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i. 

THE, PROBLEROFEMPLOYMENT ,CREATION:,AND* THE vROLE- OF
 

THE ,AGRICULTURAL SECTOR IN'LATIN AMERICAi,
 

Monroe Herman Rosner
 

Under the supervision of Professor Peter Dorner 

Neglect of the rural sector coupled with rapid population growth 

has made unemployment the most important social and economic problem 

in Latin America today. A major reorientation in the process of
 

economic growth is indicated, whereby development is defined in terms 

of the degree to which poverty, unemployment and income inequality 

are eliminated, and by the opportunity which each individual has to 

realize his potential as a human being. Basic among these opportuni

ties is that to productive employment. 

Motivated by the belief that a lack of capital was the limiting
 

factor in their economic development, the nations of Latin America
 

formulated elaborate fiscal and credit policies so as to encourage in

creased capital use. While the fdctor price ratio was thus signalling
 

entrepreneurs to shift to more capital-intensive production techniques,
 

no parallel development occurred in the technological field. The de

velopment of production techniques attuned to the particular factor 

availabilltion and employment nCeds of the developing economics was 

neglected In favor of wholes.;l adopt!on of the highly labor-saving 

methods of the ndvnnced wontorn tinatlonn. 

To econominta who 1dantiftld tho oneployment prhlOm ian the con

sequence of factor price distortion, tc atolution was obv1ousau soply 



re-orient Uivebitent' ioeritives 'so 'as--to.favori~labor-iftensity in 

production. Such- an approach, however, hinges upon the existence, 

or at the very least, the development of efficient alternative labor

intensive techniques of production. 

U.S. Census of Manufactures data are analyzed to determine whether 

such alternatives exist; the results are not encouraging. Production 

isoquants Zor i.ndustrial processes are highly discontinuous, parti

cularly inthe range of lower capital-labor ratios. However, treating
1' 

the production process as a sequence of staZes, some of which allow
 

for considerable labor absorption, offers interesting possibilities. 

Construction activities were found to provide far more flexibility 

in the manner in which production factors could be combined. Wage 

constraints, however, were seen as an important condition for increased 

employment in the building trades. 

Public works projects offer several interesting possibilities 

for productive employment of surplus workers; organization and manage

ment of large groups of unskilled workers, however, often poses a 

practical limitation. 

Analysis of the employment generating potential of the service
 

sector is complicated by the heterogeneous nature of these activities.
 

An attempt in also made to isolate the characteristics which
 

provide scope for, technological adaptation in certain areas yet re

strain it in others. 

The relationship between income distribution and employment gener

ation Is invnwntigatod at length, a to the vicious circle whereby low 

levels of Income. by ccarntraining m4rkot aIt, almultaneoauly datermine 



and are determined by low levels of industrial activity and thereby 

employment. It is argued that the major approach to breaking out of 

this vicious circle should be a massive agrarian reform, comp.lementod 

by government prgrams in support of the small farm sector and in de

fense of its shaxe of the market. 

Agrarian reform as a solution 'to unemployment is unique in that 

it combines the several goals of increased butput, employment and 

equality in income distribution into a single policy. By providing 

access to the rural income stream for an increased number of workers,
 

agrarian reform serves to enlarge the market for light manufactures,
 

thus providing a sound foundation for a cumulative expansion in the
 

growth of the manufacturing sector while dampening the tendency towards 

rural out-migration.
 

The major recommendation offerred is that Latin American govern

ments commit themselves to a basic reorientation in development 

planning, subscribing to a set of aggressive, well-conceived policies 

designed to achieve maximum employment generation. An Office for 

Employment Creation is recommended as the major agency for such a 

commitment. 
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To the millions of unemployed and under

employed workers in Latin America and 

throughout :he wold this thesis is 

dedicated in the hope that nations 

everywhere will come to realize that it 

is the quality of individual life and not 

the pursuit of an ever-expanding national 

product which must become the central 

focus of development, and of economic 

.activity in general.
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I.1 

: CHAPTER',,I: THENATURJEl OF' ThE UNEMPLOYHENT; PROBLEMjIN 'LATIN- AMERICA' ).;-r 

-'Ai-As' recently as -1964 the literaturei onr economi& development, treatbd 

-the existence of surplus labor as'avaluable resource which,could be readily 

tapped in the process of industrialization.1 More-recently; however,
 

as massive outmigrations from rural areas have served to make unemployment
 

and underemployment a far more visible social problem, and a more highly
 

volatile political problem, economists and development planners have come
 

to recognize the dangers inherent in a growing surplus of unemployed
 

workers such that the productive employment of these workers--both rural
 

and urban--now represents the major developmental riddle for most of the
 

developing nations of the world. The Pearson Commission's Report,
 

Partners in Development, in recognizing the dimensions of the unemployment
 

problem, cited "the failure to create meaningful employment" as"the most
 

tragic failure of development.'2
 

Rapid growth of aggregate income indicators has become a false idol
 

to increasing numbers of economists and decision makers as more and more
 

of them discover the dimensions of unemployment, poverty and income in

equality. 
As this process occurs, important qualitative distinctions are 

employed to dkitj guish between economic growth on the one hand, and oco

nomic d(. iupm, , on the other. 

Economic grow-th, the former, hero of our piee, but now wearing a black 

hat, wao an wi t ioti-, JInper:onnl hero, concerned only with self-agrandIze

ment and ou tw.id ,ip)e,,troicu. lie flourfihed at a time when the world 

1San., ,op -. I: Johln '. II. l', auid G;uztnv Rannu, D)ovo1tpmt of the 
l -,. <,icinind o I* . Ri.1). 1064-nl 
 IT,,,ory. ,,, wo
 

Colia i'i*m n ~i ltorii.1I lonal Dovitopmonti Lestor 1. 1'onraon, Chairtmna ,
Partrpxn I Pey l ,,, p,,.t, 50. i'roper, N.Y., 196 . 

http:ltorii.1I
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wasiwilling to content itself with aggregative measures of economic and
 

social advancement. Economic growth found a "scientific" justification
 

in cost-benefit analysis ,--if it could be demonstrated that the gains
 

from a "development" project exceeded the losses, the project was econ

omically justifiable.
 

Economic development, today's hero, has a social conscience and
 

He refuses to accept blindly the traditional paraan analytical mind. 


digm that "more is better" and is apt to submit embarassing questions
 

to his benefactors, such as "more of what?", and "for whom?"
 

Respected members of our profession are now wont to point out
 

vigorously, as has Dudley Seers, that "...economic growth may not merely
 

fail to solve social and political difficulties; certain types of growth
 

can actually cause them."3 Consequently, and again in the words of Seers,
 

we should be asking the questions:
 

"What ha., been happening to poverty?
 
What ha,; been hppening to unemployment?
 
What has bIecl happening to inequality?"
 

What we; irean b~y &conomic deve]opment then, is not simply increasing 

per capita inc'omu,to the $i,000-$2,000 range characteristic of the so

callod devo ,pcd nalti . Ralht.r it is defined in terms of the degree 

to which p()Vt'ly, ,ym ,nd inequality are being eliminated,eit ir,',lbincome 

and by th,, t (o)tnunity whi(h e ae!a individuz. hus to realize hi.s potential 

as a hum b,inr, ,hoh delinition even the "developedn w...ty nations" 

may tio l :11,vt ,i th, ira',. 

of 1(pment", 

No. 4, p. 2. Ie,',aer' , 1969 
4Ibid., p. 3. 

1"TI., ,if'.Ing I)(,vo Int ernational Development Review,Vol. 11, 
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Perhaps the most basic opportunity of all is that to productive 

employment. Few of the nations of Latin America, however, have sought
 

O implement the high-minded hemispheric goals for !'providing more pro

ductive employment for underemployed .manpower"'to which these nations
 

committed themselves in the signing of the Charter of Punta dl Este. 5 

As a result of this, and the relative neglect of the rural sector, 

unemployment in Latin America is today the most important social and
 

economic problem which policy makers have to confront. The soc:ial un

rest which attends high levels of unemployment, espeqially urban unem

ployment, creates a political climate which is incompatible with economic
 

development. Without a major realignment in development policies in
 

the direction of employment creating investment, meaningful economic
 

and social progress appears unattainable.
6
 

5Section II.2.a. 
The Charter was signed in Punta del Este, Uruguay, on
 
August 17, 1961. Poblete Troncoso and Burnett note that "incree.ingly
 
in recent years, Latin American law has looked at labor as having the
 
right to work and, perhaps even more interesting, the obligation of
 
working as a social duty." However, they cite but one example, the
 
Uruguayan Constitution of 1934, which states that every "person has
 
the right to devote himself to work [and every inhabitant] has the
 
obligation of applying his intellectual or physical energies in such
 
form as to redound to the benefit of society, and the latter shall en
deavor to offer, with preference to citizens, the possibility of earning
 
a living by means of the development of economic activity." Moises
 
Poblete Troncoso and Ben G. Burnett, The Rise of the Latin American
 
Labor Movement, p. 21. College and University Press, New Haven, Conn.,
 
1960.
 

6An official Peruv_ n government document, in noting the slow growth 
of industrial employment, comments as follows: "One does not observe 
a high rate of open unemployment but it is estimated that underemploy
ment has become more acute and can lead to a ".oisis." It calls for 
immediate governmental actions, both in the short-run,--to remove the
 
dangers of social conflicts and tensions--and in the long-run--to achieve
 
a fundamental reorientation in policy with respect to employment objec
tives. Instituto Nacional de Planificacion, Informe Economico Anual,
 
pp. 23-24. Lima, Peru, Junio, 1968.
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he obv'ois need for su&ch' '&ziealignmeh't'b?.' isa-rked'an intensive 

"efforl: to devise means of creating additional new Jobs'through the devel

opment of labbr-.intensive or labor-sitng technologies",a' altrntives 

to the more tlmodexnl technologies which are available from the developed 

couries. The intent of such an effort is to adjust the nation's 

patter of development to the productive resources at its disposal. Since 

most' developing nations are capital poor, but have abu-Idant semi- and 

un-skilled labor resources, the pattern of development called for would 

require that capital be economized but labor used abundantly. 

Some economists, however, feel that labor-intensive technologies 

may not only be less productive, thereby inhibiting economic growth, but 

actually wasteful of capital,--the very resource they seek to economize. 

This controversy will be considered in a later chapter. For now,
 

let us explore briefly why, during recent decades, the problem of vast 

numbers of unemployed and underemployed workers has become both more 

apparent and more acute, and the factors which can be cited as contribu

tory. 

A. Backgund of the Problem 

7
 
A recent study prepared for 'theDevelopment Centre of the OECD
 

attributes the sudden appearance of the employment problem to five
 

"disquieting trends in developing countries"-

7David Turnham, The Employment Proble, in Less Developed Countries, 
Development Centre Studies, Employment Series No. 1. Development 
Centre of the Organisation for Economic Co-operation and Develop
ment, Paris, 1971. 
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l.' 	A massive growth in the labor force of "not less than 25
 
percent...between 1970 and 1980, while the corresponding


* 	 figure for developed countries is only about 10 percent." 

2. 	An insufficiency in the growth of new jobs in the "modern"
 
sector. 

3. 	The benefits of a 20-50 percent increase in real national
 
product per capita over the 1950-60 period havo been weighed 
heavily in favor of high productivity urban workers and em
ployers. 

4. 	A massive waste of human potential due to an already high 
level of "open unemployment" in urban areas, particularly 
among young people, many of whom are relatively well edu
cated. 

5. 	Explosive urbanization placing a heavy burden on "already
 
hard-pressed development budgets." In Latin America, maV
 
urban areas are growing "twice as fast as the population


'8
as a whole."
 

To these we might add additional factors such as-

6. 	Increased pressure on the land resource-s due to
 
a. population growth In the countryside, 
b. rural laor lg,,Infetiuri, which in c(Atwv cases may ld to 
C. increased faroi mchinnzfrt ion. 

7. 	A more humari.f-tic and underttidity z .it tliAde tmeiJs evoI5 
ment, and a concein for- th' %ot(-I al it,1prat ions of e conmic 
gro~ith, have been key ftctoru i'% the "diicovet'/" st %he 
employment problem, 

Historically, te rcceau oi ticonr!c 1,%4th 4114 dcveloja'Oit h1 

ben cJaracterizod by n vm-vment of ltAIor oft iheAcid iiid Ita tho 

growing urban ar,,as who's fistintrialr.-stico wgati pix.vltlfti, .lMt ) oCIIVe 

employment ol,portwilitLon. This ws the pictura Ipovtay &t 1,y UhO GirPIUM 

labor modc ls of Lewab dind Vnti-I.-'vi.9 flut the "squee.o" (A fls, 

8Ibid., pp. 	 9-11. 

W. Arthur Lowi* , "Leoromic avpojii.,,t welU tW*'|Otlui*i.I.s ;' t 
Labe".", Thi Manchester !hehool,vxdt (8. , iQS') p., J.-1"1 wtaQv 
Ranis ano'fin--.-i-1T,'WThem7 ftr.ewsoI' icva. eipntV" MAermW 
EconomicRs'dnw, Vol. LI, No. 4 ( 1101) pp.T 
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IndumtrialiLatLon poes,La Western Europe, ompar wLth what Ls occurrlng 

today InILatLn Am LLrC"Lies Lo, the relatively,g evolution of tech

nolog end its equally g al m3tioa nto the manurture and use 

I 0 
of tools desiped to enane the productivity of individual worker." 

Contoray conditions charecterLsn Latin Amerlca howver, epart 

from those of the traditioal model in two imohtant respeot-. 

1. 	 Grovth of population ad I tores, espectAy the wrba 
lehba tams, for exeeds the orrepondia pvitt rete whiob 
occurred in the mw developed countrie, and 

2. 	 Iroductive processom. .peclal17LY in dusWy. Which we
 
available to the eagess of latta Amrica otter e*an*
premews the prospec of qumu iwmes Le the product. 
ivity of vrhek . *AN mrket ae smll, ad paut%La 
doed i low, this codIttom trelate dirtlwif to too 

The omintion of oppasMp troode, rsttie then 41ow Oiw tbo g:dos 

*bWIt16n of wwor trse pVw% with iwON4e P**wevitly, Ied i

#tod tIoa lilStMO) p LP I OOf.WUO w#rs LW MCMW4 ilE

equality It, "Oe d1itinif Of I*""m. Atom**s e*Wtt grwvtto 

&wIwrtm to mont ot I"' ontiem of WLts Awltoea-to %" ooW 

10.I of a 0 "tentIt Shae Ot 04 P@#*--11M I 0m ei l
 

"O TIO #r1# o@wA***UO'
(Pertksow lyr)1 t.osnie d* tow 

" i iRa1r 1mt tro liset of t"e 	 "I d 	 A PAO It W04 to 0i 

I.is sfiof DOV444"r 1Tha 41#6 4*0 deseIoew ~Isrlo*, mf$i wt 

of loms; Iato OwpPhid kw"I~O"Co.#r ilom f 
s sift ft I, moo W , IMl. 

4W 	ge §dl.Sie)esi &M 
=-ON=PI 
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IARPUiS fU&L e%4o"Mst, but In the developing coutrims this ia not 

Reosaswrly the ome." To MUutrte the paint NoWwem cited the ase*& 

of VeaUs and Jamca, two acotri.. which ; -Lancmed averap annual 

p'P~th rates Ewing the decods of the Sole of I paramat. In yuaesul. 

mployot was blgow at the c@Ise of the decade than at the beginning, 

ed "in JinAde it was just a" bigbl in #pit*of tbe toat that tuily 14 

Ipwoe0o1t Of the I o bio d migrated from thisma""1 

When0 Mhe aM demosaor Of a wswofrew qreaaw~te 04040MIC 

euativity p"m at differet rates, the "sur. chage r".4441. Iavel 

Of WUIUM 4ONOUVRPt 14 MW~ 0 eseWur, 0. d0001014014W Of WbICh Is the 

4001M14,11 Ofe Urba Ijastia and Owe tt p4fl ofw*m ~awww 

emu Cro*. 

IMe raic of pwih of the 4omimer m~fis1.wtpoto wtoaa eVu~ymet 

I& tOw d0er"h tlsin telr t"e nsaw*4r. 

Awwto bas potled ftt *It% reepwo to diftewmIai ow~th rate. 

0*1*.@Uw 4 tko 44aw1wor . 0# *w$w 4o fam* ow 

it W41h I otwsiay. of the- iwoo I44 tam om tereaeo. 

tor c.r4A*, 

uMO 04*11, Ow a@". @*If 4lI#.wiy teeter th40a ft wol A k 

to w*.e Ovimnel t* ~...~. h ~IOft nepP*R. 

*W"IkO,M .4*tO IV* 4 @ O t~t04. 0 or "*IW. Oftftiftr 

~w. h rMO0 of P"O" Ow 0.# toq *0 Imf*& ~*1000~410s4 

1.vp 1o ditereAPns h~WV00 V*10*, vt4~ i~to ~s 

4J*,am t e ftw* of &**I st the IMP4 i"tvO , @,C,If 

M);k~ 10"4 la4,o0 

an ifWto~ 4r Y5~i~L~. 91 

Nf*$m"&q Mt O 4 lt oT okof*
 



Ift am miJutntlou of this pbhsomm we polaet into the to

tue a par oftrrnd Uw fm gft in uwban ap ut ad Jabr torm. 

of S=d S psompt MpODct*, e mrAmg ft Initial lev" of udm WNW 

Onsi of 10 percents i1 ten 7ere um oms viii have nmted to 

a percent, md in 15 ewe It iiLi have readhed 33 poroent. If, on the 

other had, we m e pvvt rates of I md 2 poroet *tuso lOwdLnL the 

I&o ftre to amrs e as ri41ly" as leywt. yet boUUg tbe 

abeoluw derenc "to" I perget, the "Madtwo to only 	 as 

Lbwu ter mad IS yew bows give 	uslx~ert Stge of osly It per
s 

cean n perct nep 

levela 	 zi.wpompThe mtb~Utl sylawtum of WWl" of te iL 

iateneta Is iwell 0 provie tew 1i1t Into remdyla the ettuat Lo. 

w'r tn vut vvAd be m iaqn " Lo the asemw of t bato opposi 

twnds,wVbt Ooyla the rip ah of do mi." laor form', and 

*y hoe whoa e niw oppormtltii p cm s lewlyl 

1AM R MZ Ofar hit.oft EM 

ti ao gltm t IaMO4 tN ot the path me 

ot .POPto aid ior Idt"Y', of 00e poen of wbut~uihir. 

T11 fitrt amyaser . po"I es panth pe,' to Wlittl* tb#. 

eneed by the dLut *MMIt of • OI w',." u'tq th , W.*pr, 

of 00e GO's, mu L4v4 roesurcee were doeetoWe eforls to row"*e 

twe lIt beiu 

LA ft b mhewas aid OW-1, pwmt# mwe of uant Iauees
 
we an t Plw' theo aWth Ad taIj 


IIt aId r'aft 	 "POW wenwhiusst ad la form 

## epe" 	 6 of Itwoo Pro
E.Will M" 9(1OS

=*A" tome w4 ilthe p~vpw~ls of the when low fine 
~~Jqes ks Si #a uigI*Ls wl' I L. tlsf)I. 

t"Of the"e 9" boom 	 tls1 



the population pwth trends which the developed momtris held 
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which =a only be affected with arW paiencu tuo in=%&@ea in n . 

come and security.
 

The aecond major, detarminant of the growth of the urban labor foloce, 

urbanization, Itsal4180 the m~ore volatile argument in the equation. Its
 

iffimodi-it Impacwt upon the labor fore*# dnd the, tdCt thit It 13 susceptible 

Of VInsnPUldtion. Maked it VIC tLU-0 likely CIAOICe 45 4 1pliCy VclblG. 

It Is Interest ing to note, as will lots Ihowni In CSlatt-1. tbct iun or this 

poper that the voume~ oi ou 1jigrdtlukn t:vcv agzri ultuwv in L.itin AMrrica. 

botwesn 1950 a-nd 1105. About 8 million woxi4rw5 co:jjkd"1: very cioiely 

or"Viill115, 

of tho foregolitw 41thitaefi not entirely vaild.i Is thlb: hadi rural

withebtn~t4 io Ij)5.11)The Itpiication, 

wban widratiorwa ?Icc cultatnd1, thbU 1.iler Lit un*cmpoya..nt WiOU14 be 

tar load bevoals thall it I~t w.4y 1 

To 6o* extatit, uz-!tairio Ln. witcl J*at thte tore of tise uriompicy

ment pN*.deea In 0164vu~z (.?stniesa CAMtab WIth It tile batoeia for 

POteftti4jly P0101Int 11,4t 14-tAJ16ft It. 11e U!r.A#0 1 f- e tt Of 14-rIatitui ViWth 
%W*~ ckia ,toriti u'otii raiAlies v'it-..-vib rui-41 tgmilie~i. Tisere to 

firm tw~o dcreeb, 4o twitv4 AWt~V., anit tily slacfjrerj tjIn1141 CrV*4h 

aq bo roo4ily utrbat vy an lu ees4 Njow ot riwal j t.0 
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2. Slow Sraith of Urban Employmnent OppoOrtunities 

The posscibility of 	 10ecnloiellap-fcogglnj;,2 , its distinct from 

the 11grdual evolution of tot-1Iiolcgy" Aihhh characterized the develop

ment pmcXes,2 of the advainced wv-tvrte n at 'otvs, create3 the j)o-tOcrtidl 

for a siltuaition whereby output can be ex)pandohd diimatically with only 

moest 1i1credses i t.idh'ymnent. In monxi ca~e3. upecifically whero oorn 

factoiry mtitho~l., of product ion supplazit exi!1tiag handicraft inidustry, 

net emplmo ment 1!. cin fridt.itry cmi actu.Ally ilucline1 dt~ripite rapid growth 

in output. 

7116 aviililHity of wriderri pvo~luction tecdhniquesn preaenta the devel

oping nmtioni witti the prs-apeet cf otr-triey hig~h 1cvela of worker 

productivity when twrj~aied with move tradition~al tachniquea of production. 

For several roaau3on, however. 0105o' iMICru techniiques Auge often poorly 

sadted to tlm* noft,1 Qf the dovelopifni na~tion. 

1. 	 The factor .1mia-tit wfilh 'thuy call for Ineorl-orate 
re1.tiono, wti1ch Oiame4teriza Ilia ot.uf*,dtos of %I,*dove. 
lopod rh;,tu~~bduueto'dc~vve amesItal labor-Imu 
Ireppmptrlaite ftor sitm ibrrvW usicM~4oynint li majora 
Prob e01
 

no ca rie4, aW4 "fl~y or the u4teriltS inputs.
The~ta nia 
Mint b* 1ift-(JrtC'd, 1114Cifi A bOAVY hwU461) ~UnK) NCar 

S.Conmequelt ltm levalbi "t I"~~om arAt iou isany to 
the local *ir* iedws-taeL tIle m..on market 
which ttlir 'uil-t Tas11041t:t 

* 	ThtU40 Ilia IA115 lr.vcI: Or' slutpUT I't With Ia mAler 

tiewliquars alte cri-Al to tasr eCO.0041 Ilia Iil tit 010 AWoAl 
WAiftt MIid10 %.js* 40, 1 num-iata cia, i da lcij.e4 to 

Gbe~ Ilia ptefi t11 17tgj1w , vi~t~il taion Ot P*ant 

2 1 Th. lt* (5 ft1IOb 	 rTho KO"4t11afltj COMnerttllia IsbIia c4 

of Pfilso * Atmos-Itas it t's Agr1ru4u~ 1Icorais Vol. 52#
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Consequently, such techniques offer the developing nation the prospect
 

of severe strains upon its balance of payments, a potential for excess
 

productiun cxp,:city, and, -c=t impartantly, far too fcw nrnw jobs in 

industry. 

Prestmiably, what is needed arc production techniqucs which allow 

for the use of less capital and far more labor,--techniques which are, 

so to speak, nore Idhor-ward on the production isoquant. 

The search for nuch techniqueu in being conducted both in the field, 

wheo technical study groups are working to develop labor-inten ive mech

anized technique.i of production, and In the Universities, where econo

mists are confi:ring, albeit tentatively, the relation between unemploy

mnt and capital-intensive techniqueu, nad the need to develop an indi

genoun technology more suited to exiatIng proportions of productive 

factors. 

In reality, the growth of employment In the urban areas of Latin 

America has not been alow,...excapt In relation to the unreaonable 

dema:Ws w h have been placed upcni It. fltveen 1950 and 1965 non

apicultural nct ivit les 4burbe& more than 70 percent of the total In

creAe in eployr.m itduvinl! that polod; however, throe-fil'tho of these 

entered "into-I,air 'viroall--th catchall for the urban underemployed--. 

a only ona-tfith wat abscabed by the mnuufactuwing sector (no* Table 

IV- 15).
 
22 ttabon Loda , lUa ecar. en *I saroll do America Latina,
 

No. 9 In I.arLi I :- t'fl&o.aro it'g I Wac Zir-0dilTTiatItutoju7 4 
Ltlnoarlraul de I'aitlracio Economica y C-intat (I.i:), p. 41. 
Skt1,gn, l4jh'J "a,n~nai e" or "otihar mervicou" Includen cosurca, 
pUbliC Adidiftniar 0l1), DIluC4lon, h4l1h. 4A Well as the typically Un
doreeloyok grtq, sudi 44 4emotic worke", atroot vendors, etc. 



