bottom
lire results of the empirical evaluation of our theories.
Then we will draw some broader conclusions based on those
empirical findings, and we will explairn any unusual o
unexpected results. Finally, we will lock at some of the
potential weaknesses in this progect and the implicatiorns of

the progect for futwre research.

Before turning to the actual empirical findings, it
will be useful to consider some observations about  the
structure of ocur theoretical approach. Recall that three
contending theories were set up. Theory 1 predicted that

internal forces would be the most important determinant for
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patterns of development, Theory 2 predicted that external
forces wonld be the most imporitant determinarnt for patterns
of development, and Theory 3 predicted that both intermal and
exterrnal forces would have a significant effect on paterrns
of developmernt. This theoretical structure implies that if
Theomy 3 is to be considered valid, both internal forces and
external forces must have a significanmt effect on patterns of
developmernt. Similarly, Thecry 2 could be founmd to be
superice o Theory 3 only 1if internal forces were found to be
imsignificant. Thus, gudpgements between any two of the three
theories can be meaningfully made only contingent on the
significance of the third theory., HKeepirng this structure in

mirvel will aid in the understanding of ocur results.

The Empirical Evaluaticra:

Put simply, Theory 3 is best in all cases for which
the dependent variable indicator was effective rate of
protecticon {(ERP). Theory 3 is best in explaining relative
capital-labor internsity irn Chile and Mexico, while in
Argentina and Brazil, Theory 2 best explains relative
capital—labor intensity. To get a more detailed lcocok at the
statistics behind these conclusions, we look at the actual

results inm detail.

First, we consider all three theories in all four
country cases using effective rates of protection as the

dependent variable indicator. {All R-sguared values are
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adjusted for degrees of freedom.) In Argentina, Theory |
yielded an R-squared of @.37 with a critical F-value of
17.34. Theory 2 yielded an R-squared of —@.@1 with an F-value
of @.7%. Theory 3 vielded and R-sguared of 17.32 with an
F-value of 12.22. Theory 3 had the highest R-sguared and alsc

had significant ceefficients on the independent variables.

Ivi Brazil, Theory 1 yielded an R-squared of @.36 with
aw F-value of 17.14., Theowry 2 vielded an R-sguared of @.49
with an F-value of 29.82. Theory 3 yielded an R—sgquared of
Z, 55 with an F-value of 19,39, Theory 3 had the highest
R—sguared and alsco had significant cocefficients or the

independent variables.

I Chile, Theory 1 vielded an R-—squared of @.82 with
ay F-value of 138,58, Theomy & yielded an R-squared of @.11
with arn F-value of 4,72, Theory 3 yielded an R-squared of

2,83 with arn F-value of 75.37. Thecory 3 had the highest

R-zquared and had significart coefficeints.

Irve Mexico, Theory 1 yvielded an R-sguared of @.37 with
&y, F-value of 16.53. Theory £ yielded an R—sguared of @.35
with aw F-value of 16.74. Theory 3 yielded an R-sguared of
@, 47 with an F-value of 14.20. Thecry 3 had the highest

Regquared and had significarnt ccefficients.

We will rnow conmsider all three theories in all four
Courtry cases using relative capital-labor intensity as the

d@pendemt variable indicator. In Argentina, Theory | vielded
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ari R—squared of @206 with an F-value of 3.12. Theory &
yielded and R-sguared of 2.32 with an F-value of 9.22. Theory
2 yielded an R-squared of @.24 and arn F-stat of 5.45. Theory
3 has the highest R-sguared, but the cocefficient for FREE 1s
significant cnly at the 2Z3% level. I conclude that theory &

really is the better theory in frgentina on the basis of

these results,

In Brazil, Theory 1 yielded arn R—-squared of @.1@ with
ary F-value of 4.31. Theowry 2 yielded an R-sguared of @46 and
an F-value of 26.29. Theory 2 yielded anm R-sguared of @.43.
Theory 2 had the highest R-sguared, and furthermore, in

Theory 3y the FREE coefficiert is very insignificant.

Ivi Chile, Theory 1 yielded an R-sguared of @.29 with
ay F-value of 11.94. Theory 2 yvielded an R-sguared of @.@@4
with an F-value of 1.14. Theowry 3 yielded an R-sguared of
#. 4l with an F-value of 11.42. Theory 3 has the highest

R-sguared, and all cocefficients are significant.

In Mexico, Theoy 1 yielded arn R—squared of @.@02 with
ar F-value of 2,18, Theory £ yielded an R-Squared of @.32
with arn F-value of 15.73. Theory 3 yielded an R-sguared of

2. 36 with anm F-value of 9.48.

Gerneral Conclusions:

There are a number of important conclusicons that we

cay draw from these results, particularly with the aid of
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Empirical Evaluation of
Theories

Dependent Variables

ERP: CIRE:

R-squared (F-stat)

Argentina:
Theory 1 0.37 (17.94) 0.
Theory 2. -0.01 (0.72) 0
Theory 3 0.45 (12.22) 0.
Brazil:
Theory 1 0.36 (17.14) 0.
Theory 2 0.49 (29.02) 0.
Theory 3 0.55 (19.39) 0
Chile:
Theory 1 0.82 (130.58) QF
Theory 2 0.11 (4.72) 0.
Theory 3 0.83 (75.37) 0
Mexico:
Theory 1 0.37 (16.53) 0.
Theory 2 0.35 (16.74) 0.
Theory 3 0.47 (14.20) 0.
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historical context. First, we should condider the
theowretical findirgs. We have seern that effective rates of
protection are best predicted by Theory 3. Moreover, we have
also seen that although both internal and external forces are
important, internal forces have the greater impact. There
are a runmber of reasons for this. First, intermal forces are
the most important explanatory variable because decisions
about  the implemerntaticon of protecticmist policies are
largely political. We have seen that ivn all four of cur
countries, lower protection rates and greater emphasis on an
import-export oriented economic structure ternd to benefit a
smaller group of elites tharn does an import-substituting
poxlicy. This is because the means of producing export goods
tend to be held by a small group of wealthy elites reflecting

the historical concentration of ecorncmic power.

Import-substituting policies, o the other hand,
benefit a broader group of interests. They allow rew
industries to develop cutside the old patterns of income and
wealth distributicon. We have seen this in all four of ocur
courtry cases. Alsg, wages can rise under ISI policies
because the hingh tariffs cut off foreign competition. This
means that companies are coperating in & less competitive
ernviroment and can thus afford to be less cost conscicus and
allow wages to rise. This rise inm wages dirvectly bernefits

labor.

Giveri that high tariff rates berefit a broader rarnge
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of interests than do lower tariff rates, it should not be
surprising that as political and civil rights improve, tariff
rates increase. The specific mechanism through which this
cocurs is the increased demands that the populaticn is able
to place on the goverrmment. As political and civil rights
improve, the goverrnment allows greaster participaticrn in the
political process to a bvoader range of social groups.  As
these groups are better able to participate, they demand
policies that better serve theiy own interests, and tariff

rates go up.

At the same time, there is ar impact that foreign
actors have on effective rates of protecticr that must be
explairned. First, foreign investors have preferrved to invest
i protected industries because they see these industries as
less risky investments. R comparny that is not facing foreign
competiticon will be less likely to be driven cut of business,
argl  this reduces the visk born by the investor.
Additicmally, givern this predispositicn o the part of
foreigrners towards protected industries, we can also discern
a mechanism by which foreign interests can affect the
internal political process. As foreign capital becomes more
important im a particular industry, alliances between foreign
actors and irnternal actors carn occur. We have seen that this
was particularly prevalent in Argertina and Brazil during
their I5I pericds, and it also cccurred in Chile and Mexico,

although to a much lesser degree because of those country's
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restrictions on the autornomy of  foreign capital. The
alliarnces give the external actors a political voice withinm
the domestic country by using their allies to influernce the
political process.  In sum, while this external impact on