According to one author, 2 3 employment figures represent more the 

financial capacity of sectors to absorb workers--especially certain 
ac

-,I ti,,, p,bIr ntcr -hm h Ill'. nlueds.- v,-'b poductivetivitit. 

for labor dorived froULI incitui.tid do 'lil Itr 1'(n(1 md "ervic'e-. This 

lel d; to i tu ini whi, 1 the Iii'r" Iorce en1ter, activities process Ia t lu 

which aio progi' e; iv,ly puv ctiv le irvd i,:,,umntiative,--a phenomenon 

,' un rcmp loyn:wnt. " 
c' i,; :. o n i

whose formal 

B. Emp1oyment Creation Through Labor-Intensive Technology
 

on the subjectA substantial body of literature has been produced 

of creating additional employment opportunities through the use of more 

labor-intensive techniques of production. This literature 	will be dis

argumentcussed beLow in F;ucceeding chapters. rot' the present, the can 

be sumarized an follows: 

Despite abundant labor resources and scarce capital, economic
 

policies of the developing nation:, have b'eri, r.)otivated by the
 

a lack of capital. Inbelief that develolnent wam hampered by 

granting fiscal,that belief, elthla'dto pollcic'i were formulated 

credit, and fore.ign oxchnge advantaf,.ott to entreprenura, there

by lcverIrq,, cori ider .Idly thtv pric'i of capital vi,-a-vin lIbor, 

and hot fring 1he Iruocwm of fatrtor ribntitut.ion . Lntln America's 

employment piNhblemn ato in no tiIM Ii part duo to the capital-inten

sivo bias Inherent in her development policies, a biaw which has 

2 3 1b1d., p. '43.
 

2 4 'b ., 1 p. 4 .
 



1.15 

succeeded in making labor redundant and at the same time high-priced 

relative to capital.
 

The p'odzucLive tuchniqu,.:, which tire availdble through import 

to the deveI.qoing countries ombody years of scientific and 

technical aidvance, but reflect factor combinations character

istic of the developed societies which design and market them. 

The impressive gains in labor productivity which these techniques 

aDlow, taken within the context of a slowly growing market, im

plies that such techniques are capable of very modest employment 

creation. 

In the developing nations, small market size poses a major con

straint upon industrial expansion; although populations may be 

large and growing rapidly, effective demand In weak and confined 

to a saall not of basic consumer goods. "Poor people make poor 

customera." Very little money in the hands of the people means 

Um levels of derikini for the products of Industry. Consenuently, 

when an entrepreneur avalsa himself of the various investment 

Inoentivcs offored by government aUAd Imports tile capital compon

ents foX' a modern manufacturing plant, in direct competition with 

l cal axtinan Indtstry, he may be importing unemployment if his 

1~oreaa.od capadlty onahlei hiln to displace local artisan produc

tion, Thus, tha major positive employment beonfits may accrue, 

1interootInpAly onough, to the cap!tal oxport 11g nat Ion. 

latin American governmentn heive b)oon slow to vecogniz i (and act 

upon) the diver,,nca betworn privato prof tibi lllty and tho In

toeets of society, a divorganza which frequnntly land* to 

http:1~oreaa.od
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misallocation of resources and the imposition of social costs upon
 

the community. When private entrepreneurial interests fail to 

coincido with collective economic and social interests, appropriate
 

state intervention may be both convenient and necessary.
 

As it turns out, however, Latin American governments appear to have 

taken little action in defense of domestic employment, in parc, no doubt, 

because it is riot clear just what concrete steps are available to them. 

There is little point in discouraging iavestment simply because it is 

capital-it cn i unless alternative techniques, consisve profitable more 

tent with local factor proportions can be made available. 

To date, re;carch and development into alternative technologies has 

come from international groups, typically working on tX.ir own in Asia 

and Africa. Additionally, the United Nations, through FAO, ILO and the 

regional economic commit;sions, is studying the prospects for employment 

creation through labor-intensive technologies. The OAS, a relatively 

late-entrant iinto the field, has sponsored a workshop in labor-intensity 

for Ministers ot Agriculture.2 5 Despite these efforts, the following 

observation made fully ten years ago by John P. Lewis still holds true: 

"There is unfortunately no central inventory of technological alterna

tives mintaiicid under U.N. auspices or otherwise, to which the authori

ties of tho (ov,,lopifng economies can turn for a reasonably reliable and 

inforwitive :;umimixy of the ready-made technical alternatives open to 

2
them. 


2 	Sixth later-American Conference on Agriculture, Organization of 

American S tates, Lima, May 27-June 2, 1971. 
26Quet Crlii in India, p. 57. The Brookings Institution, Washington,
 

L).c., 9 2 

http:Agriculture.25
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,": -To the present, the search for alternative techniques has not 

proven very fruitful. As will be shown subsequently, it has proven 

least fruitful in the manufacturing industrJes, and perhaps most fruit

,. ful in construction and agr-iculture,...results which sAmply confirm what 

was known from the start,--that construction and agricultural activities 

provide a wider range of factor substitutability than does manufacturing. 

A somewhat separate issue,--the relative advantages and disadvan

tages of by-passing certain steps along the road to industrialization-

seems to have an important bearing upon the developing nations' ability 

to design profitable alternative techniques. An alternative technique 

is simply a different technological combination of productive factors 

capable of produciig a given output. In the manufacture of textiles, 

for example, the power loom is an alteraative technique to the hand 

loom. The former employs more capital per worker while the latter has 

a higher ratio of workers to output (i.e., lower productivity of labor). 

,,Either technique, however, may have the lower capital-output ratio. 

Alternative techniques result from invention and innovation. It 

is essentially an incremental process that leads to the development of 

new techniques, a process which results from the application of an, imag

inative mind (and often a skilled,craftsman) to a,,famiiar, problem. In 

brief, alternative techniques are indigenoussolutions to indigenous 

problems. 

That "necessity mothers invention" has considerable truth in the 

context of industrial design. "Observation of the invention and inno

vation process shows that it is very important to expose scientists and 

technicians to the pressure of need: the mere existence of an opportunity 



to lexploit-ia natural:, resouroei 'inc' Ecuador ,willnotgeneratd the dis

covery of the process or the design*df 'the proper equipment in the
 

27

Dupont laboratories." 

Strassmann has noted that bottlenecks, -as they develop in the pro

duction process, become "targets for innovation". 2 8 Thus, technological 

change, or at least incremental change, works in the direction of increa

sing the productivity of factors under stress, that is, those which re

strain the production process. 

Every nation has its workshop sector. In those nations which have 

come to rely on imports for their supply of capital equipment, and those 

'which are otherwise trying to find shortcuts to industrial development, 

the workshop sector may not advance far beyond simple metal transforming 

Where this occurs, the workshop sectoractivities and machinery repair. 


is not motivated to progress towards the more highly skilled activities-

pattern making, tool and die making, castings, etc.--which would provide
 

their craftsmen with the necessary skills and familiarity with the pro

duction of capital equipment that is required for the development of
 

alternative techniques. Consequently, the quest for short-cuts to in

dustrialization may entail a two-fold penalty for the developing nation,
 

--ehsuring its continued dependence upon imported capital equipment, 

and preventing its workshop sector from achieving mature form,-with all 

that this implies for the process of economic growth. 

!" "Rosenberg has stressed the sequence of events in a nation's indus

trial history as very important in explaining its experience in,individual 

27OAS, "Employment and Growth...", op. cit., p. 86.
 

'281. 'Paul Strassmann, Technological Change and Economic Development,
 
pp. 159-160. Cornell University Press, Ithaca, N.Y., 1968. 
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industries. "The problems encountered and solved in Idn.try A often 

tur'n out to provide valuable externalitlea in tl.e form of knowledge, 

techniques and labor skills which beconle ovailoiu to inl'ustriet h, C 

and D. Thus,...the industrial revolution in Lgla.id owed asuch to the 

technica1l skills which had been developrd by generatlons of craftsmen 
29
 

in the production of clocks and watche."
 

Ii: is a simple matter to talk about the necessity to develop methoda 

of production which are both labor-intinsve and cdpable of hi&h yields. 

It is another matter to make significmt practical progr,.-I vn that dir

ection. To date, research in this ,rt-, hi, h,, , i c,!,..vt, the techniques 

developed have typically been devised fo' ii 1 .' ,-n In a izculturC and 

construction. The early fear- that mnanufactl'i!,, would not provide a 

fertile field for the development of alternative techniques hi s been born*
 

out in fact.
 

Nevertheless, there may still be scope for employine more labor "in
 

moving things about; in the handling of materials inside the factory; in
 
30 

packaging;" as well in earth moviieg, minlnjg, and construction. An 

W. A. Lewis has noted, "the bulldozer, the conveyor bIlt and the cr4ne 

usually achieve nothing that labour could not do equally well. They 

2 9Nathan Rosenberg, "The Diffusion of Technology in the lndwtrial 
Revolution", Discussion Paper Series In Economic IIIi'tory, L1 72-4, 
January 1972, University of Wisconsin, Madison. fri. 24. Quoting 
Bowden, Karpovich and Usher, An Economic listory of lurp :Inc. 1750, 
Rosenberg adds, the lessons learned by tic-oc ai " f| - |i 
for the development of the engineering sciences In tho Iat ,ighteenth 
century and the early nineteenth c!ntury. ... Much of th, wot+ done 
for Arkwright on the spinning machine wan entrusted to n clot mOker. 

George Stephenson learned much of his mcchnicn by repairing and ntudy
ing clocks."
 

30W. Arthur Lewis, Development Planning, p. 60. ||arper & Row, N.Y., 1966,
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diet lbutla and £AYvutmt pottezfuI of which vwy 1ittle meim to be 
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irscome 41stribution and touploymiet. ft-a~t through the ftilatioihip of 

ineomo distribut 1ol, esu ttha p;tat rl of deutnn- for f hidl g~xu taid services, 

and then througts "l paitterns bavisie cuid Investtntratlonship witi of 

A, loom& Distribution Exper4itur. Pattame~ and LzWiloynant-

It is R6enez'41ly da** that consump~tionl pattori3 ot housoholds are 

L~ag.1y a function of their incotvt*3 ucit the f41ica at the Iowast 

levola of inctito are able to purdbase little am~we thao their basic noodo 

of food and Ch~thizii'. Whazvcas i ddle and upicr-cl~a tfaMM04 Call 114tI~ty 

these am nvo&4 with, gs tar aller jiopurtiots of Incoei, leAving a our

plug for ai'4ple v~nutactura, (Itrabloec stwr rxxU. tutumblicts torvigfl 
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Wain ASN311C with@.era cuna ravo-3 (.Xne4rabjyW10 inlustrial41 Cowits 

"'etor tuA&a in-uoI!ty fttw iho tAtiss Amaa nathswo (ai. T41,14 Il-00 
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TABLE IT-1
 

Oo"tfcients of Income Concntration,
 

k5.ted Latin American and Industrialized Countr.e
 

.0 	 are.#' (.58) 

.55 	 El Salvador & VeneuUla (.S,)
 
Mexco (.53)

Costa Rlca & rrowe (.52)
 

.50 Panam (. 49)
 

Az entlzw L ColOubia (.48)
 

1#5 Moteherlanda (.44)
 

. 0 	 U.K. 4 U.S. (.40) 

13 	 Posay (.36) 

0 1 

fotse Coottlciuits of €montrilton ar bod on tb. fowAIA 

loQo 

1*Or'4it4l buwbetr nt wAh po*% 
t f poohts tf totl pop~l~tlan in .dih Income 

g * cumdolt vo piar.vntote o.t lmf u'"Isv4 
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iot" (cont.): 	 It 16 not clear from the jourcA whether or not the 
Gint Ratlos Are cotnputed frem income data before 
direct taxes And excluuing transfes. In this regard, 
Kuznets haa notftd: In that "the burden and progres
aivfty of direct tdxj aro much graater in developed 
countris, aoid since it is In the latter that sub
stantiai volurioe of frne vcncotnlc ajs1litance are ex

tetded to tile 1ct-1C~ pzoupoi a Counpdriflan in 
terv of 1nctum 	 neL fit direct taxisn and Including 
gowzrnment boact its would only accentuate .the wider 
Inequaliry of i-cwot± distributions in the underdevel
opod coxtrieit." "Tcoi mic Gr-owth and Incow Inequality", 
American Ecnotlo' Ihevltw, Vol. XLV, No. 1, p. 21. 

6mvp: ECLA, Econoie !.urvey of Ldtiu America, 169, United 

The =at diotinctlve featuw.e ot income distribution in Iatin America, 

wba amtianted 	with !hat of tho Induutrialised countrien, is the much 

I1er prv rtotn ft total Incoe received by the fivc percent of the 

popi.arion at ile tog) of the incme scale, )for tho countries of Latin 

Awica, thin por;ej't(n ranjou trum 25 to 40 ;)rrcer.t If: the Indust

rizLe*d natlu,, the :.anj4, i typically lt to 25 porcent. Atthot.h the 

rpWnion ivceived !1y tMa loweMt .0 porcet Ji Latin America doow not 

differ very AIg.iticanntly rtxno th t rocelved by correaponding inooi 

sopft n Irli trdIt couitr1 %, "d lforencea In absolute incomm levels 

o aoation 	 income group give it a differentOd in the 	 cli of thin Itmoat 

C,7.' i. p'. ir,. ju.ta foujid that "the ahareo of tha top ordinal 
$O14I ;ire' Aat fnct ly i1-ihv" ti the idursloveloped than in the developed 
owntries. Thti,. the mhasa tt 1he top 5 percent rangeo from 30 to 40 
perIt% of total 11wtw e for under-develo|o.d, and between 20 and 25 percent 
" dOVe0.=.p,-i e 	 itr104.1' HW1xar- Elconomic (Crowtht Kato, ftructue and 
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Meaing in Latin America from what it has in the industrialized countries."
5 

Table 11-2 presents data on the distribution of income in Latin 

America for fiv, incorik. j,,oup.;. The important points to observe are (a) 

the high proort ioi of total inconio, and the absolute and relative level 

of per capita i,,come, accruing to the top 5 percent; (b) the existence 

of a sizeable "middle-class", reflected by the fact that the 45 percent 

of families below the top 5 percent receive 53 percent of total income,
 

and (c) the size of the "lower" and "subsistence" classes, as we might 

refer to them, and their absolute income levels. 

5WELA, op. cit., p. 365. Referring once again to Kuznets, "the inoeme 
shares of t- larger, low ordinal groups do not show significant differ
ences between the two groups of countries....the share of the lowest
 
60 percent of family units is about 30 percent of total income in both 
the underdeveloped and the developed countries." _op. c't., p. 124. 

In a 1955 article in the American Economic RevIew,-uznets suggested
 
the following explanation of why the proportion of income received by 
the lower income groups does not differ markedly between developed and 
underdeveloped countries. Since underdeveloped countries are chnracter
ized by low av,,r',gu levels of inconm, one might infer that the level 
of income j,, tht, lower brackets could not be below a fairly sizeable 
proportion o- iv.rago Income or the jroups could not survive. As an 
illuntrot I.u, if we assume that barn nubsistence in an underdeveloped 
country c,,rr, potjd ; to 5O percent of thje avereap income level, thten the 
shnr- ]if Ic t, iincome of tho lowest decile could not fall below 5 
percent ; niii dIevl countriJe. , where av,-rapo income leve ls ai'v hi ghor, 

aver.,,',, if)( ,r- oi tho ](ow,:-t d,,ItCIl coul l be .i I'l, snii1 Irf-' ,I raction of 

the tviti rt, i vov*ij'',o without irplyfi g a vit l,'ii yI iI)op:a.il- l ' ,uonomic 

sit u t l,,. 'Hill", " h, I w,,i, I mit (f th, Ivk ,,1tJOif,., "11,h1rv in tho 

sOculai', ' ;1rui' t otiv i:-; h iclhI' ,if th,'ei ro ( A1ntoyt id't t""'p ,cpita 

incomoi I-, ' w tlhi i whcn it ir. high." " onom ( i th ird It(;jfl 1Itc Icquial
ity", Americ.m Lor,i,' id ,.vi, ., V,,I. XIV, N(. I1, lq. 21-22. Ma.rch, P155. 

http:iI)op:a.il
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Latn America, Th Distribution of Income, 195 

- Favcetage of v.cmpAvrage veag
(relona p; capita 

reO#~V4~ Vea JAlO) IAoQWe ($Us)* 

lowest 201 .3ilt'15 

Income Groups total income 4p 

5 

30S below nmedian 10.3 34.0 130 

So% iavi median 24.1, 00.0 310 

15% below,top 5% 29.2 194.0 750 

top 5% 35.41 600.0 2,600 

Note: for 1965, exressed In tam of 1960 dollars.
 

Source MLA, Economic SuH of Latin America. 1969, . cit.
 
p. 111-28. 

The fact that only 13.4 percent of total income accrues to the lower 

50 percent of all fallies serves to effectively eliminate this half of 

the population ftomal but minial participation in the market economy. 

In Colombia, for example, "the domestic market for all but basic consumer 

pods Is lagel4 restriated to the 88 percent of the labor force with 

annual Incomes above 8000 pesos. Weak intera rzkets ,-the consequence 

of low levels of pantioipation--iupede indutrial and spicultural expan

sion and the generatio of u and remnerative employment opporUfties. 

Kusnte, upon noting that different onsumption patterns, haraterLs 

nations at dLffe et; level of development add, "sines per *apita inoome 

in the derdeveloped tiles Iosis low, most of the output goes into 

University, Inutr" Kowto. ve n -9. Cited In OAS, "The 

Uns",r nt Prble Ln LatinA ia,,p. . Vashig , D.C.,
 
Muath 1, 1970.
 



11.7 

household consumption and most of the latter has to be allocated to foods 

and other prime necessities that are produced by agriculture and basic
 

industries."7manufacturing 

For the rural sector, average family incomes lie well below the na

tional average, a fdct which is equally true for developed economies.
8 

However, disparity in the distribution of rural family incomes in Latin
 

America is far more pronounced, the result of extrem- inequality in land

holding patterns. 

Studies on land tenure and development carried out for seven coun

tries in Latin America by the Interamerican Committee for Agiicultural 

Development (hereinafter referred to as CIDA) 9 indicate that the "modal 

campesino income is the equivalent of about $300 annually except in the 

few regions where alterndtive employment exists or where the tenure struc

ture is unusually good. Cash family incomes are much lower. In the 

Andean highlands, Brazil's Northeast, and in much of Guatemala cash family 

incomes are typically far below the equivalent of one hundred dollars 
10
 

annually." 


7Modern Economic Growth, or. cit., p. 407.
 
8The differential between rural and urban incomes is discussed in 
Chapter V.
 

9CIDA is made up of FAO, ECLA, OAS, the Inter-American Institute for 
Agricultural Sciences and the Inter-American Development Bank. The 
seven study countries were Argentina, Brazil, Colombia, Chile, Ecuadors 
Guatemala and Peru. 

10Solon L. Barraclouglh and Arthur L,.Domike, "Agrarian Structure in Seven 
Latin American Countries", Land Economicn, Vol. XLII, No. 4, p. 405. 
November, 1966. Reprinted is LTC Reprint No. 25 by the Land Tenure 
Center, University of Wisconsin-Madison.
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Clark has attempted to reconstruct the extent of market participation 

for a pre-reform Bolivian peasant family of five. In Table 11-3 the 

quantity and value of goods most commonly acquired by such a family in 

the course of a year is indicated in the columns under 1952.
 

TABLE 11-3 

Articles, Quantities and Values of Most Commonly Acquired Goods 

Among the Bolivian Peasants in the North Highlands, 

pre-reform (1952) and post-reform (1966) 

1952 1966 

quantity value* quantity value* 

Bartered Articles 

condiments 
cooking grease 
noodles, etc. 
cooking pots 
salt 
wool 

-
3 lbs 

15 lbs 
5 

3 blocks 
4 hides 
with wool 

.65 

.60 
1.50 
1.65 

.75 

2.70 

-

5 
3 blocks 

.65 

1,65 
.75 

other food items 
in small quantities 2.00 

Total value of goods 
acquired by barter 
during year: 7.85 5.05 

(Continued on page 11.9.)
 

"lRonald J. Clark, "Land Reform and Peasant Market Participation on the 
Northern higyhlands of Bolivia", Land Economics, Vol. XLIV, No. 2, pp. 
153-172. May, 1968. Reprinted i-T Reprint No. 42 by the Land 
Tenure Center, University of Wisconsin-Madison. 



TABLE.,II-3 ;:cotinued.

...1952. . . ,,, , 19 6,? 

quantity value*,. quantity value* 

'PurchaselArticles o..,
 

alcohol 5 quarts 3.50 5,quarts 3.50 
soft drinks 20 bottles 1.75 
beer 10 bottles 2.50 
cooking grease "" '3ibs .60 
cooking oil 3 bottles 1.25 
fruits &vegetables' various 

(inseason) 2.50 
noodles 15 lbs 1.50-" 
bread c pieces 1.25 75 pieces 3.15 

''
 flour (wheat con) .. 50 lbs 3.40: 
rice 33 lbs 3.00 
sugar 15 lbs 1.25' 25 lbs 2.10 
coca 10 lbs 4.20 5 lbs 2.10 
cigarettes 5 pkgs "50 20 pkgs 2.00 
matches 50 boxes .86 60 boxes .95 
kerosene 26 bottles 1.i0 26 bottles I.i6 
cloth of all kinds 10 yards 4.25 15 yards 7.00 
dyes 2 lbs .25 ! ' ' - .50 
shoes 2 pairs 12.50 
suits , V' 712.150 

. 5.00.
skirt 
sweaters 1: 550 
pants 1 pair , 1.50 1 pair - 5.00j 
shirts 22-. 2.00 
hats :,4.15 ,2,. .8.00 
shawls ' -)1.,5.00 
soap 1I0-pieces. 'l.,50 

Total value of goods
 
acquired by cash
 
during the year: 22.80 95.90
 

Total value of all goods: 60.65 "10'025
 

Note: * 1966 prices:in,$U;S. 

Source: Clark' -o.92..it.,,Tables I i. ,J 

http:o.92..it
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The effect of the pre-reform tenure system ewith its,,' ezsonal) 

service obligations and outright prohibitions on what peasants could 

produce and sell, served to? diinnish the family's opportunities and cap

acity for earning a cash income, thus restricting its market praticipation 

on ,a cash basis. ,. 

With the access to land provided by the agrarian reform, conditions" 

of life for the ,highland peasant family in Bolivia ,improved markedly. 

The columns under 1966 of Table 11-3 show the increase in post-reform 

market participation, and the 'declining ip6ztance of barter transactions. 

Nevertheless, nearly the entire family income goes for food and clothing 

leaving "really no surplus income with which to buy the products of 

on expanding internal markets. '] 3 
infant industries whose growth depends 

On the other hand, and taking Chile as an example, the top 3 percent 

of farm families received 37 percent of total agricultural income in 1960. 1 

12Ibid., p. 160.
 

Barraclough and Domike, op. 'cit., p. 405.
 
14 Ibid., p. 407. "The conclusion seems inevitable that the seigneurial
 

Uisribution of income is as antagonistic to economic development in
 
Tatin America as it has been in other regions in which large plantations
 
and near-feudal conditions prevail." (p. 406) The authors support this
 
contention by reference to Alfred H. Conrad and John R. Meyer, The
 
Economics of Slavery, and Other Studies in Econometric History, Chicago,
 
Aldine Publishing Co., 1964. "While slavery as an institution appears
 
to have been economically profitable [Conrad and Meyer] concluded that
 
slavery produced an income distribution so skewed that it was difficult
 
to support the mass market necessary for the development of local con
sumer goods production. 'Seigneurial consumption was not likely to be
 
a substitute for the broad market that could have made it profitable
 
in the South to manufacture consumer goods more sophisticated than the
 
most elemental of subsistence wares,...it is not simply the size but
 
the distribution of income that is crucial for structural change, and
 
it is in respect to the degree of inequality that slavery could have 
injured the South's early chances for industrialization. "' (fn. p. 406) 
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Table 11-4 presents tentative data for Latin America on aggregate 

,cons.umption patterns by income class.
 

An emphasis upon basic wage goods, particularly unprocessed foods, 

characterizes the consumption of Class I and, to a lesser extent Class II 

as well. Their strong representation in total demand for petroleum pro

ducts is probably explained by the heavy use of kerosene a-. a substitute 

for electricity in lighting, cooking and, in some cases, heating. Con

sumption of Classes III and IV dominate throughout Table 11-4, with the
 

single exception of unprocessed foods. Between them, these 40 percent
 

of all families account for 84 percent of furniture sales, 93 percent 

of metal products and machinery, 98 percent of transport equipment, and 

83 percent of services. Taken alone, the top 5 percent of families in
 

group IV account for 51 percent of all purchases of metal products and 

machinery and 56 percent of purchases of transport equipment.
 

',Itis essentially through three mechanisms that the distribution
 

of ificome, through its influence upon consumption patterns, has an impact 

upon job creation: 1 5 

1. through the different import content of the expenditures of the 

rich and poor; 

2. through the different labor content of those expenditures, and
 

3. through the different proprotion of income spent on food.
 

0LO,, Towards Full Employment, pp 145-8, A Programme for Colombia,,
prepared by aninter-agency team organized by the Internationdl Labour 
Office, Geneva, 1970. 
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Latin America: Income Distribution and Usete Conmstin Patterns 

Income Class 

Income Distribution: I i I IIl IV 

percentage of total population
 
composing group #60 20 3$ 5 

percentage of total personal
 
income received by group 1.1 10.2 0.1 31.3
 

average personal income per 
capita, (MUS) 77 179 #497 1,190 

Cnsunt ion Patterns: 

percentage of totdl demand for 
private consumption of goods an 
services accounted for by each Income 
class: 

Produc Ing ectoror 

unprocedstd foods 11w 2 3a 
processed foxd.. beverages 

and tobacco 
. 

3 is 17 2 
clothing 4nd footwear 10 11 S3 
furniture 6 11 69 Is 

chemical prohucta 7 to 57 10 
metal products 4td machinery 1 3 4 U 
transport equiptent -2 62 
petroleaum producto and miscellaneous 

manufaicturedi gcxxds 26 19 #07 a 
services 6 11 11 3?
 

imp rtance of the demand of 
each group as a perCentaRe 
of total conaution: 10.5 lkt 50,1 7,1,9 

Source: IJ1:'S-C1.LAf In Marshal*l Wolt. " ioel I*ve Iotnt 
In Ltin America." draft ehaptar trw N!wvt . )O 
World rocial FdtuatICM. SitfAjgo, 0713. filbi.ftod 

Journalism 479, Univeroty at Wt wsa"*tn44iaon, fal 
femuter, 1970.
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tnoo=$ spent on wag goods In a develoing economy vwIU generate mors 

oployownt opportunlti tnan itf spent on conumer durables. Put dif

foNfntly, the expendturet of the poor generate more employment than the 

sxpendwttue of the rich, suggsting that a redIstribution of Income in 

favor of the luwer clatiese would exert on expau~ive Influence upon the 

leve of doestic employment, particularly of unskilled and Semi-sk1lled 

labor. 

In a rvcent paper, OA!; economists attempted to explore the Impact 

upon employwnt ct a redistribution )f income. Their approach consisted 

of grouping entirv soctor% into a labor-intenesive category (agriculture, 

artisan Inrdustry, construction anud non-baiic iscrvici ) atnd a "lebs labor-

Intensive" c4tegor (extraitiv activitioeu factory industry and basic 

ervice) rind th-n istuly w thi inlpat upon crqployrmnit and output of a 

ten percent in Ll:'-i Inter uive takenIt 'eAtio thd output of the ctors 

at the ex;*nth of the "lutes latwr-itntensive" -- (tOre that i-, assuming 

total Value of oottput 51'-uain ctintant. The ihift Il the comrosition 

of output resul ted !i (-t (,.I perc ent Iusci'oa*e tit lyit V) 

OAS, *'Lntpllnyf tt and It-outh it the tr tntey of M Itn A..rican [)velop
ment: Impllcatiotn f..r the ;eventlt,,", $anhirip.'-, D.C., Augut 19, 1971, 

1 9 Ibid., pp. 46-41).Ii * te ituly uuem agvop.ito di1t4 for omiploymeit. ;?,d 

output In 4t itsn A orlc in Br0: 
labor-Intenmva "len labor-intenalv," Total 

output (M!tJ000.00) i0 -- 5--'r.. .7r 
oployolit ( 00'))5=.'$ 0.100 62,066 

output : latior rtit lo l0/w)kr 2,030/wkr' 
Ie 10t lit# "Soits I thit output of tho labor-intenslve iectorn will in

crea4s etmploymeit It thofte ectorn 1)y 10% or by 5.475,700. The increase 
In 11"t.- istCo tw output of 54,71'),100,000 roprevents a reduction of 
an equ.-l anm.at li "lean laor- intevi lve" output which, aplying an 
output:labor ratio of 62,030/wot4er. corronpodb to a decline in employ
mnt In these 1+mttor oectora of 1,670.000. Tho net Increase in employ
pmft of 3,3lOO00 ropreconts a lain of' 6.06%. 

http:M!tJ000.00
http:46-41).Ii


To determine the nature of the income redistribution required to 

bring about this change in the structure of final demand the OAS economists 

convidered savrral ajit-oach~s. It was calclac.., .. ... th t such 

could be cauwsed by a rel,.tiv,' price change of a restructuring of drnavnd 
'20
 

33 percent between the products of the two broad grouping. If the 

relative price change was effectcd through a tax on the output of the 

"less labor-lntezdvei" tiectoru, or a subsidy for labor-inten~ive output, 

the tax or subltidy would amount to 13 percen~t of GNP. 2 1 Alternatively, 

a transfer of income from high to low income groups ouch that the share 

of the former declines from 43 to 20 percent of national Income would 

2 2 

be required. 

The exercise seems to reveal. more than anything alse, the magnitude
 

of the income redistribution necessary for a m.derate gain in not employ-

Sent. The policy implicationn for Income redifitribution, either through 

adjusting rolative prices or outright transfern between rich and poor, 

2 0 Ibid., p. 47. Th calculation ,aun~stm a unitary tylavticity of ubsti

tutlon In demand betwien nectoru. The greater likelihood, however, 
i that the elasticitiu will be t mallar, nconitlting a lar.er rela
tive price chanpe to bring about the demand nhift. 

A more fruitful approach, alro nuggesed by thm ;tudy, would be to 

stimulate "de,,iard within .iv.1i linet of activity within :.,4ctors, ao 
distinct frocn to letw,-,ir Iroad 11lctorf,ti-y igp [Oi ft] dem.nad Tis 

approach re ll,.' on the prnumptioa that t-liviti Ity of nublrititution 

within secturn It p,'nator than that b.tw tin nectorti, .1;ubtit tiion in 

consumpt ion Il t wor wood andinwmta rhul ltn- tind mAc-h iie -made 
shoes, cap!t il- and labor,-inte nulv,: ,,pri,(ultural products in greater 
than that betwen wool futni turv ad petro leuin productn or hand-made 

shoes and refrigeratorn. (p. '') 
2 1 Ibid.. 1).4"I. 

22bid., pp. 47-40. It In nanumold tht the upper incoto, group apands 

T of its income it, each sector grouping, while the lower income grop 

spends about 80% of Its Income on labor-intanolvaly produced goods. 
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ar clearly more than moat nations would be willing to consider. 

We do not want to imply that light consumer goods could not be man

ufactur6d by mot;,a eapital-intensive processea; in many countries, in fact,
 

a variety of productive processes, ranging frorr the most modern to ex

tremely traditionial, characterizet thel, production. However, the wage
 

goods industries provide at least the opportunity to choose among alter

native productive techmiques, using varying amounts of labor inputs; as 

we will see later, this is far less true of man' of the Indu,,tries pro

ducing the more sophisticated consumer durables which characterize the
 

expenditure patterns of the upper classes.
 

3. Expendltures for rood
 

Engel's Law aisures us that as household income increases, the pro

portion spent on foodstuffs will decline. It would follow therefore that
 

a redistribution of income in favor of the lower classes would serve to
 

transfer purchasing power into th,, hands of consumers whose mirginalpro

penlity to consuma foodtatuffs Is quite high. 

Within the context of a !itrategy for enploy ent creation there are 

several ruasonr for neeking to incroant, the demand for food. rirst, 

food production (urder a snallholding agriculture) requives a significant 

input of relatlvtly unkilled ldbor; It also tendi to nako little use 

of conventitnal fortna' of capital., par'ticulrly imported ca- "il inputs. 

Second, foo( proiluction providtt-i inputsf for agricultural processing in

dustrien cnd other light nAnufacturing, thus forming a link between these 

activitio ,nd minirmizinp tl, "lenkngv" duo to Imports. Furthormore, 

light manufactures, an we noted earlier, are suitable for labor-intensivo 



production. in addition, they provide many of the wage goods demanded 

by the laboring cla!ses. 

I1ie I'A,) "iniicativ, ',LrdPlar" (IPP) for South Amrerica regards 

the dum iad forood i0 ,in iirportrilt con.t 11 int uplon turjl development 

and identifiv,:. th, r, ,'i11' ; u11WJudIl di ,tribution of income as a major 

contributory facitor. 'Ihv .,tudy found "the demand for food. . .to be quite 

sensitive to even nKderatte propo',al' to step up consumption by the 

poorer half of the... iopulation at the expense of a lower rate of con

sumption by the more fortunate hali-....[suggesting] that measures which
 

favor the poor specifically are probably the most effective way of removing
 

demand constraints on growth of the agricultural sector, and therefore
 

24
 
on potential growth of rural emp.loyment." 


As the income of households at the bottom of the income scale increases 

and average expenditures for food decline, a shift in food consumption 

habits takes place. Items higher on the food chain such as meat and 

dairy products systematically replace grains and starchy foods; consump

tion of processed foods is also increased. Table 11-6 presents estimates
 

of the arc income elanticity of demand for selected food items in the
 

city of Cali, Colombia. The data indicate the increasing importance of
 

meat, eggs and milk, as wall as canned goods, with increasing Incomes; 

lard is identified as an "Inferior good". 

23Cited in Shlomo ReutlInger, et. al., "Agricultural Development in Relation 

to the Employment Problem", Economic Staff Working Paper No. 112, p. B-4.
 
IBRD, Washington, D.C., May 25, 1971.
 

p. B-4.
2 _Ibid., 
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TABLE 11-6
 

Income, Food Expenditures and Estimates of Arc Income Elasticity
 

for Selected Food Items, Call, Colombia, 1969
 

Family per capita income (Colombian pesos)* 

60-125 $125-240 $240-500 over $500
 

Average monthly income 
 91. 177. 340. 1064.
 

Average monthly food expenditures 75. 112. 161. 294.
 

Food expenditures as a percentage
 
of income 82 63 47 28
 

Food Items: Arc elasticities between income groups 
beef .76 .56 .43 
pork I.19 1.20 .78 
chicken 1.70 1.76 1.22 
eggs 1.31 .34 .81 
milk 1.32 .90 .42 
rice .48 .27 .05
 
beans .23 .19 .19
 
corn .08 .13 -.28
 
potatoes .09 .35
-.05 

yuca .29 .18
.16 

stem onion .26 .22 .23
 
tomato .75 -.16 .99
 
bananas (cooking and eating) .45 .12 .41 
cabbage .90 -.08 .28 
oranges .64 1.09 1.01
 
lard 
 -.14 -.32 -.44 
oil 1.81 .99 .57 
pan-sugar .15 .00 .07 
sugar .24 .20 .62 
head .19 1.03 .32

canned goods 3.12 2.30 1.52 

Notes: Icome and expenditure data nre based upon a random 
survey of 629 families carried out In rebruary, 1969, 
in Call by the Proyocto Intogrado de Horcadeo Urbano-
Rural (PIUM). 

*The officIal oxchatipo rate betweern thL Coloniblan peso 
and the U.S. dollar was 16.90 to 1 in February. 1969. 
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TABLE 11-6, continued.
 

Notes: Households with low per capita income have larger average
 
family sizes, 
income. 

which in part explains the low 
'$0 -125 $125-240 $2'40-500 $o

pv ccapita 
500-over 

Aver. no. of 
PeI'fOl"', P('1' 

household 8.0 6.F 5.b 5.5 

Some! unexpl, i 
larly t, the 

it,l ,nomales 
cone,,mp tion 

exist in tit 
of pot ato *;, 

dIta, particu
tom.Atoes; and 

Income,ccabbag e, between ",nilic,; Iin tho econd and third 

quart Ih,,. The:;v r et lect untIr iila con,,umption pat
terns but ir 'e likely they iro t he re tilt ol problems 
in data ctolection. 

Despite the high ela,.ticities for canned goods, they 
are not a v,,ry important item in the consumption of 
any ot tht inconA groupsi. As a percent of total expendi
tures fov food, canned goods ranges froa 0.3 percent 
for the lowu.t group to about 3% for the highest. 

Source: 	 Harold Riley, et. al., Market Coordination in the 
Development of tho Cauca alley_ n-Colombia, 
iaretfing ir, Dev-elopi rig CommunTItici erleB. Research 

Report No. 5, Latin American Studies Center, Michigan 
State University, Cast Lansing, 1970. 

The aignificance upor agricultural empluymnt of the changing con

sumption 	pattern for foodntuffs with chang/ng Income ropresents a key
 

arsa for 	agpicultural policy for, an wte will show later, thu way in which 

the demand for food Is met ha,; an Imor't&nt bearing upon labor needs in 

agriculture. 

Problem-s 	 relnted to rural ou.-ridgration tvid urbanization provide 

a third rensoii for nooking to Inr'n,,ao the deman, for agriculturnl pro

duction. It agricultural output In expamded In auch a way an to nAxlmize 

Income and erployment for the rta'al population, ImproveyrKnt. in rural 

living levals implind tly tho increatod income and emp)loymont can provide 
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a check upon migration to urban areas. As we will argue later, a reor

ganization of agriculture along lines of small family farms may be the
 

necessary condit.[on foo iniimizing, the outflow of agricultuxal workers. 

B. Income Distribution, Savings and Investment 

It has long been a classical tradition to view both savingf, and in

vestment a-i activities peculiar to the capitalist class.-.--the top ten 

percent whose income is derived from profits and rents. Lewis, in his 

famous e',say "Economic Development with Unlimited Supplies of Labour", 

defines the "central fact of economic development" as the "process by 

which a community which was previously saving and investing 4 or 5 percent
 

of Its national income or less, converts itself into an economy where
 

voluntary savings is running at about 12 to 15 percent of national income 

or more." ' 2 5 This process he attributes not to increased thrift on the 

part of the saving class, but rather to increased inequality in income 

distribution;--"sav'ng increases relatively to the national income be

cause the incomes of the savers increase relatively io the national in

come. The central fact of econmic development is that the distribution 

of incomefi is .tlterrd in favour of the saving class." 26 Thus, he contin

tes, "If we nro intftrcsted in savings, we must concentrate attention upon 

25 eprlnti:d i, A. N. Ag,,ir1abi and S. P. Siingn, The Ecoloml c of Under

doe, 3ol ra, !p. ,. ()MMfo'd t01*JV0'";ity , N'eeV;?,NIw Y x 7 1-56-3. 
Lew i-:u~t inu,,. "''wu c Inilot ,Oeidi ,nly 'iw]uohtrlall revolution 

... until we. C-111pln why ,,,ving inc'e,.ined relatively to national 
I 11coni. " 

261|,d., p. 4#17. 



11.22
 

2 7 
profits and rents." 


While it appears to be generally true, even for developed countries,
 

that the upper income groups hold the potential for the substantial 
savings28
 

from which a nation's capital stock may be enlarged and its productive
 

capacity expanded, there is no guarantee that such savings will either
 

materialize or find their way into the productive and employment-creating
 

forms of investment required for a nation's development. In fact, past 

performance in Lattn America suggests that this simply does not occur. 

Instead, mu-h of the potential savings are dissipated in the consumption 

of luxury items imported from the developed countries, foreign travel, 

foreign savings accounts and other forms of foreign investment, and do

mestic real estate. 

In the present section we want to consider the classical belief that
 

savings depend functionally upon the level of profits in national income,
 

as well as the relationship between savings and investment.
 

27 Ibid., p. 117. Lewis assumes, as did the eighteenth century British 

economists, that the landlord class in underdeveloped countries is more
 
given to "prodigal consumption" than is the capitalist class,--that
 
"group of men who think in terms of investing capital productively."
 
Thus, "given two countries of equal incomes, in which distribution is
 
more unequal in one than in the other, savings may be greater where
 
distribution i.s more equal if profits are higher relatively to rents.
 
It is the inequality which goes with profits that favours capital for
mation, ind not the inequality which goes with rents." (pp. 419-20)
 

2 8Kuznets notes, "According to all recent studies of the apportionment 
of income between consumption and savings, only the upper-income 
groups save; the total nvings of groups below the top decile are fairly 
close to zero. ror example, the top 5 perceiit of the units in the United 
States appear to account for almost two-thirds of individuals' savings;
 
and the top decile comes close to accounting for all of it." "Economic
 
Gi owth and Income Inequality", op. cit., p. 7.
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Mdern economics treats the equality of savings and'investment as 

an accounting identity. Classical economics, on the other hand, tends 

,p treat savings and investment as two sides of the same coin, both typi

cally performed by the same enterprising individual. In consequence there 

isa tendency on the part of dovelopment planners schooled in the class-

IcaJ. tradition to assume that profits beget investment,...as distinct 

.1roq the more modern notion that the prospect of profits induces invest-

The growth and sophistication of financial institutions, government 

taxation, and. foreign investment, 1,owever, provides for a new reality, 

although one which, accaoding to4,la Myint, many economists are slow to 

* 30 
accept: 

"there Is now a greater recognition of the fact that a 
developing country's ability to save des not depend 
only on the level of its average national income but 
also on other factors such as the pattern of income
 
distributicn, the ability of the government to mobilize
 
savings through taxation and the ability of the financial
 
institutions making up the capital market to mobilize
 
private savings. Many econonists still work on the basis
 
that the chief source of private savings in the underdeveloped
 
countries is the ploughing-back of profits; that is to say,
 
only the capitalists save and the landlords do not... ."
 

Table 11-7 presents data on the structure of gross savings for 

selectrd Latin American countries. The data point up the importance in
 

gross savings of the public sector, external financing, and, as is true 

for developed countries as well, depreciation and retained corporate earnings.
 

29Lewis notes in his essay, op. cit., "Malthus persisted; why should the 
capitalists produce more capital to produce a larger surplus which could 
only be used for producing still more capital and so ad infinitum? 
To this Mar; supplied one answer: capitalists have a passion for 
accumulating capital." p. 414. 

30The Economics of the Developing Countries, p. 99. Praeger, New York,
 
1969.
 



TABLE II;7 

_Latin 'America: Structure of Gross Savings in Selected Groups of Countries 

(Percentages for selected years, 1964-1967)-

Public Private 
Total Government Government Total House Enter- !'Nationil Exiternal 

Enterprises hold prises 
roupI_ - -
,Argentina 18.0 16.1 2.0 82.0 . 1i00.0. W-6.5 
Brazil 2.8- 97.2* - 100.0 t1-3.0 
Mexico' 28. 4 18.8' 9.6. 71.6 :.00.0 ;11.7 

Group~ I 

Chile, 
Colombia -

,, '87; 

24.0--, 
.... 63.2 

76.0 
-lL6 "..73.8* 

6 8 -69.2* 
-, 100.0 

100.0, 
5.,f 
9.2-

Peru- - ,---

Group III 7" 
Costa Rica 18. - ." 88.2 '-3607 -51.5* 100.0C :34.9
Ecuador -.- 4'17.4 - 52,5 -- , 00 :19,7
 
El Salvador. 21.2 16.6 -4.6> 78.8 1" 34.3
100.0 


Notes: * public and private enterprises. " 
*--public and private enterprises and household siings_-.
 
***:-!?e .%reakdown of de-preciation is as follows: 20 perceat for ptllic641 

a,6- percent for-private entery'l4ses . 

''Soucbe:.-ECLA, "Mlobilization of Domestic Resources", Econczic Bullet'n" for Latin 
America, Vol. XV, No. 2, Table 12 (second half of 1970). 
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,>if Altbugh. th 0potentialgfor-savings increases greatly with economic 

Tgrowthsthe level Qf_;actual'savings may fall far below this potential.
 

In the changeover to an industrialized society, ever-increasing financial
 

Iresources are needed to enable the system to operate and expand. "As the
 

-number of intermediate steps and stages between the production of primary
 

commodities and that of finished goods increases, the coefficient of direct 

and indirect financial requirements per unit of end products automatically 

'3 1rises with it. 

Time deposits, which have increased appreciably in several countries 

of Latin America, and corporate savings are frequently diverted to the 

current operational demands of industry, of the consumer credit needs 

required to move higher priced consumer durables whose market would other

wise be severely circumscribed by generally low levels of income. Failing
 

an effective "cash" market for the domestic manufacture of heavy consumer
 

durables--autos, refrigerators, TV's--"the expansion of the higher-priced
 

consumer durables market tends to depend almost entirely on the extension
 

of greater financial facilities and the expansion of the monetary resources
 

needed to provide them." 3 3 Thus, to the extent that savings and other 

31ECLA, "Mobilization of Domestic Resources", Economic Bulletin for Latin
 
America, Vol. XV, No. 2, pp. 119-20. (second half of 1970).
 

32Accessibility to financial institutions has been a limiting factor in
 
reducing the level of personal savings of the non-metropolitan popula
tion. In Peru, for example, between 1955 and 1965 the number of savings
 
accounts increased from 830,000 to 2.1 million, in direct proportion
 
to the number of banking establishments serving the public. Accounts
 
with a minimum balance (less than $US.12.) account for three-frarths
 
of all accounts opened in the period 1955-65 and in 165 nurrbeved almost 
a million more than in 1955, revealing that "the more modest sectors
 
of the population have increased their participation in savings trans
actions." Ibid., p. 134.
 

33Ibid., p. 119.
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financial resources become absorbed by these types of expenditures they 

are not available for more productive, job-creating forv" of cal Ital for

mation. 

However. a high raite of c.pit.l forrmltiOri, In itatilf, s not buffi

oient to guar.ntCC a rdid ratet Of VOtWt ,...dt least not In the short 

run. This to audo apparent by the LCLA data ,ro sented in Tabtl 11-3 

which contratn grost fixod capital torvition dn a percentatl'of CUkP With 

the annual growth .lte of G.01' for selecteo couwtrie.' of Latin AmarIC4. 

Despite the seeming inconjitivencieen between t-rowth rates and the 

level of capital !ozmation. thez'e in still reason for believirng that. 

over the medium- ar' long-run hiph and smttalned rates ot economic :rovth 

require high levels of Invostnent. Elowovev, the data of Table I-8 do 

seem to indicate that "although subtitantial capital fortir is a ;4v

oondition fox, attaining oatI2factoxy produ,:tlon grcwth rates,...by Ltsvlif 
'' :It Is not enou&. 

The translation of potential sa.vings Into p.roductive foa=w of invest

went, within the context of a tree entorrtse society. dependq upon the 

potentil Investor's perception ot proital, 1ty. NUSkno po'sl the ;ae

tion as a variant of A.damn Smith'n famouJ theorl al~out the dlvialor. of iAbor, 

-- "the inducement to Inveat Iu limited by the ase 'f the msu*13.1,35 

34 Ibid., p. 95. The nt.r, lmportant factar0 affectLng the raeAtlonshlp 
between rates of inventment and ecowomic grwth are (1) the p.valhilng 

-economic fttlton, (2) the axist.ng I;f,iaAtrictuw , and (3) the eiwtor
.%l or Induatrial coinpoition of Invcostuaiit. ror a dincusaon Uf these
 
points. lice I1)14t., pp. 115-96, alsi Ull! 'd.t 1 ollto,&d, Uo icom,
 
1959.
 

3 5 Problem* of CnjpItnl rnoiW.tlon In thhdoilrdmvaloood Cortrla, p. 6. Oxford 
rivereity riaa-&99iYiiJ; A iUSh7rba.6.Ocf 

http:axist.ng


LAtin Aer1cW: trt Rate Of GrC:ss Domstic hoiuct -an 

liM-FZm' ie Ce; r~s Fxed CaPitI..a-e Cr I%*-=j a a Per- Q! T Matica a Pat-
R EM__ __ c*-:.- !f SW__ _ __ _ OLe. Of C:) 

k~&2.7 .7. 2 2.1 19.6S.0 16.1 3.s 14.1 

Pam3.1 2. S.1 22.S 

C: 3Rcm S.6 17.5 5.7 17.7E= 4.3 U.4 4.1 12.S
El S aveo, - S.I 3.8
 

Latin A"ica 
- 3.3 16.2 

So~me: IEA, 'U111zatila of Dmtic lowa.'sm 00. ci.,Tbl 1. 



11.28 

In Hurkse's scheme of things, market size--measured in terms of effec

tive consumer demand--occupiea center stage. Market size determines 

not only capital intensity ind hence labor's productivity, but the total 

volume of production as well. Since "production creates its own demand, 

'36
 ...the size of the market depends on the voluiwte of production. 

Nurkse's Vicious Circle of Pove 

a ital formation ( Ii ) 

Daeed on Murkae, oj. clt., pp. 4-.l 

N(urke, quite obviously, zauacribcd to the classics 

Lalw, which he n~.intalned wati vald in developing countries in a global 

ot *conomy-widte ne-nst aM assuming no leakapesz. 3 hiowever, ho e COgizeI 

II"cOnitellatlon of i'retuutatwcoa tendIing to preserve an~y backward 

3?'Cven though~inl eceiuoincaly backward areas Say's Law may be valid 
in the nense that thScrozeis rae def1ationary gap, it never valid in 

the sewne that the output of'any single industry, newly set up with
capital equipment, can cre its own demand." Ibid., p. 9. 
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eoonoo, in a stationary state, in a state of 'underdevelopment equili

brium', ...automatic forces within the systim tending to keep it moored
 

''
to a given level. 30 The development riddle thus consisted of upsetting 

this equilibrium in such a way as to impart to the syJtem a process of
 
39
 

"circular advance".
 

For Nurkse, the solution lay in "balanced growth", that is, "a more 

or les synchronized application of capital to a wide range of different 

industries (resulting in] an over-all enlargement of the market. People 

wo*king with more and better tools in a number of complementary projects 

become each others' customers."
40
 

Implicit in Nurhne's doctrine of "balanced growth" is the inverse 

correlation between economic growth and income inequality, for if the
 

new output of the coiplementary projects is to Le consumed by the workers
 

an these projects, the workers must also receive the bulk of the new 

purchasing power. Were itotherwise, that iti, were the new purchasing 

power distributed on the basis of existing Incoryse pattern', the mass 

markets necessary to support the n,w induvstrial capnbility would fail 

to materialize.
 

Mass markets cannot be founded upon the demand of a small upper 

clas since as incomes rise, "expenditures tend to be more diversified 

rather than to involve larger purchases of the same items." 4 2 Highly 

3
$Ibid,, 
 p. 10.
 
39Id-,p
 

Ibihdeq p. 11.
 
40 1bid., p. 11.
 
41W, Paul Strassmann, "Economic Growth and Income Distribution", Quarerly 
Journal of Economics, Vol. LXX, No. 3, p. 426. August, 1956. 

42ECLA, Economic Survey of Latin America, 1969, part III, p. 111-17. 
Special Studieo, ECLA Committeo of the Whole, fifth Extraordinary Session, 
New York, 4-6 May, 1970. 
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isk d psttwnu of Inooms distribution, 'as ch ise 'the economies 

-of litin Amelc, seldom provide th ,1onditlon ic essavy vfo'a oaiumula

tiv ,Instead, woiver may be drawn(ci lmutenou)-Jntinr boft. 