protecticn rates exists and is significant, the magrnitude of
the inmfluernce is small compared to the influernce of internal

forces,

Having dealt with effective rates of protection as
the dependent variable indicator, we can wow turn to relative
capital—-labor internsity. These results were not as cut and
dried asz the results for ERF, but they are, nevertheless
explainable. Recall that Theory 2 predicted CIR best in
Arperntina and Brazil, and Theoy 3 predicted CIR best in
Chile and Mexico. There are two possibile explamations for
this. First, it could be that in Argentina and Brazil Theory
3 really does work, but cur indicator for internal force,
FREE, does rot adequately reflect the political forces and
processes that are at work in the country. This would imply
that scme kind of political process was present in Argentina

and Brazil that was not in Chile and Mexico, and the

historical data do not support this conclusiorn.

In fact, the historical data support the opposite
conclusion. Chile and Mexico have political arientaticons and
structures that have givern them greater control over foreign
capital tharn either Brazil o Argerntina had. Thus, Chile and

Mexico have something  that Argentina and Brazil do not.
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Theory 3 works better in Chile and Mexico because in those

countries, interrnal forces have a greater impact on CIR.

There are several reasons why this is true, and they
fall irto two gerneral lines of reascning. The first livne of
reasoning relates to the matural resowrces that these
courntries were endowed with. Argenting and Brazil were much
morre agricultually oriented in thelr early pericds than were
either Mexico o Chile. Argentina’s criginal exports were
wheat and beef, and Brazil’s original export was sugar, and
later cofee. Mexico and Chile were much more relianmt on
extractive commodity exports like nitrates, gold, silver, and
copper, These reguired more capital intensive techrnigues
from the very start. Hence, the Chilean and Mexican early
experiences with capital were both more concentrated and more
important. BRegirming iv the ISI periods, which ocuwr data
caver, Argentina and Brazil had more technological catching
up to do. This would limit the wumber of options available
to lacal factory cwners and at the same time irncrease the
rale that foreign forces could play. While these are not
dirvectly palitical variables, we have beern able to determine
that rnatwral resowrces and timing of irndustrial development
car constraiy the ability of a country to comtrol its cwn

techrnological decisions.

That lirne of reasoning explains a regative constraint
ar the internal actors of Argentiva and Brazil. At the same

time, and more importantly, there is a positive reason that
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internal foreces in Chile and Mexico have beern more
important.,  HBoth Chile and Mexico evalved means by which they
couwld limit the auwtonomy of foreign actors. We will comsider

each courntry ir turn.

The chief mecharnism through which Chile controlled
foreign  actors was the requirement for shared cwnership.
Fearing that their economy would be dominated by foreign
actors, Chile enacted a set of laws that compelled
multi-mnational corporations to share ocwnership of  their
Chilean divisions with either local entreprenewrs or the
Chilearn state. This gave intermal actors in Chile a direct
means  through  which  they could affect techrological
decisions, Moreover, the Pincochet regime that came to power
ivi 1973 was so powerful and repressive that it could have
foreign capital on its own terms. For example, it was able
to depress labor's wages to such an extent that investment
became attractive to foreigrers evern when it was subject to
strict control. This carn best be seen in the Chileanm mirning

industry after 1974,

Mexico, too, had a set of mechanisms through which it
contyrolled foreign capital. From the days of Diaz, Mexican
political elites have feared granmting too much autornomy to
foreign capital. This is most likely a backlach against the
heavy involvement of foreign capital in the Mexicar econcmy
and a corresponding loss of elite power in the early years of

the Diaz era. The best exapmle of this relationship is in
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the Mexicarn silver mining industry where in the early Diaz
pericd, foreigrers hd almost  absolute comtraol. This
alierated twoe groups: the elites who owrned the mined and felt
their autornomy being comstrained, and the labor who worked in
the mines, blaming foreigrners for the poor working
conditions. RAs the revolution took place, we see a Cconsensus
build iv Mexican scciety against the attraction of foreign
capital., While Mexico would eventually realize that it
needed foreign investmernts to develop, it would use its
corporatist govermment structure to tightly controal the way
that foreign capital was admitted. Conseguently, we see in
Mexico, as well as Chile, definite politicel, sccial, and
instituticrnal arrangements and predispositions  that give
these countries greater control over foreiogn capital, and
herce the techrclogy choices that are funded by that
capital. These factors are not preseent in Argentina and