&Wf vthe -Industries Noduoing tfor the masses ,""a- eqUenos of
 

a lack of effective demand and Into those areas pr6oducinfg lWPwY item
 

and p ppesonal setvices
8oviding for the smll ,upper clss. 

Studio' ofthe mmlse distribution of Income in underdeveloped coun

tries reveal that only a stall grouP In these oCuntris "Oomands an 

income and an afford a standard of living equal to that of the vast 

3
majority of the population In the dev4loped ommtries. If these high 

Income poup. were to a t in sucht a way "to to mawxiie the ocumtry's 

economio gro.th, the observed Inequality ! be a more efficient dLstri

bution system than a ore egltarman 8ltermatLv. But the 'if. is 

Iportnt, and the contribution of the top Vvoups in the income pyramid 

not be welhed ainst the potential Increase in the contribution of 

the Vups blbw the top that ight result from n&rrow inequality in 

th income distribution."" 

Were these top groups 'V th-investln purltans"o acting gor the 

Vvee good of sootety, inequallty in the distibution of iom night 

be associated with only moderst counsutiOn inequality, with essentially 

only political and social significance. In such a ce the "wealth-

MKMmets, Nodern F onomio aOrwth, l. p.p 2.2t. "I such
 

income or staiR of uvins n so1e wLldisnsable fo the pro
economd the smallnesductive performance requred by moden 

of the pop in .undatevelped cmintris with such M UIN 
poes pve difflulties,. 

44Tbldog pp. 425-6. ( 

- . :i ! , . . . . . . . 

4 
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Investing puritans could be regardee as a distinguished caste of tax

collectors, charged with maintenancL and growth of a community's capital 

stock," their high incomes tolerated by the community in anticipation 

of increased productivity and consumption for all45 

The reality in Latin America, and in contemporary western society 

generally, however, is something else. The prestige of individual 'tax

collectors' originates far more with the amount of taxes collected (income
 

earned) than from the number of productive plants established or jobs
 

created. In this case, tolerance by the community of their high levels
 

of Income and consumption derives from the force of law.
 

That investment and Industrialization relies upon growing equality
 

In consumption seems quite logical; not surprisingly, however, the pro

position Is difficult to document. Using data developed by Kuznetu for
 

the United States, gtradnsmann demonstrates, at the very least, that n

ceaed capital formation is not antithetical to growing income -ud con

sumption equality.46 

"In the United States the rate of capital fovrrtion
 
was highest during the years 1804-10%9i when, due 
to the lag In the secular decline of wages behind 
prices, incotr nppnarri to have been morj evetily dis
t 'ibuted than at other timen between 1j6 J and 1914. 
In these yenrn the rate of cacpital formation 

° 	 zNrached 16.1-16.2 percurit of nationeal Incom. The
 
rate of capital fourhit ito Iet;io.i d above 13.0 percent
 
throughout the jp.'iod lii-Pil''l, ut fell to 10.2
 
percent for the dv<eid, 1120-1'wj. Durinzg this (ec4d
 
the inconw.m. of tht top 5 pe'cent of tipendlnt wnilts
 

Btronsann, 2.1 . ,p. 431. "An long a the conauption of the vo.lth-
Inventoro desn.iie,-- favitsoaiter than avorag. 'otisnuption, the Lnvestor, 
canot bh wC¢uteld of takihir wifair advantaga of their privileges, 
or divwrtinp taxes for capital form1ton to their own ausements." (431)46 bid., 	 p,.433. 
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increased by 29 percent, while the lower 95 percent
 

lost 4 percent. From 1929 to the years after World War II 

(average of 19L4, 1946, 1947 and 1950), the share of 
of tile to[) 5 percent fellnational income before direct taxes 


from 31 percennt to 20 percent."
 

a ,eculor irivr'ovnentEnn o (iyData fr Liii;aind ii, ,ut 

"with tht-.e,, t rend,:; particularlyin the rel atviw, di-,trihtit in iA incoine, 

, ])tit b1w i wing pcrl,q ., in the period before
noticeabl ;ii , th 

' 17wjrld wir."
the first 

Osht i has shown for Japan and Taiwan how increased income equality-

conreducing dissavings, stimulatedessentially higher farm incomes--by 

siderably the growth of capital formation. 8 In 1926-27 about two-thirds 

of Japanese farm familles evidenced rote dissaving. By 1963, however, 

(and"after land reform and the rapid ris in agricultural productivity 

nonfarm side Incoe), nearly all brackets of farm iamiliet- showed positive 

investment a5 a percensavings." 41) Ovur the name period private fixed 

tage of CUP nearly tripld, increaning from 6-9 prcent in 1'26-36 to 

190,-65. similar results ar. suggested23 percent during the perid 

by the data from Taiwan. 

In contrat , in iha Pllippines and Ceylon, whore land reform has 

not booho inr itutod wid farm Incomes average a halt to two-thirds of 

farm familie, atpi-ar to havethe non-far" leval, nl, t ?S ,It -nt of 

some dlmtavings. 

47 Kuint t"l.u : i u . ii a he Iipra,11ty"'t (T-.Lt . 4, 

li.oCtr Growth"O48LAbor-l,,cf 'I xp0 rsb,,nt' Oildt hilia L.&W- itOn11VO tl AaIan 


Iconomir 1)ovol.,Jmnt and cultural.('hkfgK , Vol. D,*Mo, 2, pp. 101-183.
 
_

TiJary . 1571.-


soIbid.. p. 171#.
 

Ibid.,. p. 174.

SII , . 374 



*- A dinif to'Paul"Bu:n, 'he'"uderstanding of the factors respon

sible for the size and mdoe of utilizatioti of the economic surplus is 
one o the fo task of a theory of economic development."3 2 

Econmic' sotems dIffer' esentially in tho"manner in which the surplus 

is appropriated in the process of expanding the capital stock and en

larging productive capacity. 

In a free enterprise econoy the rationalization for inequality 

in income distribution and the right of the entrepreneur to generous 

profits lies in the belief--which we would now suggest has more often 

boon only a hop--that such profits will be re-invested, further exponding 

the nation's productive capacity, output and employment. As we have 

sen above, however, income inequality outs two ways; --while it may 

provide the potential for further investment, it also inhibits the growth 

of sNs markets and thereby prludes the need for further investment 

in productive capacity. 5 8 

5211o Potial E!!= of Groth, p. 21. Monthly Review, Now York, 1957. 
Haan- N-Ow- papsiv' lt~o. 1986. 

531t Is precisely this belief that profits will be re-invested--the 

assuoptiLn of a high propensity to save and Invest on tho part of entre
preneurs (ooupled often with an asumption that the wage bill is entirely
oonumed)--WhLoh enables mathematical economists to "prow" thnt a max-
Isna rate of eqplalment creation Is Incompatible with Naximm gowth
since the latter is a functLun of the economic surplus which, b
tion, can om only hrm profits. See, for example, A. K. Son#chice 
1,l m l Alao ge,Word, 1962. "Provisional asou4 MWTfi 
-ulOr orTnts "SLmpe Model" Is "(7) the wage bill Is entirly con
smsh and thee surplus entirely Invested." Ik4. * p. 22. 

Such "siple"modls, a their authoresWen purport thea to be,
emwit aeoamodato the lees exteme but m msaizgPfd&assumptIons

of eonomie reality withou becaming wuiLe , thus losll their use-

Msse as mdel. StUart ku has agued that the s r ous
 
a model bemeuss a the higher Its dopres of technical smawass mW beg

but the r itrIts inbLiity to explain eamoet evlopmtThe
 
Roots of American toanio Oreth, pp. 011...
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traOt~o ~~on~eccoqmitu t ~1z* tg~teF the, cngeptp, of private 

,an etent.I S#4,t ,0 4n difficultneni~epo ffk,4PewOe 

ion:fl0, of tvate te ,t oi.1 1:e 
~s tpwl~,,.atel" potLli ~tos mno O~nfTh thso forolm £nedo 

Oto rp h pcnde4 't htO O freedomofn priv 

entrepreneurial decision with political frdpom, and the belief that what 

is OeskT fbr business is th e -ast,c qar, carryove from the 

rip#oe wh*%eb tl Individuall*. O.nt.rOner "by; pursuing 

his, am interest .frequently ProMotso that of -the society more effectuall 

,than ho relyslov intends to promote it."15 4 

VonH1 fO xani The Road to Serfdom WOs of, the encroach3o~ , 

Omt of,8o AUlsp ntheUnitd States; 55 

!"1ek haVe progressively abandoned that freedgm, in economic 
affairs without which personal and political fredom has 
never existed in the past. ,Although we had boen waroed by 
sW" of the peatest politil thinkers*of the nineteenth 
centry, by DOquoceville and Lwd Acton, that socialism 
means slaver , we have steadly moved In the direction of 
socialsm."1 

Socialist society aIi to corsect the vasteftlnesi of capitalism

the ";mdereqlyn equi4ibrium" which Keynes identified,9 the tendency 

towvards, ovwroLoa identijed by Marx over a hundred years ago, and 

-fAi emith, oTe Ve-athof Natlos, p.,4o.w hod L tion,
 
Rau H, (wp. . 4e. -. WeM. b.A1 t
 

riedriob, A.- Nekj the"Read to seifdm,UniVesty Of Chicago Press. 
Chia~o MW~* N the *ub~co Hilaire Belloc 

Stt* or male , "the, effect o 
~~& socIety is to PVoduce athird thing 41ffirant 

born either? of ,its two begstwe&".O wt h evl tt~ n . 
Ck~wIn (;. !" to is lISYd44 1160#81o4s achievedfand main-

t:idby'0DMTlessns ieem definitl" tI belonto the voaW.d of 

(The arv~. 10V M
a oM 

1,mi oils 
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the declining attractiveness of investment opportunities for plowing back
 

into the system. 5 6 
profits 

In many parts of the developing world, socialist societies are striving 

to secure for their citizens a more equal share of their nation's growing 

product by means of a highly regimented economic system. What one does 

in such a system is dictated by the state and determined by the needs 

of society. Thunt, surplus labor need not be lost to the community, but 

can be readily employed on infrastructural projects. What one is paid
 

has little bearing to marginal productivity but is presumably determined
 

by the individual's needs. The possibilities for increasing social wel

fare under such a system are substantial. 

Due to high levels of unemployment, industrialization in Latin America
 

has led to increasing maldistribution of income. Despite impressive gains
 

In economic growth and per capita income which the aggregate data reveal,
 

income inequality is growing and the needs for increased social welfare
 

are not bcing mct. Economic growth allows for the possibility of sharing
 

the increased output; economic development, however, implies more than
 

the possibility of sharing; it requires sharing.
57
 

Sharing, however, need not mean leveling. Instead it should mean 

a concern on thi part of the upper classes,--or the state--for the rights 

of all individu.i,,, to some form of productive and remunerative employment. 

If societ i,., functioning an free enterprise economies are unable to pro

vide a mfiril leivel of employment which is acceptable to its citizens, 

5611a ,1, op. cit., pp. 05-M. 

571'rio it. !':icairer, "1Te Cari, Against Indiscriminate Capital Intensity of 
Invi'itmi-ntt In Ovorpopulated Iveloping ,ountries". Indian Journal of 

Economli, Vol. XLVI, Part II, No. 181, p. 136. October, 1965. 

http:sharing.57
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it seems only likely that those citizens will seek tp adopt other forms
 

of organization better suited to their collective economic and 
social needs.
 

The example of Mainland China, in particular, is being 
watched closely
 

by the developing world for the lessons it may provide in 
dealing with
 

Despite the cost in human
growing unemployment and income inequality. 


values of which statesmen, philosophers and social scientists 
warn, the
 

developing nations may yet seek to emulate the Chinese model in the belief,
 

as Eric Shearer puts it, "t'.at they have nothing to lose but the value
 

58
 

of their marginal product."
 

C. Conclusion
 

We have attempted to identify several of the links between inequality
 

As in many of the
in income distribution and low levels of employment. 

vicious circles of poverty, however, it is not clear what the 
cavsal se

whether from income inequality to low levels of empioyment,quence is, ...


or from low levels of employment to income inequality. Certainly from
 

the individual's point of view employment is the guarantee of 
access to
 

But from the point of view of society, that is,
the stream of income. 


viewing low levels of employment as an institutional problem, as 
we have
 

been arguing, the causal sequence appears to run from income 
inequality,
 

to make maximum use of domestic 
-- through , structure of demand which fails 

The ILO employ-
human resources--to low levels of employment generation. 

ment study for Colombia notes:
 

58Ibid., p. 137.
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"o..it is hard for us to envisage a fall in the proportion of 
the population which is unemployed or a real reduction in 
poverty without policies being adopted which shift the income 
distribution, both soon and decisively, towards those who 
would spend it on the goods which can be produced inColombia. ,,59 

However, simply taking money from the rich and trazisferring it to 

the poor does not provide a viable long-run solution to the problem of 

low incomes and loy,levels of employment. The long-run solution requires 

the establishment of permanent access to the stream of income for the 

entire work force. The means of acquiring such access is through remun

erative and secure employment. But jobs cannot be fabricated out of nothig; 

labor is rarely demanded as a final product, but rather for the sake of 

the output of which it is sapable of producing. With the important except

ion of subsistence agriculture, jobs, must follow the demaad for goods and 

services.
 

The policiesl which can reslve ,the unemployment problems of developed 

countries are usually inappropriate to those same needs in the developing 

countries. For the former--characterized by a highly monetized economy, 

factor mobility, and a large federal budget--unemployment is usually the 

consequence of a temporary demand insufficiency in the presence of idle 

industrial capacity. Stimulatin;;: demand exogenously may be both econ

omically feasible and within the capabilities of the central government. 

For the developing countries, however, unemployment is chronic, ... nor 

can their economies marshall the resources n'.cessary to stimulate the 

cumulative demand expansion which results in full eimployment. 

W[thin the context of economic development, income redistribution
 

.
59TE o . 
Towards Full Employment, op. cit., p. '161. 
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is more in the nature of an "end" the means :to which is remunerative and 

secure employment for the entire workforce. In rural areas, where' consi

derable slack exists in the amount of labor which could be ccmrbiued with 

the land resource, agrarian reform must represent the basis for increased 

employment. Thiesenhusen has argued for a re-invigoration of the light 

manufacturing sector in Latin America through incorporation of the landless 

6QW"
into the market economy, largely by means of agrarian reform.- The in
come redistribution implied by such a reform would place a permainent stream 

of purchasing power at that point in the economy where it would have 

maximum impact upon income and employment generation. ' 

In the section on savings and investment we have considered the 

classical proposition that an increase in savings and investment depends 

upon profits increasing its share of national income. This proposition 

appears to us fallacious on two major c6mts. First, evidercs in support 

of it is completely lacking. ECLA, for example, has re?prted,,for Latin 

America that studies on the relationship between "concentration of income 

and ...savings coefficients ...seem to ,1ord no stat3,sticdl evidence of 

a definite correlation between the two v riables.1" 
, .. 

Fecotd-' if the 

classical proposition were true, the incrjase in the porporeion of profits 

in national income necessary to bring about an increass in savings, would, 
. ' , J '" , 

at the same time, serve to further circumscribe the ze of.the iiwrket, 

thereby dampening the incentive to invest. 

601William C. Thiesenhusen, "A Suggested Policy for Industrial Reinvigoration 

in Lain America", LTC no. 72, Land Tenure Center, University of Wisconsin, 
Mad3o.';'n, September, 1970. 

61 ECL ., "Income Distribution in Latin America", Economic Bulletin for Latin 
Amnrtica, Vol. XII, No. 2 ,,p. 59. October, 1967. -
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According to the OAS study cited earlier, "the road to full employ

.
ment.' .lies in the adoption of policies that result in the development 

of broad internal markets in which the great masses of Latin Americans
 
... . 62 

can actively participate." ECLA has estimated, however, that for 95 

percent of Latin American families, per capita expenditures for manufac

tured items other than food average only about $50 annually. 6 3 Insofar 

as remunerative and secure employment represents the basis for access to 

the nation's income stream and consequently the key to market participa

tion, a broad policy of employment generation would appear to be the only 

viable solution to the vicious circle of low incomes and low levels of 

employment.
 

True, we are making the obvious assertion that job creation is the
 

solution to the unemployment problem, but not in the Keynesian sense of
 

overcoming a temporary demand insufficiency. We are arguing instead that 

Latin America's problem of chronic demand insufficiency has resulted from 

the mass of the population being prevented from participating in national 

markets by low levels of income, and that the process of increasing the 

level of market participation,--which in turn will lead to increased de

mand for output and more jobs--must begin with a national commitment to 

increasing employment opportunities. 

In concluding the present chapter we might do well by quoting the 

remarks made by Simon Kuznets in closing his Presidential Address to the 

American Economics Association in late 1954:64
 

62"Employment and Growth...," op. cit., p. 34. 
63Cited in Thiesenhusen, op. cit., p. 8. For the upper 5% of families, 

per capita expenditures on manufactured goods average $820. 
64"Economic Growth and Income Inequality," op. cit., pp. 25-26. 
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"There is danger in simple analogies; in arguing that 
because an unequal income distribution in Western 
Europe in the past lcd to accumulation of savings and 

finaicing of basic capital formation, the preservation 
or accentuation of present income inequalities in the 
underdeveloped countries is necessary to secure the 
same rcsult. Even disregarding the implications for 
the lower-income groups, we may find that in at least 
some of these countries today the consumption pro
pensities of upper-income groups are far higher and 
savings propensities far lower than were those of the 
more puritanical unper-income groups of the presently 
developed countries. Decause they may have proven 
favorable in the past, it is dangerous to argue that 
completely free markets, lack of penalties implicit 
in progre ,sive taxation, and the like are iudispensable 
for the economic growth of the now underdeveloped 
countries. Under present conditions the results may 
be quite the opposite--withdrawal of accumulated
 
assets to relatively 'safe' channels, either by flight 
abroad or into real estate; and the iw,,i ity of 
governments to serve as baltic agents in *',( kind of 
capital formation that is indispensable to economic
 
growth ....Yet it is equally dangerous to take the
 
opposite position and claim that the present problems 
are entirely new and that we must devise solutions that
 

are the product of imagination unrestrained by
 
knowledge of the past, and therefore full of romantic 
violence." 
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CHAPTER III: FACTOR PRICE DISTORTIONS AND UNEMPLOYMENT IN LATIN AMERICA
 

Economic theory indicates that if a firm can produce a given out

put by any one of a range of possible combinations of homogeneous
 

o'pital and labor, that combination or technique will be chosen which
 

minimizes costs, or alternatively, maximizes net return. In the sim

plistic textbook model, making all the classical assumptions, supply 

and demand in resource markets are brought Iato balance through the 

price mechanism, resulting in full employment.
 

For the econoinles of Latin America, scarcity of capital implies
 

its high price; the reverse is true of unskilled labor. Differences
 

in relative factor supplies among countries should result in different
 

factor price ratios and a different organization of economic activity
 

since resource prices guide entrepreneurs in their choice of production
 

techniques. "What is an economic use of resources in one country may
 

be uneconomic in another in which relative factor prices are quite dif

ferent. A capital-intensive method of production may be most economical
 

and cheapest in an economy in which real wages are high and the rate of
 

interest low; the same method of production need not be economical in
 

another economy in which labor and capital are available in a completely
 

different ratio."
,1
 

As it turns out, however, equilibrium in the markets for produc

tive resources is not one of the characteristics of the Latin
 

American economies; despite their relative abundance of labor and
 

scarcity of capital, production techniques have tended to converge
 

iPeter Bauer and Basil S. Yamey, The Economics of Under-Developed Coun
tries, p. 118. University of Chicago Press: Chicago, 1957. 
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towards those used in the developed economies. The result has been
 

severe unemployment of unskilled labor and an excessive demand for
 

capital.
 

The theory of Selection-of-Techniques, or Choice-of-Techniques as
 

it is also called,2 seeks to analyze and explain these seemingly con

tradictory tendencies in resource markets, and by so doing discover 
the
 

means by which they may be reversed and additional employment opportun

ities created.
 

Selection-of-Techniques is not a new approach to dealing with
 

employment problems in the developing nations; it has figured prominant-


The ILO, for
ly in the development literature for at least 20 years. 

example, has long been interested in the impact of changing technologies
 

in his report to the Asian Regional Conference in
 upon employment. 


Tokyo in 1953, the Director-General of the ILO made the following very
 

3
 

perceptive analysis of the 
problem:


"Whatever progress is achieved with capital formation
 

either from domestic sources or from foreign borrowing,
 
it is certain that capital is going to remain scarce
 

for many decades. The methods of production based on
 

high capital investment pev unit of labour which pre

vail in the advanced countries would surely be un

economic for countries of Asia to-day. These methods
 

of produccion have been developed in countries where
 

labour is scarce and dear, where savings are high
 

and where effective demand has kept ahead of what
 

can be produced with existing techniques and labour
 

_As representative of this literature, see Ignacy Sachs, "Selection
 

Problems and Policies for Latin America", Economic
of Techniques: 

Bulletin for Latin America, Vol. XV, No. 1, pp. 1-34, and Amartya
 

Kumar Sen, Choice of Tecniques. Basil Blackwell, Oxford, 1962.
 
31LO, Report of the Director-General, pp. 38-9. Geneva, September
 

1953. The advice was 1argely unheeded; industrialization was far
 

more compatible with the prevailing mood of optimism and nation

alism.
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forces. 
It is labour which has to be economised.
 
In Asia labour is plentiful and cheap, and it is 
capital which has to be economised. This is a new
 
economic problem and demands new technical methods
 
for its solution. The search for these methods,
and their application, will not be easy. It calls 
for a sustained effort of imagination and ingen
uity, using the creative efforts of the whole com
munity, to produce new technologies which will be
 
genuine innovations.',
 

Selection-of-Techniques describes precisely that "effort of imagina

tion and ingenuity ...to produce new technologies" so designed as to
 

utilize labor and capital inputs largely in propgrtion to their
 

social -opportunity costs in the nation's economy.
 

In what follows we shall be examining the employment problem in 

Latin America largely from a selection-of-techniques point of view, 

that is to say, from the point of view of factor-price-ratio distortion 

and consequent resource misallocation.
 

In the first part of the chapter we will consider some of the
 

policies, programs and attitudes--official and otherwise--which have
 

served to make 
 capital cheaper and labor dearer than would seem to be
 

indicated by their relative availabilities in the Latin American 
 econ

omies. 

Following hat 'we will discuss some of the options open to govern

ments for reversing' the present bias in Latin America's development pro

cess in favor of excessive capital intensity in production. 

We conclude the chapter with some brief remarks on the need to,
 

develop and adopt production techniques more in line with factor
 

availabilities--the question of alternative techniques. These remarks 

serve also to introduce the subject matter of the following chapter, 

which is concerned entirely with the development of alternative techniques.
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A. Factors Contributing to the Capital-intensive Bias
 

During the late 1910's and into the fifties the fashionable diag

ofnosis of economic backwardnesz wa a lack of capital. The success 

the Marshall Plan must have reinforced this impression, as did the very 

obvious correlation between high levels of capital formation and the
 

level of economic activity in the developed nations. 

The merits of this proposition provided the substance for a body
 

of development literature during the decade of the fifties which helped
 

place in proper perspective the role of capital in the development pro

4
 
cess. 

Policies and techniques developed in response to the perceived
 

need for increasing the level of capital formation have survived and 

grown and today serve to promote the introduction and use of techniques 

in production characterized by excessively high levels of capital in

tensity. Ironically, the perception of a capital shortage in an earlier 

decade and the policies designed to deal with it must receive much of
 

the blame for the employment problems which face developing nations in 

the present decade.
 

Among the major factors which have served to impart the present 

bias in favor of capital-intensity to the development process in Latin 

America have been subsidies for capital equipment, external influences 

4See, for example, Ragnar Nurkse, Problems of Capital ormation in Un
derdeveloped Countries. Oxford University Press, New York, 1953; Simon
 

Kuznets in United Nations, Processes and Problems of Industrialization
 

in Underdeveloped Countries, p. 3. New York, 1953; and the readings
 
included in Section ITT.of Gerald M. Meier, Leading Issues in De
velopment Economics. Oxford University Press, New York, 1964.
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upon capital-intensity in production, and wage policies. The more im

portant of these factors are discussed below.
 

1. Subsidies for Capital Equipment
 

Celso Furtado has noted that capital subsidies in the form of ex

change and credit policies, "designed and executed without taking account 

of the possibility of choice between production processes, ...have
 

created conditions artificially favorable to automation and over-in

vestment in fixed capital." 5 With respect to the Brazilian case,
 

Furtado concludes that "had the industrialization policy been based
 

upon long term credits, but at realistic rates of interest, with subsi

dies for industrial production during an initial period (of five, ten or 

fifteen years), the results, with respect to choice of technological 

processes, could have been more in accord with the interest of the en
'6
 

tire national economy.
 

Several mechanisms which have the effect of reducing the costs of
 

capital are being utilized by Latin American governments in their efforts
 

to industrialize. Among such mechanisms must be included the following:
 

a. interest rates which are artificially low. The excess demand for
 

credit which is the natural concommitant of low rates is met by ration

ing the limited supply of loanable funds. The larger, well-established
 

firms, which are counted as "better risks", typically benefit from this
 

,process', and these are often precisely the firms which already are 

Un Projeto Para 0 Brasil., 3'd edition, pp. 43-4. Editora Saga,
 
S.A., Rio de Janeiro, 1968. Translated by the author.
 
bido,, p. 44.
 

6 
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The e study for Colombia notpt 

"Inthelog rn.unduly low interest -rates-my 
by ponal.n! sivng, actually c s bo 

.. othe'6 a4pita1..tfi6n'),at-eiihbik SIth , 
stjxulus they seoe to provide. From the point of 

rates can thus be doubly harmful: capital invest
mont Gil~b dUicourig 'Ind 'what' Investsit there, 
is tpmds to bring labour-saving technology," 

b. Inflation, which may lower the real rate of interest below the nom

inal te, thus serving to subsidize the costs of capital. At time,
 

negative real rates of interest con result if government restricts
 

nominal rates to limits which are exceeded by the actual rate of infla

tgn., An investment bias in favor of short gestation projects often
 

results, discouraging "investment in price-rigid economic overhead oar

''9
vices, such as power, transport, and communications. The change in
 

the. lnvstment"Vpa tern which inflation causes, however,--from long- to
 

.hore't-gostaton p~ojeos-n.am no; initself have an Important bearing
 

upon levels of 1qaital iptensity. 1 0  Investment in inventory accumula

d.,tion and construoton are faygred in the process, although capital ration

iwngS willm os l*4y e reqi4wed to keep denand and supply ,for loanable
 

fundsinbalano,,
 

IL, Towards Full Emploi.ont, A programme for Colombia, propared by 
a t.: gel)oGy ised mby tho Internationql Labour Office, pp. 178-9.t'.er teal 

goeneva, 1970.
 

MIbd., p. 178.
 
9-

Roberto de Oliveira Campos,, "Inflation and Balanced Growth", inHoward
 
S.81* Wallich Ndi'.), Eonmic 'b*4411 ni for LatinBllind-1nry'y 

America, p.-102I"Kac-flsa tICo+, Ld.,' L , 951..
 

,
1Wer Baer, Industrialization and Economic Developmen n D /1i ( 
pp. 128-30. Richard D. Irwin, Homewood, Illno£s, 1985. 

8

http:jeos-n.am
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Inflation may also influence the capital-labor ratio through a 

quite different mechainism--by the differential impact it has upon the 

cost of tho v,uir,u'; fictor of production. If, as an example, investors 

anticipate i chi\)nic tend ncy for wages to lag behind capital costs, 

they may choo';e to n;ubstltute some labor for capital in fu.ture produc

tion plans. Differe:nt combinations of assumptions with regard to 

(a) Investor expectations of the duration and intensity of the inflation;
 

(b) workers' ability to defend their level of living against the infla

tion; and (c) the long-term outlook for the ratio of capital Costs to
 

labor costs; can lead to different conclusions about the level of cap

ital-intensity in production, all of which, however, must be treated as
 

extremely tentative and simplistic.
 

c. exchange rates, often "multiple" or "preferential", which serve to 

encourage the importation of certain types of capital equipment. Nations
 

may also overvalue their currency with respect to foreign currencici ,
 

thereby reducing the domestic price for all imports, not only capital
 

equipment. A further means of subsidizing capital imports through ex

change rate adjustments is by making foreign exchange readily available 

at fair or favored rates for the servicing of loans from overseas 

equipment suppliers.11 

Brazil, for example, hold the value of the cruzeiro at the "com

pletely unrealistic level" of 18.5 to the dollar from Juno, 1947, until 

January, 1953, during which time internal prices rose continuously,
 

UGerald M. Meier, Leading Issues in Economic Development, Studies
 
in Intornatona Poverty, 2'd edition, p. 436. Oxford University' 
Press, New York, 1970. 
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ending the period about two-thirds higher.
1 2 The effect of such con

trols was to discourage exports and encourage imports, making a system 

of import Licensing necessary to keep dei)ind in check. While this sys

tem favored essential goods, capital equipment, and intermediate inputs, 

the main criterion for distributing the licenses was traditjon--"each 

of foreign exchange proimporter was giveln the riprht to a certain quota 

portionail to hi; voluino of traijactions before the introduction of the 

to provide,licensing system. '' ,13 The e fTct of this static policy wain 

of established indusoften wasteful ly, for, the foreign exchange needs 

tries, but to discount the "needs of new industries, which depended 

very msch on sUpl ien from ,brood in their initall state of operation." 14 

d. or oth c, peferoTtial tariff treatment on imports of 

capital i~qu ipun t. "Vi ,tual all developing countries offer induce

ments to approved vntevlpr ie:; in the form of reductions or exemptions 

duties on raw materials and capital goodsfrom iicome taxes and import 

years." 1 5 When used wisely, corporate exfor period:; of five to ten 

emptions Irom tax ,, and tariffs can be an important policy tool in 

noattracting foreign investment; however, when such exemptions have 

stronger foundation in economic rationality than the fact that neigh

boring nations are maki ig simil ar offers, excesses can easily result. 

The nations of Central Americo have for years competed among 

themselves for foreign investment capital, each striving to offer 

12Baer, op. cit., p. 4+9.
 
13 Ibid., pp. 19-50.
 

1 4Ibid., 1). 50.
 
15Clark Joel, "Tax Incentives in Central American Development,"
 

Economic Development and Cultural Change, Vol. 19, No. 2, p. 231.
 
January 1971.
 

http:higher.12


investors a package of incentives at least as attractive as that of
 

its neighbors. To rationalize the system of competitive incentives
 

which had been causing unjustifiable losses in central government
 

revenue, the five mei ibers of the Central Am.erican Common Market adopted
 

the Central American Agreement on Fiscal Incentives for Industrial De
16 

velopment. The incentives, however, continue to be very generous, as
 

can be seen from Table III-l.
 

e. tax laws allowing accelerated depreciation and investment allow

ances, the most notable of which is probably SUDENE's 17 article 34/18
 

of 1961. Under this law, Brazilian corporations can reduce their tax
 

liability by 50 percent, provided this amount, accompanied by an equal
 

amount of "fresh funds", is invested in a SUDENE-approved development
 

project in the Northeast. To sweeten the package still more, the Bank
 

of the Northeast of Brazil will lend up to 50 percent of the required
 

"fresh funds" at the very favorable rate of 12 percent (compare with
 

commercial bank rates of 30-40 percent).
18
 

As might be expected, article 34/18 is quickly leading to the
 

conversion of the induitrial structure of the Northeast from one char

acterized by an emphasis on consumer goods--the processing of
 

16Ibid., p. 233. The agreement was drafted in July, 1962, but was
 
not adopted until March, 1969, due to Honduras' insistence that it
 
be allowed to offer more generous tax benefits than the other four
 
members in order to compensate it for being the least developed of
 
the CACM countries. Honduras approved the Agreement in March, 1969,
 
after the other members agreed to allow her to offer more generous
 
benefits.
 

17SUDENE is the gover[nment development agency for the Northeast of
 
Brazil.
 

1 8A . irschman,-i "De!,envolvimento Industrial no Nordeste Brasileira
 
e o Mecanismo de Credito Fiscal do Artigo 314/18"', Revista Brasileira
 
do Economia, Vol. XXI, No. *1, pp. 5-8. December, 1967. 34/18 funds
 
are also available to SUDAM, the development agency for the Amazon.
 

http:percent).18
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TIBLE III-1
 

Central American Agreement on Fiscal Incentives 'for Industrial
 

Development,Frincipal Benefits under the Agreement Allowed to New
 

and 	Existing Industry under Group A
 

For 	New Industry For Existing Industry
 

1. 	Exemption from import
 
duties on machinery.......... 100% for 10 years 100% for 6 years
 

2. 	Exemption from import
 
duties on raw mateiials
 
and semifinished products ....100% for first 5 No exemption granted
 

years; 80% for
 
following 3 years;
 
50% for following
 
2 years
 

3. 	Fuels other than gaaoline....100% for 5 years No exemption granted
 

4. 	Exemption from income tax....100% for 8 years 100% for 2 years
 

5. 	Exemption from tax on
 
assets and net worth ......... 100% for 10 years 100% for 4 years
 

Notes: 	 "New" industry "produces a product not heretofore pro
duced in significant amounts in the country or that did
 
not meet satisfactory standards with respect to quality
 
and efficiency of productive techniques."
 

"Enterprises classified under Group A include all pro
ducers of raw materials and capital goods, and those
 
producers of consumer and semifinished foods utilizing
 
at least 50 percent of materials of Central American
 
origin."
 

,Source: Joel, op. cit., p. 233.
 



agricultural products such as sugarcane and vegetable oils, cotton
 

textiles, and light manufactures--to an equally heavy_ emphasis on the 

manufacture of capital and intermediate goods and durable consumer 

goods, more characteristic of the national industrial structure as a 

whole (see Table 111-2). "The projects subsidized by the mechanism of 

article 34/18 are making the industrial s-'"."ture of the Northeast more 

diversified and sophisticated due to the ,groIngpresence of indus

tries which are both dynamic and ridh ii'backwao'and forward link.> 

,
ages." 1 9 

Hirschman defends a subsidy devoted vholly to,capital (as distinct 

from one for labor, or divided beteen capital and-operating (labor) 

costs), as a more efficiunt stimulus in attracting new investment 

since "outlays for capital precede expenditures for labor.",20  I is 

also true, however, that many types of capital purchases deter'mine 

labor needs. With such an attractive investment,package in the offing, 

it would,appear that FUDENE could have inssted upon.a minimia level 

of employment creation, perhaps in the form of minimum labor-capital 

ratios. As it turns out, however, the average cost fpr creating the
 

67,800 new jobs in industry (to Kay 3i, 1967) has exceeded $6,00021
 

19Ibd,- ,Ibidp. 21. Translated by the aithor .
 

-- p. 29.
bi, 

21In the article referred to in Ibido, the average co ,.er job was,
 
mistakenly given as $600. - 1
 

According to an article in the Wall Street Journal4 152 projects
 
were approved by SUDENE in 1971 under articl- LT--l. "These projects 
worth $108 million, are expected to create 11,000 job; directly and 
41,000 indirectly, according to the Government. Everett G. Martin, 
"Turnabout Nation: While Brazil Booms, Big Areas Staj Poor, Millions 
Barely Subsist", The Wall Street Journal, p. 25, April 21, 1972. 
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TABLE 111-2 

a B'azil',Northeast: Stn~cte,.f IA.trial Output 

installed indiAtral 'investments resulting 
capacity, 1959* from projects under 

,'' ; Article 34/18** 

7 -- percent 'of total -------

Cpital and Intermediate go,odt S.2 

non-ferrous metals - ; 
metallurgy , 
electrical & communicatiops'2qpt 
transportation eqnt 
metal working . 
wood products 

, ,0.,,
" . 2 

2 
.6.7 

, , 

. 

j, 

8.7 

2.3'j 
1,6,. 

paper and products 
rubber '" " 2 

, 
0.5 

leather, hides,-, / 
chemical & pharmeceutical, 

, K 1I5 
i0.5 

. ,, 
34.3 

69.3 "32.7
Consumer goods' 


furniture09 
18.2
textiles 26,8 


clothing &footwear b.2' 
foodstuffs , 8 7.9 
beverages 
tobacco 
ptinting & publishing '' 0. . ','0.4,1 
miscellaneous " 0,0 ,0.5 

* SUDENE was"'creat~d in 1959." " Notes': 
* to.May 31, ,1967.,
 

For his measure of eKist.ng capacity in 1959 
Hirschman uses intallsd capacity, rather 
than value addcLd since,the former is more 
conplarble with the data on fixed investment 
4n new ,projects. 

'S urce: Hirschman, op. cit., Table 8. 
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NCr$.20 58)--aao...w~hch Hirschman admits is ,1"certainly not . 

:_encLuagingi.'.t;for bLxegionvith problems of unemployment," but, never

mrtheolss , ,:the,-"inevjtzble, complement of; changes, in ,industrial, strucnIre" 

ain-the.,direction.,of4.htermediate and capital goods p2d2uction-2 , 

)jrVI have ,the'Imprssion," says Hirschman; 'that. the bias in,favor 

oficapital,caused by the [34/18] system does not give rise to serious 

'dietortlons in-the'technology,of the firms which choose to establish in 

StheNNptheast., ,,Withor,without the system, the fact 'is that firuLtend 

to .utilize the most advanced technology, without significant.modifica

btionsrto make it,'more- labor absorbing., 23 .. - 14 v 

,,,The cost'to the national treasury in terms ofc revenuetiforegonetifor
 

article 34/18 projects exceeds 50 percent of .total project costs. 

-$u elysuch a high price should allow the government ,more .than-,Just,a 

Cpassive acceptance of,.the right of private firms,,to choose the tech

nology~they consider most profitable, ,regardless of the,best interests 

,ofthesociety, subsidizing their start-up costs., ,Most i ely thos& in

.terestsrwould be ,served far better if SUDENE-were to analyze.,the em

,ployment, effects of 3 4/18. projects -in '.light:of' :their social 'oppor:tunity 

costs ,to the Northeast,,and,what .might,otherwise,be purchasd ,in,terms 

:of-employment creation.through alternative .projects andr programs. 3') 

2. External Influence upon Capital-Intensity inProduction
 

External factors, operating upon the domestic economy of the de

veloping nation through its trade and aid relations with developed 

22. .22 irscbman, op. cit., pp. 21-2. 
 "The industries which will develop to 
provide serVcTces for the 34/18 industries, however, will be charac
terized by labor-capital ratios much higher than the basic industries 
of 34/18."

2 3 Ibid., p. 29. 
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countries, have also played an important contributory role in deter

mining the present high levels of capital intensity which characterize 

%LatinAmerican economic growth. Among these factors are the following: 

a. Supplier Credits. Such credits and other inducements, provided by
 

,quipment exporters in the developed nations, facilitate the purchase
 

of foreign-made capital equipment. In fairness to entrepreneurs it
 

must be noted that highly capital-intensive techniques are frequently
 

of, the lackof readily available alternatives.,adopted simply because 

.But, in other cases, where it should be possible to choose fromamong a 

variety of efficient alternative techniques, such choice is precluded 

iby ,the organization of the technological market in Latin America. 

-This "highly imperfect sellers' market" is 'dominated by dealers 

Z:repriseniing foreign equipment manufacturers'who enjoy a monopoly-by

defaUltsituation due' to the absence of a localiengineering, design .and 

tlquipment producing capability .24 A "false .concept 'of modernity" is 

Ithus,.promoted by these powerful vested interests through the skillful 

use of advertising andother' forms of propaganda which play up arguments 

'2such as the need for jcatcbing tup 'with the newest technology and becoming 

"comipetitive in internationalrmarkets. Great prestige is assigned to 

the .trade,marks'-of the developed, industrial economies -coupled with,:a 

"mood of pessimism and a complex of inferiority with respect to all pro

2 5 
of local science and industry. ' 

ducts 

Direct IPrivate Foreign Investment. A similar situafion can result from 

the activities of private foreign investors who, quite nattrally think 

in terms of the capital-labor proportions iQ°whfch.' they. ar4"accustomed. 

' 24 Sachs, "Selection of Techniques 2 ,"..." i . p. 7,20Ib d., pp. 7, 

25Ibid., pp. 7, 20. 
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Foreign investors may be quite,insensitive -to--even,disinterested,in-

,the problems of the local economy, particularly,,theneed to create ad

ditional employment opportunities. The Pearson Commission,,noting,this,
 

,comnented: "Foreign-owned .companies, and companies employing -engineers 

:trained abroad, normally have an in-built tendency to prefer the capital

intensive methods of production with which they are familiar.,26
 

.',Reynolds and Gregory, studying industrialization in Puerto Rico, 

note that "with a :few notable exceptions, mainland firms establish'ing 

branch plants in Puerto Rico did not adopt production techniques dif

ferent from those employed in mainland plants." "Where exceptions,were
 

made', the authors continue, !"theywere generally-in the employment of 

more labor intensive methods of materials handling.''27 

Private foreign investment and the bias toward high capital-labor 

ratios,.whtch it.,can .imply may-also be facilitated by the devel0pmep± 

policids of the capital .importing nation. A case in point is, Brazil's 

"Instruction 113" of 1955 which, in order to stimulate industrialization 

while at the same time economizing on-foreign exchange, required foreign 

equipment suppliers to agree to accept payment in the -form of a -cruzeiro 

26Commission on International DevelopMent; Partners'in Development, 
p. 11. Praeger, New York, 1965. - . 

27Lloyd G. Reyniolds and Peter Gregoiy, Wages', Productivity and Ii
dustrialization in Puerto Rico, p.- 92.' Richard I Irwin Inc., 

'Homewood, Illinois, 1965. . , 
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in the firm making the capital 'import.28 ; -.....•'qui*r participation 

"c. 'P6reign Aid. Through a number of different mechanisms,' foreign"aid 

con-has aggravated the unemployment problem in the developing countrieBs by 

to excessive capital deepening. The ,concessionary 'l.tems at'tributing 

'which such aid is made available encourages a wasteful .overuse of capital, 

frequently accompanied by an offsetting decline in domestic savings. 

notes that "..*aid has been a substitute for savings,Chenery,, for example, 

not an addition to investment, The savings rate has decreased and there 

of the gross nationallias been no increase 'in' the overall rate' of growth 

,rodci.,, 2 9 

cyof azid-givcrs tO finafice only the imported,,component of 

an investment project constitutes',a' strong-incentive for the aid-re

"el in 'nation--often short of investment resources--to make. mbre ex
3 0
 

of imp6rted 'capital and interials thanactuallly necessary.
'hse use 

'commdn jin bilateiaJ-aid,:agreements,'-' The iSdtitution 'of "tied' Lloans"-

28 op. cit., p. 56.
-p.rv 
29 ,"Trade, Aid and Economic Development", in S. H. Robock and L. M. 
Solomon (eds.), International Development 1965, (Proceedings of the
 

World Conference of the Society for International Development), p. 187,
 

1966, cited in Keith Griffin, Underdevelopment in Spanish America,
 
pp. 122-3. George Allen and Unwin, Ltd., London, 1969.
 

Griffin advises that we should not be surprised to find an inverse 
Given a target
association between foreign aid and domestic savings. 


rate of growth (which implies a corresponding target rate of savings)
 

"foreign aid will permit high consumption and domestic savings will
 

,simply be a residual, i.e. the difference between required investment
 
and whatever amount of foreign aid is available." (p.122)
 

30Organization of American States, Inter-American Economic and Social 

Council, "Employment and Growth in the Strategy of Latin American 
Development: Implications for the Seventies", pp. 112-3. Washington, 
D.C., August 19, 1971. 

http:import.28
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iteid~sto-~incre6ase' the e,, or- alterinativelyq;ftoF "reduce :the!worth, cf 

foreign aid to recipieni countries, byisomthing'between .iOt'and, 20xp6r

cenf.13, The' recipient of untied'aid:,'is free, to .shbp\around:'; pur

,chasing.needed, imported materials 'and-equipment ,frdm, whatever'-'dountry 

makes' the best offer. ,,Under -"tied aid"" howver,' subh-miaterials, an'd 

equipment must be purchased in the-lendink.;country,,and ,in some cades
 

shipped in bbats' flying the lending country.'s' flag; all: of which 'can in

crease the. costs, bF procurement- abovewhat 'they, would' be under--cometi

tivd,,biadingk. , ,,., ,,,, ,
 

''"....The {net effect of-tied aid to-the developing economy is thus (a) to 

increase the use of capital because of the-seemingly "concessionary:'
 

terms'"at which it 'is, made, available i'and (b) to'reduce: the efficiency 

of capital (the output-capital.'ratio) as a-consequence-of itsehigh
 

real''cost. ,.'.-. , . 

Regrettably, many aid agreements prohibit the purchase of used
 

equipment which, ,,in a world where equipment manufacturers -ofer little 

or no choice between more and less capital-intensive models...may.well
 

31Ian Little, Tibor Scitovsky and Maurice Scott, Industry and Tiade in
 
Some Developing Countries, published for the Development Centre of
 
the EOD, p. 56. Oxiord University, London, 1970.
 

"The average excess cost of equipment due to the'tying of foreign
 
loans has been estimated in Pakistan for a sample of twenty projects
 
at 51 percent; a similar estimate for India ...yields an average
 
excess cost of 49 percent." p. 56.
 

"A country receiving tied loans from several donoms and t..nre
stricted loans in addition can, of course, reduce the excess to some
 
extent by suitably matching projects (or goods) with donors." For
 
example, an Indian study of non-project tied aid shows the excess
 
of cost of chemicals to be 15% in the case of tied USAID loans, and
 
24% in the case of Rupee Payments Area loans from the Socialist coun
tries. Without the freedom to "match", the excess cost would have
 
been 29% from the US and 26% from Socialist countries. (pp. 56-7 ,1
 



,betthe:best way of adapting production, techniques, to,ithe -low; lboz).and 

j,h.gh. capital costs of developing countries." P2. 

. The provision of technical assistance which, is, not, tailored,,to, the 

tspecific needs of the developing economy also serves to impart -a capital

tintensive bias to the development process. The, observation made by the 

Pearson Commission and quoted above--that foreign trained engineers, 

and consultants tend to think in terms of the (capital-intensive) tech

,niqueswith which they are familiar--applies equally to investment, pro

jects undertaken by the public sector. Relatively uncritical acceptance
 

[.f such recommendations reinforces:, the labor-saving bias,, thus aggravating 

te ,problem of unemployment. In agriculture, for example, there is the 

,_danger that' aid technician, experienced in dealing with the problems of 

a labor-scarce rural economy, who,.naturally think, in terms of maximizing 

may apply that same reasoning to the, rural,,prothe returns to labor, 
33
 

blems of a labor-abundant, developing economy. , , , -,r I, "
 

', -Keith Griffin has documented how foreign aid, ,through a:wasteful
 

,'use_,of.capital, led to severe unemployment in Central Anatolia in 

Turkey. 
34 

Shortly after the close of World War II the U.S. entered,
 

32Iid., p. 57. Most countries resent the introduction of secondhand
 

iqipment and some--Pakistan and 'iwan, e.g.--actually prohibit its
 

import. The reasons for this r t: ce include the freqvency of
 
breakdown of such equipment anc -1 'lifficulty of maintenance, the
 
difficulty of checking market .: 1 - (and therefore the invoiced
 
value) of such equipment, and the false argument that if such equip

ment is no longer competitive in developed countries it is not likely
 

to be competitive in developing countries either. (p. 57 and fn.
 

p. 57) 
33John R. Eriksson, "Employment and Development: The Problem and Some
 

Policy Alternatives", AID (mimeo), pp. 13-4. Washington, D. C.,
 
October 12, 1971. ,
 

34K. B. Griffin, "Investment Allocation and Development in Turkey",
 
AID (mimeo), September 1966. 
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ntoran, ambitious aid program with -the.Turkish :Government initially de

1signed .to modernize Turkey's agriculture through a program of tractori

zation. During the period 1948-57 the number of tractors in the country
 

increased 'from l700 to 44,000. In Central Anatolia the tractors were 

used to clear and cultivate marginal land which had previously been 

,used for grazing livestock and for forestry. The disastrous effects of 

overgrazing the remaining pasture lands, and over-cultivating the new 

°lands was to accelerate erosion on the land and force 350,000 agricul

turdl wdrkers to become migrants; that is,each tractor was responsible 

,ft the unemployment of about eight people.
3 5 

In ,the last analysis, the burden of economic development rests with 

the, aid-receiver, not the aid-giver. Thus, the, developing nations 

must learn not only to distinguish between those forms of aid which are 

beneficial to its economic development and those,which are not, but to 

begin to refuse the latter as well. Developing this capacity will re

,qtirea far better understanding of the process of employment genera

;tion,, and a considerably higher, level of economic sophistication than 

most nations have demonstrated to date.
 

3." Wage Poiicies
 

Policies which serve to produce a bias toward capital-intensity in
 

the production process operate through the denominator of the capital

35Griffin, Underdevelopment in Spanish America, op. cit., p. 120.
 
The second phase of AID's development efforts in-Turkey included
 

a massive road construction effort during the decade of,the 50's.
 
However, having done nothing to resolve the technological unemploy
ment in rural areas, and not having increased agricultural output,
 
the peasants used the new roads to migrate out 'of rural areas and
 
into urban slums. (p.120)
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labor ratio as well as the numerator that is to say, labor costs are
 

driven up simultaneous with policies which make capital relatively cheap
 

and abundant.
 

a. The imposition of social charges and taxes proportional to the wage
 

bill widen the margin between labor costs as viewed by the employer and
 

the wages which workers actually receive. "Both entrepreneurs and work

ers complain, the former because labor costs are high when compared with 

the productivity level, the latter because they are underpaid, as far as 

wages are concerned, while fringe benefits financed out of 'social 

charges' are of very poor quality and add little to the worker's level 

of living." 36 Receipts from the taxes and social charges may at times 

be "altogether diverted to aims which have little -todo with their 

origina. purpose." 

Social legislation frequently proceeds far more rapidly than econ

omic development. Under these circumstances, premature attempts by de

veioping nations to imitate the social programs of economically advanced
 

countries--"elaborate social security-legislation and aggressive govern

ment-encouraged union movements"--a' often counterprIductive. 3 8 Since 

there is "little or no scope for such devices for raising wages except 

in the more advanced and well-organized sectors ...new industrial pro
', ..
',j : , ,, : 


jects may face the prospect of wage rates quite different from those
 

, Sachs, cit., p. 24. 

37Ibid. p. 24.
 
3 8R. S. Eckaus, "The Factor Proportions'o eU in!Jem ndrc"eveloped 

' 
Areas", American Economic Review, Vo.'3XLV p 542. SeptoImer 
1955.
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prevailing in the handicraft and agrarian,'sectios ' n:d'tliiis may be com
•• ,39 

pelled to use different factor proportions.11.. The project which showed 

'a profit when wages were computed at traditional levels may have to be 

totally redesigned to take account of labor costs in the modern sector. 

There is evidence from Chile, Brazil and Colombia, among other countries, 

that union pressure and minimum wage legislation have forced labor costs 

;beyond its opportunity cost, inducing investors to turn to more highly
 

40
mechanized modes of production.
 

b. Foreign Employers. Wages may also be driven up as a consequence of 

the good intentions of foreign employers whose generous margins allow 

them to provide, in part at least, the same social benefits which they 

have traditionally provided their workers in the' home country. Once 

such programs are established, they serve to fuel the demands of workers 

in other firms and industries, obliging the latter to move into more 

capital-intensive positions so as to reduce their personnel and increase 

the margins from which such benefits can be paid. 