Brazil, arnd thus those two contries are unable to effectively

contyol the actions of foreign capital.

The other explanatory variable, foreign investment
dependence, is a significant factor ivn all fouwr countries.
The fact that Mexico and Chile are able to affect foreign
actors does not mean that they have total control. The fact
that it is foreigrers that have wmoney to  invest and
techﬁolagy to sell makes them powerful influerces on the
chaoice of techrnalogical techniques in all fowr countries. We

can explain the predisposition of foreign capital for more
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capital internsive techrnigues in several ways. First, those
techrclogies are similar to the techwolopies used in the
foreign investor’s home country. The investor is likely to
he more comfortable investing in projgects with which he is
familiar. Second, the investor is likely to see more capital
intensive technigues as having higher vields for his
investments., Third, organizations such as the World Banmk and
the IMF have oftern stressed capital intensity because they
are afraid of courntries defauwlting on their loans, forcing
the countries to become trapped in theilr stagrnant economies,
and depriving developing countries of an egual opporturnity to
develop with the First World., Capital—-internsive techrnolopgies,
such as Greern Technology, have beern seern as the cure all for
the underdeveloped world's problems. s a result, most
foreign capital sowrces prefer capital internsive technigues
for one reason or ancther., Finally, investors have seen
Lativ Americarn labor pocls as being too undependable to trust
with labor irntersive techwigues. FRecause capital intensive
technigues do vnot use as much labor, they are less likely to

fail because of poor guality workers.

Implications for Further Research:

This progect has allowed me to conclude several
things beyord cur fouwr specific countries and three specific
theories., First, I have empirically demonstrated that a
synthesis of the development literature is needed. I six

caut of eight possible cases, both internal and external
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forces have been necessary in explaining patterns  of
develapment. For the dependency theorists who argue that
countries’ economic development experiences are determined by
external forces, and for the thecorists that claim  that
countries’ development experiences are shaped by internal
forces, this study has clear implications. While both camps
provide useful perspectives about economic development,
neither can hope to fully explain the development process
without the help of the other. Thus, the two camps should
apply their joint knowledge and perspectives in arn attempt to

better understand the dynamics of economic development.

Second, I have not only demonstrated that looking
merely at levels of development is arn inadequate way to
approach development studies, I have suggested & viable,
better alternative. The use of pattern of developmernt is
better both inm terms of the logic and causality of the
development process and iv its ability to be analyzed within
a historical context. This allows the discovery of trends
that were not even expected, such as the fact that a
country?s internal mnatural resouwrces can  constrain that

country?s ability to contryol foreign actors.

Firnally, by showing the potential of the variable
'pattern of development,? I have opered the door for further
research to improve indicators for measwring this variable.
For example, the five point scale CIR that 1 use for

capital-irnternsity carmct show encuph variation to get at the
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full rarge of possible techrological aoptions that  are
available to courntries. There is a great deal of improvement

that carn be found in this area.

Ivi sum, I have rnot only shed light on courntry
specific development patterns within a carefully desigrned
theoretical context, I have alsc shown the application of my
research approach tao both the existing literatuwre and
possible  future courses of irnvestigatior. It will be
exciting to see what new and fresh ideas are generated in the
development literature because, as [ pointed ocut at the
begirming of this study, economic development is  an
irncreasingly important issue in the intermaticonal arena. It
is my belief that this project has demonstrated beyond a
doubt that fresh approachhes are still to be found in this

field.
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