B. Policies to Reverse the Capital-Intensive Bias in Latin American 

'Economic Development 

Thus far we have been developing the thesis that capital-intensive 

-techniques of production have contributed in an imp6rtant way to the 

present unemployment prdblem in'Latin America.- We said that the bias 

toward capital intensity in production could, to a large extent, be 

explained in terms of the factors discussed under 

3 9 Ibid., p. 542. 
40 K. B. Griffin, "Latin American Development: Further" Thoughts" ; b*ford 

Economic Papers, Vol. 20, No. 1, p. 129. March 1968. 

http:proportions.11


111,22 

A. -.. Subsidies for Capital, Equipment, 
2. External Influence upon Capital Intensity in Production, and 
3. Wage Policies. 

If this thesis is true, one obvious solution to the problem of unemploy

ment is to use, to the extent possible, these same fiscal, monetary and 

emwage instruments but in policy measures redesigned so as to maximize 

ployment generation. ., ; .-of 

However simple such. a, sojutionimay seem, its success requires ;,that 

Latin American governments not only be .convinced of thgecessity to deal 

aggressively with problems of ,unemployment, but that they. approach, these 

problems with. a dedication and commitment uncommon among most nations. 

Essentially, the nations of Latin America must commit themselves, both 

in words, and actions, to a basic reorientation in development planning, 

'explicitly subscribing, in the broadest sense, to a set of polcies de

pigned-to achieve maximum employment generation. 

1. Institutionalizing the Employment Problem 

One very important means of restraining the level of capital-in

tensity, is.the establishment of an Office for Employment Creation. Such 

an Office or Agency would be charged with specific responsibility for 

reviewing all economic policies and decisions with respect to their impact 

upon employment creation and income distribution--from setting interest 

rates to granting import licenses. In each of its reviews, the Office
 

of Employment Creation would be guided in its judgment by the way in 

which the action under consideration scored on the three questions we 

tentatively accepted in Chapter I as critdria for judging progress in 

economic development: 
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what effect will this action have upon poverty?
what effect will this action have upon unemployment?

%what-effect will this action have ubon inco -einequality? 

,, .... The Office for Employment Creation would be staffed by highly com

'petent industrial engineers, economists and other technicians chosen in 

such a way as to minimize the possibility for conflict of interest and 

'butside influence. The Office must have a strong leader, willing and 

'6ble-to do battle at ministerial- and cabinet-level meetings. Most im

"Pior-eAtly, the Office for Employment Creation must enjoy complete auton

omy--it must not be allowed to fall victim to the common fate of having 

'its governing board composed of such "appropriate" members' as the Presi

dent of-the Industrial Bank, the Minister of Economy, the President of 
r the local manufacturers association, etc., each with virtual veto power 

over the board's well-intentioned judgments on behalf of increased em

'ployiientopportunities. Such an' arrangement could only be self-defeating. 

lt- "The Office for Employment Creation should have a political strength 

'comparable 'to that of the strongest ministries--typically Finance, 

Economy and Defense. 'While this is obviously-a tall order, it 'is 'at 

the same time a measureof the nation'fs commitment and dedication to the 

task"of-einploymient creation which;' as we noted above, is essential-if 

seri6us inroads into the elimination of unemployment are to be gained. 

2. Policy Measures Operating upon the Cost of Capital
 

,,In a laissez faime economy, profit maximization is .the 1er terion 

,par excellence for project evaluation. Given the wage rate,,it ,is the 

cost of capital, that is the interest rate, which determines the level. 

of capital-intensity In production and along .with It .the, amount o f 
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employment generation.
 

For the centrally-planned economy, or the public sector of a mixed
 

economy, it is theoretically possible, on the basis of macro-economic and
 

macro-social cost-benefit analysis, to choose an appropriate interest
 

rate for each investment project so as to optimize the utilization of
 

the available factors of production. Thus, the choice of factor propor

tions, seemingly a matter of straightforward calculation for the indi

vidual firm, can be an important area for decision-making in the public
 

,sector. 

-By,,means of a similar analysis, it:.should be theoretically possible 

as well,
to influence the private entrepreneurial:decision-making process 

thus miking the decision of capital; intensity an integral part of de

-elopment planning policies. 

Where an investor is confrontedwith -a variety of.alterpatiyepro

duction techniques among,which-to choose, skch a policy;could-,be of ob

vious,-value if it 'lforces"his investment choict: to .coincide with the 

1interqsts of the community. Where the scope for choice of techniques 

,is.constrained, -as -istrue ofmany,industrial processes, itbecomes that 

.much,more important notate miss,the opportunities for increased labor 

-utilization where theydo exist,,as, in agriculture, 
construction, etc.

41 

By altering the entrepreneur's perception of profitability through
 

changes in the factbr-price ratio--esseptially by increasing his cost
 

6capitai--his choice of ; production technique can be influenced so 

ab :t-bring private entrepreneurial costs more in line wiih the dost to 



8oc04ey of entrepreneurial decisions. 

There is, quite literally, an infinity, offpol c ieionat .,s" 

attempting to deal with the disequilibrium in factP azi*ts-In ,atin 

America. In the present section we shall try to de in 'a Eeneral way 

with the major fiscal and monetary tools available,,to'gOvernnent de

cision-makers which, through their influence upom, private pr Tfibil

'ity, can play a role in altering the capital-budge~ing decision pf 

entrepreneurs.
 
a. Exchange Rates. To the extent that a nation's capital equipment. 

and intermediate inputs are supplied from abroad exchange rates will 

have an important bearing upon domestic costs ;f production an4 thus 

,,entrepreneurial perception of profitability. ,. 

The Report of the ILO Team studying Colombia's ewployment,.e 

,endorsed the Colombian, system, of "frequent but smal. de'aluations" 

allowing ,exqhange rate to "rise at a slightly " tel thef~ster ppace 

Internal price.le.el. , -The squeeze on domestic capital costs ,isre

inforced by a decline in the real value of foreign exchange as FOB
 

!equipment prices in the industrialized countries rise due to inflation
 

-abroad. 
,o° anation bases its employment strategy upon rmpQrted: capital 

14gods,,the -corresponding export drive necessary to finance the capital
 

,,imports "ill need all the help it.can get from the exchange rate."4 3
 

4 2 Towards Full Emplonnent, op. cit.-, 'p. 176. Actually, Colombia has 
"what essentially amounts-to a-set of flexible--although closely
regulated--exchange rates, which move together."
 

4 3Ibid., p. 177.
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Simultaneously, however, those di6imert c a-itaY' affd Uintermediate goods 

.a +1i ~ienare mor'cosly ) encouragrg. 'a reductiona~high 'iip670 made 
t:,hi :dehianid, 'or,the substitution of d desti for imported sources 

of i n puts. ' ''' " 

According to'the ILO Report,'a "tadit gradual devaluation of this 

.!kind" 'is' a "central element in employment strategy, [helping] to make 

market prices of 'all types 'signal' social costs more accurately."' 

The Report continues, "since central banks and administration'have, all 

over the world, tried 'to maintain exchange rates until they•were driven 

to a shotgun devaluitibn,' 'we cannot emphasize too 'strongly thecase for 

determining the exchange rate according to the needs" of employmentl 

strategy, and not according to mistaken ideas of prestige, or to-short

term fluctuations in trade."5. 

hb. Interest Rates. 'As we noted 'darliert ufiduly :1ow rates of interest 

""may lead to excessive levels of mechanization and the'need to ratfion 

'credit--often implying -that available funds ill go:to-*the larger, 

better-established firms, .. .those fmore -likely-to use capital-intensive 

techniques of production.'' We-have been suiggesting the proposition that
 

present interest rate policies--characterized by "safe" loans -at 'low 

rates--have served to accelerate the introduction of labor-saving tech

'niques of production, "thus aggravating -the employment- problem. 'If.-we 

accept this proposition, there are- ess'mntiall two' basic policy'alter

natives available, ... a free market, and selective lending policies 

-oriented :towards.employment gener.atio. 

4 4 Ibid., p. 177.
 
4 5 Ibid., p. 178.
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Acdoding It6 the ffrst approach;, int4iest- rates' would be'allowed
 

to sektheir 'equilibrium level, .. cm; alternatively raised by decree.
 

The higher rates, by benefitting savers, would 'attract an increased
 

supply of savings, while at the same time increased costs of credit
 

would lead to substitution of labor for capital"..'.at least this is what 

the classical model suggests.'
 

It is not at all clear, however, that a mechanism is actually"op

erative by which higher rates of interest do lead to increased 'employ

ment opportunities. Much of industry is characterized by a limited
 

ability to make small adjustments in factor proportions in response to
 

changes in the factor price ratio. If interest rates do rise, firms
 

may simply treat it as an increase in the cost of production, reflected
 

in reduced profits and/or increased prices for its output. If this be
 

the case, a policy of generally higher interest rates would not have
 

Ahe desired effect upon productive techniques of established industrial
 

'bperations, nor would it provide the necessary inducement for new firms
 

to adopt labor-intensive techniques of production.
 

The second approach, which is the interest rate policy suggested
 

by the ILO Study Team for Colombia, has more to recommend it. This
 

approach allows for a continuation of low cost credit, but would replace
 

the present conservative banking criteria for rationing loan funds by a
 

set of guidelines oriented towards a strategy for employment generation.
 

Instead of trusting to the discretion of established financial institu

tions, with their concern for channeling funds to the larger and better
 

,established firms, an alternative set of criteria would be introduced
 

4nto lending policies, the aim of which should be to make credit,available
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_,to,#ose: frms, mosqt likely. sq w y that will maie,, signifi

,,cant contTRibution to the czration of new employment, opportunities.,. 

S...This interest rate strategy.,could be designed and. administered. by 

the Office for Employment Creation as one among several fiscal and,. 

monetary tools for dealing with the employment problem. 

c. Other Mechanisms Operating upon the Cost of Capital. There are,
 

numerous other mechanisms available to Latin American governments by
 

which they can influence the cost of capi:al to the private sector,,
 

and thereby capital -intensity in production. Like the. interest 

rate policy just discussed, however, most of these mechanisms 

must be administered selectively so as to induce employment-creating
 

investment and stimulate activity in the capital goods producing sector, 

while at the same time discouraging projects inconsistent with the 

nation's employment strategy. 

. Taiff policies, for example, could be refqrmulated along the lines 

-of a national employment strategy by eliminating completely all prefer

ential tariff treatment, but reserving to the Office for Employment 

Creation authority to selectively permit exceptions where these are con

sidered necessary to further tbh eipoy'mert objective. It should be 

noted that the element of selectivity increases considerably the demands
 

upon administration, invariably giving rise to charges of favoritism
 

and arbitrary decisions. For this reason, and because of the increased 

requirements for data collection and analysis, the use of selective, con

trols should be held to a minimum. 6 

46We need look no further than the Price Commission and Pay Board re
cently created by President Nixon's Economic Stabilization Act for ex
amples of the difficulties in attempting to deal objectively with the
 
noods of individual firms and labor organizations.
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The treatment of'depreciation and 6ther deductions against taxable 

'in"m-offer ' further opportunity for development planners to restrain 

ihe level of capital-intensity in production. Reducing the percentage 

Sof depreciaion allowable as a tax write-off, and increasing the period 

over which such depreciation must be charged, could have some bearing 
.47
 

upon the choice of a production technique. But again, selectivity
 

must be employed so as not to endanger the competitive position of ex

porting firms, or burden those industries which have no alternative 

means of production, or which are producing capital goods for the domes

tic economy. 

Celso Furtado has suggested a differential tax upon value added, 

distinguishing between returns to capital and remuneration of labor.48 

To illustrate, he posits two textile firms, each with value added equal 

to 50 percent of gross output. Firm A utilizes the less capital in

tensve technique--three-fifths of its value added is attributable to 

labor costs and two-fifths to capital (including depreciation). For 

,FirmB, one-fifth of.value added is attributable to labor and four

fifths to capital. If value added is then taxed according to its ori

gin, say 5 percent for labor and 50 percent for capital, firm A would 

be subject to a levy equal to 11.5 percent of gross output (1.5% on 

value added by labor and 10% on value added by capital) and firm B a
 

20.5 percent levy (0.5% on labor and 20% on capital). The reduction in
 

its profits after taxes might thus be sufficient to dissuade firm B
 

47Towards Full Employment, op. cit., p. 179.
48 Ieopaao Brasil, oE. cit., pp. 46-8, 

http:labor.48
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,from selecting.-the More capital-intensive technology. 
49 

: v.This approach would also-require-selective application since it 

,tends tq,,discriminate blindly, against the use of capital, penalizing 

its use in employment creation equally with uses which, are lae.or-saving. 

3. Policies Operating upon the Cost of Labor
 

In the pi-eceding section we discussed some of the mechanisms for 

increasing capital costs to the private sector so as to achieve a 

factor price ratio conducive to -the use of less capital-intensive tech

niques of production. In the present section we approach the problem 

from the direction of the cost and convenience of employing labor. In 

the discussion which follows, we will consider three basic approaches: 

a. reducing the costs of labor as employers perceive them, 
b. 	 providing labor legislation more compatible with an
 

employment strategy, and
 
c. providing explicit subsidies for labor costs. 

Although the present section may raise more issues than it resolves, 

by exposing new areas for consideration by development planners it may 

serve to motivate the specific policy most consistent with each country's 

employment strategy.
 

a. Reducing the Costs of Labor as Employers Perceive Them
 

Earlier we noted the tendency for labor costs as perceived by 

employers to diverge from what workers actually receive in wages, what 

49Ibid., 1..47. If the tax on value added is viewed 	as a surcharge 
on the rate of interest, and we assume the capital-output ratio for
 
firm A to be 2, the surcharge is equivalent to 5.75% (11.5 per 100
 
of gross output with a capital-output ratio of 2 implies 5.75 per
 
100 of capital). For firm B, the surcharge will depend upon the
 
capital-output ratio (which we know to exceed that of firm A) such
 
that surcharge on B=.205/KQ. On an interest rate surcharge basis,
 
the tax on both firms is equal when the KTQ of firm B is 3.58.
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we 'iight call the -wage, b-il1l; -.The :wage bill then, is that part of labor 

'costs corresponding to wages,' and in ,Latin American industrial employ

,ment probably accounts for from 60 to'80:percent 0of the .private 'costs 

itof'mploying labb.'-. the balance being 'made up of a variety of social 

.charges and tsxes'. + The existence of a sizeable margin between labor 

costs and the wage bill provides latitude for reducing the costs of 

ilabor as perceived by employers while leaving what workers perceive as 

-'th ilx wages essentially undisturbed. " 

,.Benefits legally provided to industrial workers in-Latin America 

are among the most comprehensive in the world. ,Provision of many such
 

benefits, however, was politically motivated and are neither justified 

by economic nor social conditions of the time. Robert Alexander notes 

that Argentina, Brazil and Chile all offer extensive social security 

protection for the ill, aged and disabled under legislation passed to 

gain political support of the worker classes but with little concern 

for the impact of such programs upon the economy, or the ability of 
50
 

industry to sustain them.
 

The cost to employers of fringe benefits, as a percent of the wage
 

,bill, probably ranges up to 70 percent in some cases, although com

parable figures are difficult to come by. In Brazil, for example, em

ployers presumably spend "about two-thirds as much paying contributions 

to various social insurance and other funds as ...in actual wages."51 

50Labor Relations in Argentina, Brazil and Chile, p. 17..McGrawiHill,
 
1 ','
 .51New York, 1962. 

Robert Alexander, Today's Latin America, 2'd revised edition,.'p. 89. 
Frederick A. Praeger, New York, 1968. 
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Contributions eto ,the tiational social idecurity system constitute
 

The costs of the yarious programs
rthe largest :f :the wage supplements. 

,providedunder social security are typically paid.by both worker and 

with about two-thirds of the totalX contribution corresponding7employer, 

to-the latter.52 "In some *countries the government -also makes,. oris 

supposed to make, sizeable contributions as well'.l,,5 

'Social security contributions for covered occupations have'been
 

developed,the following,;esclimbing in recent years. Marshall Wolfe 

timates,of the combined emiployer-employee -contributions,tosocial
 

54&

,security as-a ,percentage of the wage bill:'.. 

42".49% in Chile 
39-45% in Uruguay
 
12.5-33% in Argentina
 
22% in Brazil
 
35.5% in Bolivia, and
 
19% in Paraguay.
 

Costs of social security, like any wage supplement, inevitably be

come incorpopated into production costs and passed on to the consumer
 

in the price he pays for the output of industry. To take an extreme
 

position, fringe benefits penalize the consuming public through higher
 

prices in order to provide social benefits for an "elite" five or ten
 
55
 

percent of the population which is employed in a covered occupation.
 

In addition to the redistribution of income from consumers who may be
 

52Marshall Wolfe, "Social Security and Development: The Latin American
 

Experience", ECLA, Social Affairs Division (mimeo, "draft for comment"), 
p. 8. Santiago, September, 1967.
 

53Alexander, Today's Latin America, op. cit., p. 88.
 

54Wolfe, op. cit., p. 8.
 
55According to data from Marshall Wolfe, op. cit., contributors to social
 

security accounted for'5.0% of the Mexican population in 1963, 4.1%
 
of Venezuela's population in 1961, 3.2% of Colombia's population in
 

1964, and 7.0% of Peru's population in 1961. (p. 8)
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'fai needier', han the workers benefitting, a bias toward capital in

tensit in production -may'be promoted if employers are unable to pass 

on the bulk of the cost of such benefits to consumers. 

The'list of potential fringe benefits enjoyed by Latin American 

industrial workers is a long, one and,tends to incea'se aloni.wi'ith' 'a 

firm's financial strength and the size of its labor force. 'A,sampling 
56 

of such benefits would include the following:
 

compensation for industrial accidents and disease
 
compensation for disability due to non-occupational Llihess 
medical and hospital care for above 
maternity and nursing benefits
 
provision of a nursery on the premises
 
family allowances
 
group life insurance
 
bonus (often in the form of a "13-month year")
 
severance pay
 
vacation pay
 
pay for sundays and holidays 
overtime pay
 
sick leave
 
pension programs , , 
indemnity (and a pension for very senior workers) for dismissal 

without "just cause" 

funeral expenses 
legal and other consultations'
 
loan programs 
commissaries
 
training programs and literacy programs
 
travel (to work) expenses
 
work clothing allowance
 

Based upon the Colombian Ministry of Labor's Annual Report to 

56Alexander, Today's Latin America, op. cit., pp. 83-90; Centro para
 
el Desarrollo Ecoromico y Social de-AmiEca Latina (DESAL), America
 
Latina y Desarrollo Social, tomo II, 2'd ed., DESAL, pp. 47-54.
 
Santiago, 1966; Alexander T. Edelmann, Latin American Government and
 
Politics, revised edition, pp. 291-315. The Dorsey Press, Homewood,
 
Ifliois, 1969; Towards Full Employment, op. cit., Appendix 8;
 
Moises Poblete Troncoso and Ben G. Burnett, T e hRse of the Latin
 
American Labor Movement, pp. 23-5. College and University Press,
 

New Haven, 1960.
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-Congress-for 1968, the ILO prepa:.,ed the following estimate of the-,average
 

,cost to large employers of the fi nge benefits required by law. 

percentage of
 

item basic wage
 

Contributions to National Apprntice.hip.
 
Service 2.0
 

Family Allowances 4.'0-
Annual Vacation 4.2
 
Severance Pay 8-3 '
 

Annual Bonus 8.3
 
Pay for Sundays and Holidays 192
 
Transportation Subsidy .18,
 
Social Security:
 

non-occupational illness &maternity 4.0
 
work accidents & industrial disease' 'I'1.8'
 
old age, invalidity and death *3.0
 

Pensions A.815,0 
64. -72. 

Source: ILO, Towards Full Employment, op. cit., p. 205.
 

The question we now have to consider is where,labor costs can be
 
~~~~o , -$i'j~~ s~',,K
 

cut. Although the answer, quite obviously,(,variesfrom ,country to
 

country, one fruitful area for consideration:,is ,the administration of 

social programs. Ideally, ways can be found of maintairing certain of 

these benefits--perhaps even making the more important ones available 

to additional workers--while reducing their costs to employers.
 

It should be noted, however, that the administration of social
 

programs in itself represents an important'source of white collar em

ployment which, by its nature, is highly labor intensive. 5 7 In Chile 

57Administrative personnel could be reduced drastically if these pro
grams were to become computerized, but this is precisely the type of
 
capital-intene4"' innovation Latin America can easily do without.
 

Administrative costs might be reduced by a review of salary
 
levels within the administering agency.
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.in1959. it,;was-,discovered that. "social)security ,funds ,employed 38,700 

,persons,, or 26 percdnt.of the, total number,of public,..employees;I for 

.mostof.Latin ,America's,sociaI security.administrations, however,_
 

"'ittios" of,dne 'functionary.,'to, every 100 contributots- seem ,to,be 
commn.'5 

h• ',,,A'mdre.,appealing approach from the ,point, of view of ,the private 

szctor,would be ,to-have.government :take ,over the .costs of many of the 

s6cial!benefits now provided,by employers. ,-Health, education, insur

,ai'ie pensions, could all be incorporated intoexisting 'social security 

programs where this is not yet the.'case. -Other benefits such as,em

ployee loans, commissaries, legal and other consultations, funerals, 

etc. might be ,1iminated, or alternatively taken over by the workers-

with :an initial financial boost from the employer--through local labor
 

-organizationsor confederations.
 

t7I-, should look at the major component of the cost ,of
; Finally, we 

labor ,..,wages,'to'see what bearing wage increases have upon job area

,tion-. 'As,one would expect, the link is obvious and direct, in part
 

perhaps because wages are also the most visible component of,labor
 

tbsts, the-one whichmost readily signals an increase in costs to the
 

,; * ''-,+ -,', 


tsnterestg to speculate on "whaf might'have been," 

Sgovernment had hel thewline-on ae increases. In
 
"
 an aertto do S tha,'Reynodsand Gregory used, regresson equa,

+ions. zoxK the 'Puerto Rican'.manufactur ng t to estimate 

,i r + ':E, ....;. ,fe, " . i,. e,''t 

5r'i. t-t0,q...... 
 th
, ,Wofe,
op
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5 9 
amount of employment foregone as 'aresult of wage increases The 

loss of about 9,000 1949,procedure yielded "an estimated jobs between 

and 1954, and of 29,0ojobs beteer 1954 and 1958, in the manufactur

ing sector only." 60 Presumably, employment was sacrificed in other 

sectors as well since the wage increase 
was quite general.

61
 

In the surplus labor model of Lewis, wage increases in the indus

trial sector serve to signal additional waves of rural migrants into
 

the urban work force. While we might not subscribe to Lewis' model, we
 

do agree with Todaro's very sensible thesis that real income differen

tials, "adjusted for the probability of finding an urban job," do-

59Reynolds and Gregory, op. cit.
 

60Tbid., p. 101. Production worker employment n 1958 amounted to
 
n-y about 60,000.
 

Biases operating in both directions are noted by the authors.
 

"On the side of underestimation [no account was taken] of the fact
 
that actual and anticipated wage increases may have deterred plants
 

from locating in Puerto Rico." On the side of overestimation, the
 

authors assumed a homogeneous production function which, in reality,
 

may have yielded increasing returns to scale. Also, "by assuming a 
stable production function within each period we have excluded
 
technical progress." (p. 102) 

It should also be noted that a second path of adjustment--changes 
in product price--was not fully relevant in the Puerto Rican case 
due to the "openness" of the economy and the important influence 
upon local prices exerted by mainland levels. "If a price increase 
is in fact the only adjustment open to a producer, this is likely to 
be a guarantee of his extinction." (p. 83) 

61 Ibid., p. 101. In a 1965 article in the American Economic Review,
 
' 1 es and Employment in a Labor-Surplus Economy", Vol. LV, No. 1,
 

March, 1965, Reynolds argues that the rapid rise in urban wages in 
Puerto Rico between 1950-65--which he attributes largely to minimum 

emwage regulation--has operated to retard the expansion of factory 
ployment. However, the productivity increases which resulted did not 
come from the introduction of labor-saving machinery but ratheFfrom 

improvements in organization and administration. (pp. 32-3) (In 
Puerto Rico, minimum wages are set separately for each industry and 
are geared to the estimated wage-paying ability of that industry. 
Most workers in an industry earn very close to the minimum rate so 

as the minimum is raised, which happens every year or two, the in
dustry wage level is forced up by a proportionate amount. p. 28.) 

http:general.61
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occu'ing in-Latin',aun't',for, much- off the' rial-urban"igration 


America 'today., .
 

0 -'. A wages policy which,,, would ,estrict unjustifiable wage increases
 

.thus 'appears as a practical.,adjunct to any strategy aimed at,maximizing 

'eployment opportunities. While empirical data on "what might have 

been" is a, predictably scarce commodity, it does seem to us eminently 

sensible that by restraining industrial wages--the major and most 

-visible component of the cost of labor--more workers would find employ

ment', and. migration would to-some extent be curtailed. Under the pre

sent circumstances of severe unemployment it would seem, far more im

portant to create additional jobs than seek to improve the conditions
 

of work for those fortunate enough to have productive employment. 

b. Providing Labor Legislation More Compatible with an Employment 

Strategy
 

One very important social benefit absent from the list of the pre

ceding section is a program for unemployment insurance. The fact that 

"unemployment insurance plans are virtually non-existent in Latin 

America"6 3 should not surprise anyone who has stopped to consider the
 

implicat .. '" of such a program for an economy characterized by chr'onic 

In lieu of
unemplone t of ten to fifteen percent of the work force. 


unemployment insurance, however, elaborate mechanisns have evolved to
 

6 2 Michael P. Todaro, "A Model of Labor Migration and Urban Unemployment 

in Less Developed Countries", American Economic Review, Vol. LIX, 

No. 1, pp. 138-48. March, 1969. 
6 3 Richard U. Miller, "The Relevance of Surplus Labor Theory to the 

Urban Labor Markets of Latin America", a paper prepared for the 

Second World Congress, International Indu.,trial Relations Association, 

p. 17. Geneva, Switerland, September 1-4, 1970. 
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protect job security, making it extremely difficult for employers to
 

discharge workeP3 once the latter have assumed a "tenured" status.
 

In most countries of Latin America this protection takes the form
 

of severance indemnity for the discharge without "just cause" of tenured
 

worke.r,. 64 
Unions and the labor courts have defended the security of
 

workers in their jobs to such an extent that employers frequently feel
 

obliged to move with extreme caution, if at all, in their recruitment
 

of new workers. It was said, for example, of pre-Castro Cuba that "it
 

was more difficult to fire a worker than to divorce a wife (although it
 

65
 was often easier to find a new wife than a new job)."'


Many authors agree that labor legislation in Latin America tends
 

to be too protective of job security, serving often to injure the very
 

classes it intends to benefit, increasing prices for goods and services,
 

64"Just cause" is usually defined rather vaguely as including breach
 
of trust (revelation of company secrets), fraud, immoral conduct, un
justified and continual absence from the job, etc. 
Incompetence would
 
not be considered "just cause" in many labor courts, (Poblete Troncoso
 
and Burnett, op. cit., 
p. 25) nor would lack of work, that is, a
 
slump in production.
 

ror a sumnary of labor legislation for 13 Latin American nations,see U.S. Diepartmnt of Labor, Foreig,_n Labor Information: Latin Ameri
can Labor Legislation, U.S. of Labor, D.Department Washington, C., 
August, 195.
 

6 5 Wyatt MacOaffev and Clifford R. flarnett, Cuba, (Survey of World 
Cultures), p. I12. 11RAP Press, New Haven, 1962; quoted in Edelmann,
 
op. cit., p. 301.
 

TFiauthor can recall as a mnmer of the board of directors of the
"Club Andino Iolivinro" discussion of a proposal to discharge the
Club's elderly receptionist, twho happened to be deaf. Bolivian labor 
law, however, requires sever.iace pay for terminating an employee
equal to one month's wages for each year of employment. Since itwould have baen prohibitively expensive to fire her, the board de
cided to keep her on, but hired a part-ti-e receptionist in addition. 
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-i and foiestallng economic -growth., ,Thisbonsideration,,h6weverjshould 

Pbelbal.anoed\against the fact that Latin ,America~ -'."extensive;social 

laws arehlielping'.to avoid some-of the worst-outrages which,accompanied 

lindustrialization in a,number ,ofothe, older industrial, countries, such 

as Great Britain and the Soviet Union."67 c.,-, 

For purposes of the ,present discussiofi we 'proposeto-'consider only
 

one of the cnstraints,upon job creation -'inherent;in',Latin America's
 
j ',' ' - r 

progressive labor legislation-;that 'stemming froms'the tprovisions for 

job security. ' ., 

The labor movement 'in 'Latin 'Ameri'ca has a strength 4dispropor-. 

68
tionate to its size. For many .years it has championed improved
 

,working ;conditions 'and social'benefits;.the progressiveness of present
 

rd 	labor,"legislation attests to its 'success. However, the 'philosophy of 

unionism in Latin America, as is true in most countries where a free 

labof,movement has been allowed to ddvelop, is essentially one of.,trade 

-consciousness, as distinct from:class consciousness. The union!voices
 

and defends the interest of the workers (meaning,those working)', often
 

without regard for the interests of the working class,'and usually
 

.without consideration of the broader.social, economic and politidal in

terests of the nation. -While itwould ,be unreasonable ,to seek to .deny
 

to workers prr,' ection against arbitrary dismissal, such'protection
 

66See, for exampie, Harry Stark, Social and Economic Frontiers in
 
Latin America, 2'd edition, p. 398. Win. C. Brown Co., Dubuque, 1963;
 
and Wilbert Moore, Industrialization and Labor: Social Aspects of
 
Economic Development, Part II, p. 390. Institute of World Affairs,
 
Cornell UniversiyFPress, Ithaca, 1951.
 

67Alexander, Today's Latin America, op. cit., p. 90.
 
68For a discussion of the Latin American labor movement, see Poblete
 
Troncoso and Burnett, op. cit.
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,igit welbefitempered by aconseration-ofkhow, t affects ,the pros

pects of those seeking' employment. : ,While: i. is unli e1y,*,that unions 

will illingly relinquish the job security they havecfought so hard 

i-for,a iprogressively, broader .interpretation -of !Ijusttcause' by,,labor 

courts might achieve the same end. -, 

asIn Colombia, the situation is follows: 6 9 

"Once a probationary period has elapsed, and unless 
a written contract expressly limits the employment 
relationship to a fixed period, an individual worker 
cannot be dismissed except for 'just cause t , [the 
existence of which must often be decided by a
 
labour court, and if the latter does not find a just 
cause, the employer must pay a high, perhaps very 
high, indemnity, depending on the number of years 
of the worker's service." 

The ILO team in Colombia was unable to get a "clear idea of what is 

generally regarded as 'just cause' for dismissal ... but-it was our im

pression that a great deal of uncertainty prevailed among employers as 

to the meaning of 'just cause' and that, as a result, many felt that 

recruitment of a worker involved such considerable risks that it was 

to be avoided if possible."' 7 0 

The 'Colombian labor code's treatment of individual employee dis

missals7 1 follows a pattern common to all nations of Latin America, 

deriving from the revolutionary Mexican Consitution of 1917. 2 Each 

differs in the length of the probationary period--from two months to 

6 9 Towards Full Employment, op. cit., pp. 200-1.
 
70 Ibid., p. 
 210. 
71 fDecree No. 2351 of 1965 amended the Colombian Labor Code by making
 

much more stringent the requirement for dismissal of employees.
 
Ibid., p. 412.
 

7 2Article 123 "has served as a model for many countries." Poblete
 
Troncoso and Burnett, op. cit., pp. 23-5.
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one year--the interpretation of "just cause", and the height of the 

indemnity--typically a month's wages per year of employment, 7 3 but 

all have the same adverse impact upon the creation of new jobs.
 

As one would expect, employers have developed a number of tech

niques for legally circumventing those provisions of the labor code 

pertaining to employee dismissal. The most common of these is simply 

restricting the permanent work force to a minimum by frequently offer

ing overtime work, which employees are usually very anxious to accept. 

The effective work force is thus expanded by the extent of the overtime, 

without the need to contract for additional workers.
 

-Employers may also circumvent the dismissal provisions through
 

short-term labor contracts, or simply by firing workers prior to the
 

conclusion of their probationary period, both of which tend to foster 

an ipdifferent and arbitrary attitude on the part of management, and 

a feeling of insecurity on the part of labor. Surely the value of a 

mechanism which serves to provide extreme job security as the trade-off 

for reduced employment opportunities must be called into question in 

the design of any serious employment strategy. 

A strategy for maximum employment should be so designed as to en

courage management's recruitment of labor, not inhibit it. Employers 

should have at least as much freedom in their choice of a work force as
 

they do in their choice of a capital component. If restrictions are 

to be imposed upon factor utilizac;on, these should be explicit,... 

, purposefully designed so as to afford maximum employment opportunity 

73See U.S. Department of Labor, op. cit., pp. 25-34.
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-or: the work force.
 

• 	 A review of national labor legislation in the light of a forceful
 

employment strategy would be an appropriate first step for each of the
 

nations of Latin America. All such legislation could then be subjected
 

to the single, searching criterion of whether in fact the benefits af

forded outweigh their cost to society in terms of job opportunities
 

which never materialize.
 

c. Providing Explicit Subsidies for Labor Costs
 

As a final approach to reducing labor costs we should consider
 

the possibil~ty of subsidizing the costs of labor as perceived by em

ployers. There are numerous variations on the basic theme, only a few
 

of which we can toucl upon here.
 

In an earlier section of the present chapter we raised the pros

pect of government assuming the costs of certain social benefits such
 

as health and maternity plans, education programs, life insurance, family
 

allowances, pensions, etc., under, an expanded social security system.
 

To the extent that employers could pass on a part of these costs to the
 

government, private labor costs would decline, perhaps making employers
 

more amenable to increased recruitment of (now lower priced) labor.
 

As a more eplicit subsidy on labor costs, governments could "allow 

a premium to be added to the wage bill before it is deducted from sales
 

proceeds to arrive at taxable income." 74 This approach might be varied
 

so as to encourage low wages and employment of unskilled labor by
 

allowing disproportionately larger deductions for lower paid workers.
 

74Towards Full Employment, 2E. cit., p. 182. 
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Limitless variations are possible, but development planners should
 

be forewarned that the ramifications of subsidies for labor costs may
 

,be quite complex and difficult to predict, and there is the possibility,
 

for example, that the thrust of such programs may be lost upon job
 

creation if they only serve to subsidize wage increases. If this
 

occurs, such institutionalized wage supports would not only be
 

counter-productive but quite difficult to reverse as well.
 

C. Alternative Techniques of Production
 

In the present chapter we considered several fiscal, monetary and
 

wage policies which bear upon the factor price ratio with the intent
 

of encouraging increased use of labor by making it relatively cheaper
 

vis-a-vis capital. An implicit assumption has been that of the avail

ability of efficient alternative techniques of production embodying
 

progressively more labor and less capital, that is to say, we were
 

making the classical assumption of a continuous production isoquant,...
 

at least for the range to the labor side of present capital-labor
 

ratios. However, as we noted elsewhere (and we will note again in the
 

following chapter), in the real world, production isoquants for in

dustry are highly discontinuous, particularly in the range of lower
 

capital-labor ratios.
 

The entire employment creation argument then, seems to hinge
 

upon the existence, or at the very least the development, of efficient
 

labor-intensive alternative techniques of production. To simply force
 

up capital costs cannot but lead to higher production costs, without
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increasing employment opportunities, unless- entrepreneurs have alter
75 

cannatives to which they turn. 

In the present section we simply want to introduce the subject of 

alternative techniques of production, placing it in its crucial re

lationship to the programs for adjusting the factor price ratio which 

we have just considered. The next chapter deals in its entirety with 

the question of alternative techniques. 

The argument for labor-intensity in production is a very appeal

ing one, perhaps because it is harmonious--it seeks to resolve the
 

employment problem by means of restoring equillbrijm to factor markets.
 

Harmony in all things is highly appealing to our nature. The argument
 

for labor-intensity is also very simple; it is an argument which anyone
 

can understand: If unemployment is your problem, simply change your
 

techniques of production so as to use more labor (and hopefully less
 

capital) in satisfying the economy's needs for goods and services.
 

As it turns out, however, what appears promising at the macro

economic level has proven disappointing at the level of the individual 

firm, particularly firms producing the more sophisticated industrial 

articles. For some production processes, perfectly acceptable labor

intensive alternative techniques of production may be available, re

quiring only some inducement for entrepreneurs to adopt them. But for 

the majority of industrial processes, new techniques will have to be 

developed--either through invention or as indigenous adaptations of 

standard processes--if labor is to increase its participation in the 

75"We cannot really blame entrepreneurs for making wrong choices when 
they have no opportunity for choice at all." Sachs, op. cit., p. 20. 
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production process. 

In the following chapter we consider which industries within the 

industrial sector show promise for the development for such alterna

tives. Subsequently, we try to identify those sectors within the 

economy having the greatest potential for the productive absorption of 

labor. We also make an attempt to isolate the characteristics which 

provide scope for technique adaptation in certain areas yet restrain 

it in others. Finally, we consider the extent to which we may look to 

industry for solutions to the unemployment problem,...and what other 

sectors of the economy hold greater promise. 
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CHAPTER IV: ALTERNATIVE TECHNIQUES OF PRODUCTION 

A. Introduction 

Moderu technology often reflects the efforts of the industrialized 

nations of the world to deal with the problem of how to expand produc

tion of goods and services within the constraints imposed by an increas

ingly less abundant supply of labor. In this respect, modern tech

nology embodies producT've techniques which serve to change the 

structure of employment by the substitution of machinery for manpower, 

thus increasing the productivity of labor. 

The developing countries of today must also deal with the problem
 

of how to expand production of goods and services, but the constraints
 

upon them are quite different from those which confronted the nations 

which were developing 50 years ago. Today's developing countries must
 

seek solutions to the development "riddle" within a framework character

ized by an abundant and largely unskilled labor supply, severe unem

ployment, and a rapidly growing population. There is little reason 

to think that the solutions which so well served the requirements
 

of the presently developed countries will serve equally well the needs
 

of today's developing countries. Yet this is the implicit assumption
 

underlying wholesale transfer and adoption of modern technology by 

developing nations.
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1. The Development of Modern Technology
 

Barbara Ward has used the term "technological disproportion" in 

referring, to the idoption or la 1or-saving techniques by nations in 

which such techniqueo, corv,titute "'th(e lcvrt suitable methods of 

production.'' I 'rhu peouz Jc,,oportions which characterize the economies 

of the developing world h iv n-ver, been known by the nations which 

develop and market the modern technology. "rhe whole weight of 

economic research and of investment in further research is virtually 

confined to the developed countries and has, for 50 years and more,
 

taken the form of trying to find labor saving methods of production." 2 

According to Benjamin HiggIns, an advanced technology has not yet 

'been discovered which is suited to the factor-proportions of under

developed countries." 3 Higgins continues: "Perhaps such a technology
 

does not exist; but it is important to find out. Meanwhile, tho lack
 

of technological advance adapted to their factor-proportions is a
 

serious obstacle to dovelopment of underdeveloped areas--an obstacle
 

that scarcely existed in the Western world during its Industrial
 

4

Revolution. 


iBarbara Ward, '"Tho Decade of Devolopment--A Study in ,Fustration," in 
John A. Pincus (ed.) Reshaping the World Economy,, p. 27. Englewood
Cliffs, N.J. : PrenticeHall, 1968. 

2 Ibid., p. 27. 
3Benjamin Higgins, Economic Development: Principles; Problems and 

Policies, (1st ed.W p 258. W.W. No'ton, N.Y., 1959. 
41bid., p. 258.
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The nature of the remedy, while obvious, is difficult to implement.
 

The developing nations muit seek to develop d technology of production 

which is far less capital-int en,,ive th ,n thit of the, "up-to-daIte machi

nery which pt.y,u,:Ave ,et lem'n Irom t l North Atli ntic (Ired conle to 

sell them. ''5 Accotding to Na,),3 5ingyr, the developing nations "cannot 

develop a technolol',y haivmoniounly unless it is thoir own technology." ' 6 

In eatablhin, a Indigenous technology, thn developing countries 

would appear to hav, an important potential advantage in that thoir 

research efforts cdn take the form of adapting the "accumulated know

ledge of modern science and technology" to their own needs.7 It is 

not entirely clear whether this is truly an advantage or, as Guy Hunter 

puts it, the late developing nations are "bedoviled by inheriting or 

adopting ideas and istandards developed from the quite different 

experience, circumstances and needs of the world-dominating industrial
 
8
 

civilization. ,
 

F om an historical perspective, Gerschenkron notes: 9 

5Ward, op.cit., p.28.
 
8 Hans Singer, International Social Science Bulletin, "Problem of 
Industrializa~lOn o eveloped Countries," 0o.vi, No. 1, 
p. 220-1. 1954. 

7 Bruce r. Johnston, Tho Journal of Economic Literature, "Agriculture
 
and StActural -InUping : A Survey of
rran-Fi6rrmaton-i Coibi 
Research," Vol. VIII, No. 2, p. 396. June 1970. 

8 Guy Hunt er, iodernizing Peasant Societies, pp. 19-20. OxfordUniver,;ity I orrm, .1369 

9 Alexandet, G(,v,ch-nkrxn, Economic Dackwardness in pe pec-Poetorical 

tivo, p.b. Belknap rrens-oliarvard Universit y, mbrdg'Mass.,
 
IW2-.
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referred to this "monopoly of science and technology" as "the important 

aaset in the political, ecmiomic and cultural domination" of tho 

"nco-coloniellt1i". litdeveloping nationu ijy 

lntervctttlOud1 trnu,::Ao,, of technology atQ quite covmmon and take 

many formn- --pullbi1(It ios , fo vign Inventient , import of machincry and 

*quiparnt, rvterent of people, technic.l cooperdtion programs (official 
15 

and private ), uid l ic.ning, p1ttezit ard know-how arrangements. An 

international vorket in lc,.nsine, ind know-how drarngements--although 

in itoelt till icult to define xid na urc--has duveloped and a number 

of countries zwepare statistics oi their "technological balance of 

payments", the dg%,gr'atO volume of which amounted to about one billion 

dollAr. in 19G4. 16 (so. Table IV-l). 

' 8lvador Allonde, CsoOv, "Porpeo Lves on Agraz Ln Mefom," Vol. 4. 
N4o. 5, p. 16. So-71ct 1971. 

L5 eMor, op. cit., P. 325. On international transfer, of technology, 
see also V-uTW. ';trat mwin, TechnologIcal Chano and Economic 

Devol owut*Chaptor 2: "Tho Retwork foF__bI 1f8 aiacturing 
Thai-i i-ogy ivonp Nat ions ," Cornel 2 tmveto ity Proim, Ithaca, 1969; 

and 04viwinon * op. cit., e-poveIially Chaptar It: "Advancing Technology 
Capabilitit .". . ,*'' .,inntir of tchnology in agjri(:ulturo, see 
Lester P. I1vown, !,e, of (hin., p. 6. 'rete~er, Now York, 1970. 
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Teonalgi a daem of ymsnta* &stimatoa f~r 1964, 

(encentage of world toti' f mres*)ieoeipteo a 

Receipts. ,. nt -

Uit1ed States 57% 12%
 
United Kingdom il~2- P
 

Fed'l Rep. of Germany 6 14
 
France "5 " t
 
Other Westemn Europe 18 25
 
Japan , t; 1 1l13
 
Other Developed Countries 1 6
 
Developing Countries, 	 8 

-Notesi 	 Excludes trinsactio1s among socialist countries, 
end between those countries and developing
countries. 	 r ... 

e 	Receipts of devloping couhtries were negligible 
and in any case less than one percent. 

Souroe: 	 C.H.G. Oldham, The Transfer of Technology to 
Developng Countries, with Special Reference to 
Licensing and Know-How A!eements Report of UNCTAD, 
TD128, November 6, 1967. rom Meer, Op.Cit. 
p. 	 326).' 

It i often argued that the factor bias enbodied in labor.-saving 

tochniques of production is "frozen", into the design, of new equipment. 

Thus, a frequent problem with i eported the discrepancytechnolog'y is 

between its efficient scale of op'ration, and the.size of"the *domestic 

Ma*1t. 	 'The less developed countriesface the altezative of either 

buying the stanJard equipment or paying hoer prices Ifor,equipment 

especially designed for their own factor Intensities, In either case, 

the Input substitution which potentially exists in a technology does 

not becom 	 as fully available to the less developed countries as to 

Ki
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'
the, advanced countries,*
 

Where adapting the scale of operaticms'tb-)the size'of3theJocal
 

market leads to considerable dilutin of the briginalf advantage ,of
 

the imported equipment, market size may.be adapted'to the-equipment 

'-through the development of export markets. While'this'is*by,,farthe 

more progressive approach, the possibility of exporting is[often not 

available to a developing nation, especially for new products of 

unproven quality. 

It should be"recalled that technological change is primarily-a 

resource-saving, not A resource-using process ,--the object 'ofwhich is
 

,t6''economize on the use of scarce inputs .' Given -the"international, 

structure of scientific research, and the factor price ratios characteri

zing the "30 developed countries" inwhich'the bulk of suchi research
 

1iakes place,, it is-not- surprising- that technological change 9-ast: 

occurs, results- in production processes- which correspond lessi and'-less 

to the needs of'the 1i00 or-so" developing economies. , 41 

Fr6m the point-of-view' 6f any national economy, a technological 

change is,beneficial 'if"it%affords'the satisfactlon of demandraet 

lower cost in resources valued at social cost.18 Just'whaitthe-social
 

17Richard S. Eckaus, American Economic Review, )"Notes on Invention,and
 
Innovation inLess Developed Countries," Vol. LVI, No. 2, p. 106.
 
May, 1966.
 

18Organization of American States, Inter-American Economic and Social
 
Council, "Employment and Growth in the Strategy of Latin American
 
Development: Implications for the Seventies," VII Annual Meetings
 
of the CIES, Sept. 10-20, 1971, Panama. Washington, D.C.: OAS, 19
 
August, 1971. p. 82. emphasis added.
 



IV.8
 

cost of productive factors is will always elude economists. -,IHgweygr, 

ther,existence; of 4nvolunta.ily. unemployed, and,,underemployed human 

resources- implieWs that privatemanpowr, costs exceed their corresponding 

socialJ costs. ,We argued above, in Chapter III, that just the reverse 

fwas,,true~of capital. Consequently, if the factor price ratio, taken 

-:at social cost, were employed as a guide to selecting techniques of 

production, even more labor-intensity inthe-production process than
 

that indicated by the private factor price ratio would be appropriate.
 

XhAt. is to say, although ther ratio of the price of, capital to that of 

labor in developing countries indicates a need for increased labor

intensity inproduction, this ratio actually understates the socially
 

desirable level of labor-intensity.,
 

Although technological change is essentially a resource-saving 

process, such change may lead to increased labor-intensity in produc

tion if itresults in a capital saving vis-a-vis currently employed
 

techniques of production. However, as we noted earlier, the new, 

,.technologies made available by the "30 developed,countries",are 

designed to economize on-labor -through its, substitution by,capital, 

,-not the reverse. , 


Although technological change implies an.economy in resource-use,
 

.- . . 

this should not be 'interpreted i' the 'static sen'se of le'ading'to 

unemployment of productive resources. The savings in production costs 

which this economy allows become translated into lower prices and/or 

oincreased payments to the factors of production, the effect of which is 

to expand aggregate demand within the economy. Thus, "the resources 
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released by technological change are used to increaxe the total output
 

"*"of the economy, which in turn is absorbed by the increase in demand
 

that goes along with rising income and employment."
19
 

2. Sectoral Differences in the Assimilation of New Technology
 

The differentail ability of different sectors of the economy to
 

assimilate advanced technologies is frequently observed. This differ

ence is especially dramatic as between agriculture and industry,
 

particularly heavy industry. A.O. Hirschman, in making this observation
 

in Development Projects Observed, found reason to distinguish on
 

grounds of technological adaptation between those projects "closely
 

enmeshed with the natural resources ,"--typically agricultural projects-

and other, "industrialized" projects. He observed that those projects
 

"enmeshed with nature" tend to be characterized by "technological
 

uncertainty and ignorance" making necessary the "adaptation of
 

general scientific and engineering knowledge to them."20 This need
 

for "adaptation" is really the obverse side of the coin of employment
 

absorption, and the fact that certain projects not only offer
 

for adaptation, but actually require it, may provide the necessary
 

opportunity for shaping the underlying productive technique along
 

lines of factor availability.
 

19Thid., p. 82.
 
20 -Albert 0. Hirschman, Development Projects Observed, p. 42.
 

The Brookings Institutlon, Washington, D.C., 1967.
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Of "industrialized" projects, Hirschman notes that because they 

age "copiable" or characterized by minimal "technological uncertainty", 

they may offer very little scopa for adaptation to local factor 

proportions. Referr'ing to thuse latter project types , he comentsa 

21
flows: 

"... projects theit touch a country's tt-rzin only lightly 
or whose proces.ses require fow local riate:ial inputb are 
particularly transforabl iuid 'coplabl' atid thatvefore 
free from technologcal uncertainty: this apc aru in 
'infrastructural' projecta like teleconaiuni,'ations, 
electric power transiisuion. and airlineN ati woll as in 
the typical 'liit stagog' inuatrieb with which the indus

trialization pvocesiu based on Import uubtititutionl has 
tended to get under'way in newly developing countries. As 
l ag as standari- imported inputS are u'd .tily beillg con
verted by irported ict !zery, Uncertali ty is nt a minimum, 
but it incrase. as induttrialization aprvads through 
backward linka..eu and as rmre and or doneo itic Inputs 
and raw mturials ava uaod." 

Robert Solo naots the difteivnt aii advtallity (f agricultural 

versus industrial proJOctU a uxpladlin the "piraddoxic4l emphasis" 

on indutrinliz.tion on the part of otherwise luoW-.riuctivity 

agricultural uociotlon. 2 2  "The greater the ilitfisi'ects In the 

context of technical operationt, the mora difliLUlt it Will be to 

adapt a technology that ham evolved in a high-pioductivity society 

to the needs and circulititaacen of a low-productivity bociety." 

Thus, "the Inoradicablo, differencan in the at,rnl p[arameters of 

agriculture ," con) Ined with loop d iffen=cm, In . I alcCI rcumstances, 

"probably makon it inoro difficult to adapt lvnel agriculturl 

2 Albert 0. Iiirfichinnn, Ptovalo~ment Profrctn Ubrierved, p. 42, 

The Ibrookiag Inilul nn ntaigtol) , i. c.,)tI 
21 Ibid.* p. 42. 

22Robert Solo, "The Capacity to Arsii lote an Advanced TochnololUy," 

American Economic Reviow, Vol. LVI, 14o. 2 pp. 91-9)7. May 1966. 



tedmiologies than to adopt advoad indutria tqcdmologi@ foi 

asouilsation.m 

This samo point to ead. by Theodore Schultz in his remark that 

"it is much easier for a poor country to acqui-.v a moern steel mill 

than 4 modem agricultur.1 24 

Each of thezsa authors bi~ obaserved the biame im'portant qualitative 

difference 1hetween tim Gid Inl MSPOt 10 theit' cil'itY tO "4351MI4tell' 

advanced technology. The asgvnificance of this tliffeven.~a. so far an 

the dovelopientt of a01~t'rive techni'iuet of pvo~luctiun its concczried. 

I$ that certain aector5 , -- nrotably agriculture, construct~on and many 

sorviceti--will offesr the pcoz.b1Iity for Jzrpmcving, afficiecy and 

productivity whsila olboxt = 01r afli without btilbuteuit al 

capIt4l inveattwist, whilto for other neeturts ameolal41ly heaivy Indusat", 

it will 11mve, ouito difficult to 1)rv4do to~miklue whicis will Allow 

for Prodoct ivoly ail'so:'b1g art 1rcvetiot 11oiftrtfiun ot wor)~em. 2 

Asll f~ a lots tSxp14itidigj the difforent [-nI capacitytit-ti 4t 

of different nocY'S it) alheorb Inciva.-ed ldbor Inpute wei Call 1%4 that 

by the naturo of' the liroductive prT e nomoi 4L~ttiito, munt notably 

Albort 11.Monrtn (oil. ), Agricul tural. !Sclncomu for tho evlpn 

tinAmricen AmionstIMl riA' ~ lml1T ~ ~~-i
 

'WIlnpttei, D.C. , 1964.
 

25 nited Hatl irna, 1.uznmi Commiiat ion, fur Latin Arorlca * Lconomla 
Suveyof L't Il Aiovirka 1 1461. Par'nt throo 'ipuc1~l t~t"'~_M 

qn,'~_f t):O U1_104. TIil Extraord-inary oIh7jTT 
Now York, 4-6 Mity, 1'J70. Lruih4o1§ ade. 

14 
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be performed with equal efficiency in aapiou.tuul activities, can 

a broad range of scales-of-operationVariety of ways, that is to say, 

certain indutrial are *conomically feaeiibl. On the oti.,ir hand, 

activities are (h azcterized by econoties of nic.lie and "most efficient pro

and efforts t) v.y from the optimuim scile or process can
0Oes" 

We can "raise chickensbe quite costly in term ot lott efficiency. 

in a tiny backyrdi" and hope to imirket tht~ eggz at a profit, "but no 
2 6 

only tho tools of his workshop",
build an autormobilt with

hobbyist can 

the "big three".nwh less think of compitin, in prictu with 

Thus, the set of physically pogsibie activities gives rise to a 

it is fromsubset of ictivitie., which am ecnnomically feasible, and 

1wc chosen.gwag the latter that production procenues must 

In the :ollowing tiections w, exdimine in turn the industrial, 

identify those areast.ectoro in an ,ffort toamstruction and services 

of economic activity tr which flexibilitv cxista with respect to the 

choice among economically feasible production alternatives. In the 

in the subjuct of the next section, we will be 
case of Industry, which 

particularly Interested in deoining thoro manufacturing activities which 

appear to of for greatest potential for the development of labor

intensive alternativ l echniques. 

Leonomic P lieory 'Economic andN. 	Gorgeocu-Roegen, Oxfoprd 

.


Agrarian rconumics ," V -T-Tp.5.Feb 1960. The major 
levels against applying the Me.rxiancriticism which Ceorge icu-l'oegen 

"law of ronccntration" to agriculture is that "no parallelirm exists 

law of ',he scale of production in agriculture and inbetween the 
which he makes between agricultureindustry." Othor (6i ,nctions 

role of the time factor"'--the 6bility toand industry, such as "'the 
hasten mecianical but not biological processes ,--and the "uinflinch

industrialing rhythm" of agriculturo--the freodom to postpone 


to the subject of labor, absorption.
proceseso--are lOes rolevant 
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B. Industry
 

The level of capital intensity in industry and the rigidity in
 

the proportions in which productive factors must be combined is fre

quently exaggerated, due in no small part to inappropriate generali

zations from specific cases, usually in heavy industry. Because, "in 

general the techniques and equipment of a Brazilian or Indian steel
 

mill are not markedly different from those of a German or American
 

mill," David Felix concludes that industrial development in the
 

developing countries "involves heavy fixed capital costs, the machi

nery and equipment component of which must be almost entirely imported."
27 

Leontief makes the point even more strongly. As a consequence 

of his belief in a single, most efficient productive process for all 

industries he defines the proce;s- of dwolopment as consisting "essen

tially in the installation and building of an approximation of the
 

system...in the advanced economies of the U.S. and Western Europe
 

and, more recently, of the USSR--with due allowance for limitations
 

imposed by local mix of resources and the availability of technology
 

27David Felix, International Development Review, "Agrarian Reform and
 
Industrial Growth," Vol. II, No. 2, p. 18. Oct. 1960. The "steel
 
mill case" has been strengthened by Mainland China's "expensive
 
mistake" is trying to adapt the technology of steel making to her
 
factor availabilities by producing steel in thousands of small
 
"backyard" furnaces throughout the country. Although the effort
 
has apparently been abandoned, the reason for its failure is not
 
well understood, "but the problems seem to have been in the quality
 
of the steel, which was uneven and typically poor." Charles P.
 
Kindleberger, Economic Development, (2 'd ed., international student
 
edition), p. 264. McGraw-Hill, Tokyo, 1965.
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to exploit them." 2 8 The optimism implied in the final part of this 

remark ,--"with due allowance..."--is short-lived as one reads further; 

referring to recent (i.e., pre-1963) interest in "designing custom

made techniques to meet the special conditions prevailing in certain
 

choiceunderdeveloped countries," Leontief insists that "...the of 

exists." 2 9 

alternative technologies hardly 

Thorbecke and Stoutjesdijk, in their recent study on employment
 

creation in Peru and Guatemala, discount the ability of the "essen

tially urban, non-agricultural sectors to absorb labor productively"
 

on the basis of "past evidence and future projections..(and) a
 

judgment that the scope for improvement in the employment record of
 

30
 

the modern sector in the next decade 
is quite limited."

Others simply caution against policies of employment creation 

within the modern sector as misguided "urban solutions" to a "total 

28Wassily Leontief, Scientific American, "The Structure of Develop-
Reprinted in
ment," Vol. 209, No. 3, p. 116. (Sept. 1963). 


and Economic Development, Alfred A.Scientific American, Technology 
Knopf, New York, 1963. 

29Ibid. ' 'p.116 

3 0Eric Thorbecke and E. Stoutjesdijk, Employment and Output: A 

Methodology Applied to Peru and Guatemala, Development Centre 

Studies, Employment Serie3: No. 2, pp. 10-11. OECD, Paris, 1971. 
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31
 economy problem". Such solutions, according to these critics, are 

destined to be self-defeating inthe additional rural to urban migra
32
 

tion they induce.


Surely the question of employment creation and labor absorption 

in' industry will not be answered in terms which are black and white. 

In fact, the intent of this section isprecisely to explore behind 

the aggregate so as to gain insights into where there may be chinks 

in the industrial armor which, when penetrated, will pay off in terms
 

of increased employment.
 

31Carl K. Eicher, Ceres, "Danger: Underestimating the Population
 
Explosion," Vol. 3, No. 6, pp. 35-9. Nov.-Dec. 1970. Eicher relates
 
the case of Kenya which, in 1964 tried to deal with its unemploy
ment problem through a tri-partite scheme involving government,
 
private firms and trade unions. The scheme required all firms,
 
including government, which employed more than ten workers to
 
increase employment by ten percent. The program failed, due in
 
part to inadequate government fiaancing. When the scheme was re
introduced in .19701unions were asked to cooperate by reducing their
 
pressure for wage adjustments. The program would have to be counted
 
as a failure, however, since it resulted in a flood of rural
 
migrants to urban centers. (p.37)
 

32Carl K. Eicher, et. al., "Employment Generation in African Agricul
ture," Institute of International Agriculture, College of Agriculture

and Natural Resources, Research Report No. 9, Michigan State Univer
sity, East Lansing, Michiigan, pp. 10-11, July, 1970; John R.
 
Harris and Michael P. Todaro, American Economic Review, "Migration,
 
Unemployment and Development: A Two-Sector Anal3 LX,
_ysis ,Vol. 

No. 1, pp. 126-142. March 1970. Both of these articles are in
 
basic agreement that efforts to resolve the problem of urban
 
unemployment cannot succeed unless accompanied by simultaneous
 
efforts to make rural life more attractive, therby nullifying
 
intersectoral real income differentials.
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1. Factor Substitutability
 

a. Graphic Presentations
 

If real world production isoquants were continuous throughout the
 

range of possible factor combinations, as the simple textbook models
 

suggest, the unemployment problem would be quite manageable,--techniques
 

of production could be readily adapted to the factor proportions
 

as they exist in the developing world. Unfortunately, however, the
 

isoquant for many production processes may be highly discontinuous,
 

particularly in the region of low capital-labor ratios, as is suggested
 

ina model by Harvey Leibenstein.33  (See Figure IV-1).
 

Distinctly dif-

FIGURE IV-1 

forent productive tech

niques are represented 
E3 e 

by points a, b, c, d, Capi- , d 

and e in Figure IV-1. talc 

In this respect, the 

production surface can El 

be thought of as the " 

locus of all techno- I N\ 

logical possibilities 
a 

by which a given out- 0 -

labor 
put can be produced. 

Technique "a" is the only available technique which is labor-intensive,
 

3Harvey Leibenstein, "Technical Progress, the Production Function, and
 
Development," in W.W. Rostow (ed.) The Economics of Take-off into Sus
tained Growth, pp. 185-200. St. Martin's Press, new Yo-r, 196."
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corresponding perhaps to cottage industry.
 

The important assumption to note in drawing the production
 

surface as we Lave is the absence of alternative techniques,--the
 

large discontinuity--in the region of labor-intensity, where the
 

amount of capital per worker is least. On the other hand, several 

alternative techniques of production are available when the capital

labor ratio is high.
 

At low wage rates, W1 , embodied in expenditure line El , tech

nique "a" is most efficient. If the wage increases to W2 , technique 

"a" is still most efficient; however, since per capita output is 

unchanged, the higher wage is more difficult to sustain without 

product price increases. Only a very significant increase in the 

wage rate, to WS , will lead to adoption of a new technique, the 

increased productivity of which is better able to sustain the higher 

wage level. On the other hand, once in the zone of high capital

labor ratios, small changes in wages will induce adoption of new 
.34
 

techniques.
 

35Kindleberger's presentation of the isoquants for industry seems 

to come closer to the problem. In Figure IV-2, the family of isoquants 

3 4 Tid., pp. 188-9
 
3 5Kindleberger, op. cit.., ,pp. ;250-1.
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RI, R2, R3 and R FIGURE IV-2 

correspond to capital Capi
ta I 

intensive techniquen 'F 04 

of product iou; 'r ,2 e c 

T3 and T 
Ij' 

CoPi'i'pl'ol d\( 
~ R3 

to lad)or-int e iv, d 

technique';. a,, c, 1 ' 

d and e ire di".tinict y P a4

different pl'oduct on ( ']4 

proces;Q,;. 0 1ev 

Three cau:]; cin 1w con,;ido rcd-

Case 1. R = I T2, ...Thi; cate conrv.c:pond3 to the Lieben2 


stein model of Ii1,ur4 IV-1 and nothing further need be said of it 

here. 

Case 2. R - TI (or R > T ).X6 This case characterizes many of 

the criticigrw; ly prood-ucter[w techniques in industry forof oLuetion 

it describet, a ;ituaLtion in which a cert,ain lvel of output, say Ql9 

can be achieved by any of lit. t (chiqu, ; ,ol b, cl, dI or e. 

Technique a,, ,rnd cI hiav coiwirabl output-capital ratios (in the 

case of R1 1T1lAt ]ihot, 1)w'odctivit y, that is the output-labor) liou;lh 

ratio, inj lower for a, bI on t e ot wil' had unes less of both capital. 


and labor in producing Q ; thu'i, both the outpUt-capital ratio and 

3 6 Case 2 could alho he drawn on a single discontInuous inoquant by 
connecting b1 on R, with aij on T4 by means of a horizontal--but 
conceivably upward sloping--segment. 
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the output-labor atio a hihor for bi than fbr a .37 
ICase 2 forms us to onlder the assumption of homogeous 

capital and labor,, Capital is a relatively homogeneous and liquid 

factor only until it Is committed to a specific investment project. 

One capital assume a fixed form it becomes, "like families of 

indentured servants committed for several generations," 8 neither 

homogeneous nor readily convertible into other foxm. The physical 

Capital embodied in process al resembles that embodied in b1 and d1 
far more closely than it does that in a. It resembles %, however, 

in respect to its purchase price, that is, K units of liquid capital 

could have been converted either into the capital component of c 

or aV The foot of capital 'e durability, however, points up the 

importance Of the Investment decision in fixing factor pr*oportions for 

many years Into the future. 

37t..a techniques are made less capital-intensive, more labor can,
of course, be employed with any given volume of investment, but 
it does not appear to be the case that techniques that epploy more
labor per unit of capital alwas yield a larger output per unit of 
capital. Indeed, in a number of cues it has been observed that
 
some techniqUeS that use much labor also use much 
 capital per unit 
of output." ILO, EM41t obJectives in Economic Develgont, 
Report of a MNting or Expe t Geva 1951) cited in Warne 
Bear and ichael E.A. Herve, Quarterly Journal of Economics,
"Em oyment and IndustrializatIon in Devoloping Countrios," Vol.

80, No. I, pp. 96-7. Feb. 1966.
 

3Strassmann, c p. 122. Zn commenting on the comparative
flexlbiJlty Of cipIIt-l and labor, Strassmann notes 'like families 
of indentured servants committed for several generations, not just
services but a part of the stock is committed to a fizi.,.Th* free 
worker does not become as merged with the business as does capital
because in-plant training *strang locations, and queeress of taskseldom render him as unfit for employment elsewhee a are sm
 
Specialized Instruments and buildings."
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Insofar as process a4 requires a larger input in terms of labor 

than does c! , the technology of a4 can be viewed as "capital stretch

ingrl in the sense of requiring less capital per unit of labor in 

production than process cI .
 

Unfortunately, however, the choice of a labor-intensive technique 

may conflict with other investment criteria; for example, maximum
 

absorption of labor may yield low returns per unit of capital and fail 

to maximize future growth rates for output. ll1a Myint poses the 
39 

trade-off a-, follows: 

'The advantage of the more labour intensive 
techniques is that for a given amount of capital 
investment the/ create a larger volume of employ
ment. Sin',. most of the wage income is spent on 
consumption, there is therefore a higher level of 
present consumption. gince a larger volume of 
employmnt me ins thatt the available income is 
spread over , l~rger numbor of people, there is 
also a hi ;her depr,te of economic equality. On 
the other hand, the advantage of the more capital
intensive methods i.;, that for a given amount of 
capital iiive-tmeint, they yield i hJig.her net output 
or surplus albove ihe wige bill; this surplus can 
be made aIv,0J1 11 [or, fur'ther investment. So 
although thev yield i lower volume of present 
employment ,oid con:umption , they promise a higher 
potential level of eiploymnnt ind consumption in 
the future .There i, however , a greater degree 
of tuie,tjuil ditr ibut 0i of i.ome between the 
(stato or prlvat-') ',,ipitalits ' who oblain the 
surplu3 al".Itlh ,,ye r also between(Wlr'neps (and 

those wo op ; who obtain iimdLi te employment and 
those who for th pre,;ent are left unabsorbed 
in time jodoic tLve prIocsnr1." 

39Hla Hyint, T'ho Leonomics, of the Developing Countries, p. 139. 

Praogor, Now -_1k.9'J. 
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Case 3. The final case assumes that Ri, %R,R3 and-R4 are the 

I.ohly possible ways of producing the good, say steel. This case 

characterizes the criticism that "...alternative technologies hardly 

exist." Such a conclusion, however, overlooks a wide range of 

possibilities wherein "substitution of variable costs which are ';~) 

typically more labor-intensive for fixed costs, which are capital

intensive ," is a distinct possibility.40 "It is possible to produce
 

gasoline from a simple pipe still and not always necessary or, o-

economic to install catalytic crackers." 41 >However, .the1Samei-author
 

concedes the point "that for some products it is necessar1r to *use-.,
 

considerable amounts of capital to get any output at all."4
2
 

If the production process is viewed as a sequence of inter

related stages, rather than as a unified, unalterable process,
 

interesting possibilities for employment creation can be discerned.
 

Lewis has noted the possibility for employin more labor inside ;the
 

factory "inmoving things about, in the handling of materials,....

• .,43
 

in packaging. That is to say, capital-intensive methods should
 

be employed at those stages in the production process where their
 

use is critical in capturing "the essential quality of thR tool
 

element in equipment"; however, there is far less justification for
 

40Kindleberger, op. cit., p. 251.
 
41Ibid., p. 251
 
42Ibid., p. 251
 
4 3 W. Arthur Lewis, Development Planning, p. 60. Harper & Row, New
 

York, 1966. David Felix, on the other hand, refers to such efforts
 
as "crude adaptations...in which the raw material inputs and final
 
products are manhandled primitively." op. cit., p. 18.
 

http:possibility.40


IV.22 

accepting the "superfluqus labor-saving appendages of the advanced
 

technology of industrial countries.",44  "Machinery to cut metal .makes
 
.45
 

4iore sense that machinery to move it," 4 and methods which may pay 

off socially "when wages are $8.a day...may not be optimal when 

(wages) a 1-rd$1.a day.,.', 6 

-.n: purely economic terms, the, explanation behind the "irrational" 

cchoice of capital-intensive techniques-in circumstances where labor
 

is obviously -inabundance lies in the basic profit-maximizing rule of
 

,equating marginal cost with marginal value product. The paradox 

whereby labor is abundant yet not cheap, while capital, despite its. 

scarcity is actually inexpensive, can occur if "the ratio between 

wages and the price of other factors is greater than the ratio 

47between the corresponding marginal productivities." That is to say, 

if an additional dollar spent on dital produces more in terms of 

output than an additional -dollar'spent on labor, regardless of how low 

the level of wages may be, the profit maximizing entrepreneur will 

opt.:for increasing capital. 

4Meier, op. cit., p. 438. 
 Meier defines the problem of adaptation 
as one of devising new technologies which maintain "the essential 
quality of the tool element in equipment without the superfluous 
labor-saving appendages of the advanced technology of industrial 
countires ." emphasis added. 

45Kindleberger, op. cit., p. 265.
 
46Felix, op. cit., p. 18.
 
47Georgescu-Roegen, op. cit., DD. 39-40.
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b. Elasticity, of Substitution 

The elasticity of substitution (a) is a-measure of the degree to 

which capital and labor tend to be substituted for one another in 

response to changes in their price ratio. Estimates of a based upon 

industrial-census data for 19 countries were developed by Arrow, 

Chenery, Minhas and Solow in their work on the Constant Elasticity 

of Substitution (CES) production function4 8 (see Table IV-2). 

TABLE IV-2
 

Cross-Country Estimates of the Elasticity of Substitution 

ISIC
 
No. Industry a 

202 Dairy products 721
 
203 Fruit and vegetable canning .855
 
205 Grain and mill products .909
 
206 Bakery products .900 
207 Sugar .781 
220 Tobacco .753 
231 Textile - spinning and weaving .809
 
232 Knitting mills .785 
250 Lumber and wood .860 
260 Furniture .894 
271 Pulp and paper .965 
280 Printing and publishing .868 
291 Leather finishing .857 
311 Basic chemcials .831 
312 Fats and oils .839
 
319 Miscellaneous chemicals .895
 
331 Clay products .919
 
332 Glass .999
 
333 Ceramics .901 
334 Cement .920 
341 Iron and steel .811 
342 Non-ferrous metals 1.011 
350 Metal products .902 
370 Electric machinery .870 

4 18K.j. Arrow, H.B. Chenery, B.S. Minhas and R.M. Solow, The Review 
of Economics and Statistics, "Capital-Labor Substitution and 
Economic Efficiency," Vol. XLIII, No. 3, pp. 225-250. Aug. 1961. 
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TABLE IV-2, continued.
 

Notes: Countries included in the sample are: U.S., Canada, 
N. Zealand, Australia, Denmark, Norway, Puerto Rico, 
U.K., Colombia, Ireland, Mexico, Argentina, Japan, 
El Salvador, Brazil, S. Bihodesla, ceylon, India, 
Iraq. DaL, pi-tain to different ycirz bctween 
1949 and 1955. 

Source: K.J. Arvow, i1.B. Chenery, B.S. Minhas and R.M. 
- Solow, The Review of Economics and Statistics, 

"Capital-Labor Substitution and Economic Efficiency," 

V .Vol. XLIII, No. 3 p. 227. August 1961. 

Indications of "varying degrees of substitutability in different
 

types of production",--the fact that "technological alternatives are
 

some sectors, limited in others"--led the
numbezous and flexible in 


authors to hypothesize a constant elasticity of substitution for each
 

industry.4 9 A single production function for all countries was assumed;
 

thus, although the same industry in different countries may produce
 

with different capital labor ratios, it nevertheless was assumed to
 

operate on the same set of uniquely-shaped iso-product surves (of
 

constant elasticity of substitution). A lower value for a indicates
 

a lesser degree of technical substitution between capital and labor
 

in response to a change in their price ratio.
 

Thus, factor proportions in dairy products (= .721), sugar
 

(an .781), tobacco (= .753), and knitting mills (o- .785) are
 

seemingly more rigid than in pulp and paper (am .965), clay products
 

= 

(an .919), glass (a= .999), and non-ferrous metals (o 1.011).
 

(see Table IV-2)
 

49Lbid, p. 225.
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a. A tihd Factor of Production 

As we noted earlier, technological change implies a more effIcvnt 

use of an economy's scarce resources. Given capital as the scarce 

factor in the developing countries, the aim of technology &hould be to 

economize in its use, or maximize the output which can be gotten from 

it. 

Many authors, however, have noted a third factor of production-

sklle labor--which, in the developing countries, is more scarce 

and more crucial to the production process than capital. The scarcity 

of skilled labor, and the consequent necessity to maximize its product

ivity, can tako preceder ce ovei' efforts aimed at econcinies in the use 
50 

1ila Myint nlote : 
of capital. 

"Many underdevolored countries suffer from a greater 
shortage of okillb that of material capital, so that 
they somotimes prefer moro nxpensive machinery, 
which roducou rv-pairz and mointenance, to cheaper or 
secondhand machiner-I which, although it might 
reduce the reatio of capital to unskilled labor, 
requires t larger ainount of the scarcesl factor, 
skilled labor." 

Baer and Hervo draw upon 11la lyint'a theory of a third factor 

of production In devoloping their concept of "effective supply of 

labor".51  "A nkillhd worker without either capital or urin)Alled
 

labor is unproductive. l[owovwr, cpititl and unskilled lI-bu., need to 

be combined with nkilled Iabor to b~o productivo. Thus, a minimum of 

skiled labor is needed per unit of unckilled labor and per unit of 

50 . it., p. 137. Emphasa added,
 

Sliaer and Herve, op. cit.
 

http:labor".51
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capital."52 It follows then that the "effeotive supply of unskilled 

labor is determined by the amount which can be combined with the 

available supply of skillad labor,.., and a similar reasoning can be 

applied to cap'tal."53 By this lire of reasoning, the "effective 

supply of unakilled labor" will be smaller than the actual supply to 

the extent that skilled labor (and capital) constrains the utilization 

of the actual supply. Thus, with capital and skilled labor seen as
 

competitive factors in prod'ction, the profit-maximifing allocation 

of resources may call for the substitution of capital for skilled
 

labor, with unskilled labor being employed in proportion to the
 

availability of skilled labor.
54
 

That skilled labor, and not capital, is the constraint in
 

industrialization was confirmed at the United Nations' Industrial
 

Programming Seminar held in Sao Paulo in 1963. There, representatives
 

of development banks and international lending agencies "agreed
 

52 Ibid., p. 100. In a "Comment" taie authorf- clarify their use of the 
te' "skilled labor" as "supervisory personnel limiting the effect
ive supply of unskilled labor," and elsewhere, "complementary to 
unskilled workers. ... the noncommissioned officers of the labor 
infantry" with abilities for demonstraion, teaching, discipline 
and close supervision. The authors distinguish this type of 
skilled labor from "skilled labor complementary to capital equip
ment. ...highly skilled technicians", the supply of which can be 
rapidly increased by imports and training. Quarterly Journal of 
Eonomics, "Employment and Industrialization: Reply," Vol. 81, 
No. 3, pp. 532-3. Aug. 1967. 

5 3 Baer and Ilerve, op. cit., p. 100. 
54David F. Ross, Quarterly Journal of Economics, "Employment and
 
Industrialization in Developing Countries: Comment," Vol. 81,
 
No. 2, p. 338. May 1967.
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almost unenimously that at least temporarily the supply of low

interest foreign capital exceeded the need for funds of acceptable
 

investment projects. Skilled labor and reputable management were the
 

shortage. 55
 

The Baer-Herve thesis that the "effective supply of labor" is
 

determined by the level of complementary capital and skilled labor
 

available to the production process isborne out by Strassmann's
 

description of the limits of labor absorptivity:
56
 

"Where labor is less trained and skilled, manage
ment may have to spend more on other factors of
 
production to get an enterprise going. Relative
 
factor prices, that is, lower wages, can hold up
 
this shift in spending only as long as some
 
elasticity of substitution remains. But workers
 
of low skill have less ability to replace other
 
factors: Where this ability becomes zero, no
 
wage cut will bring an extra man into a plant.
 
Instead, the services of more machines or more
 
supervision will be bought. More supervision
 
can make up for a worker's inexpertness in
 
materials and processes, his nonchalance about
 
coordinating one task with another, and his
 
disdain for long hours of gray captivity.
 

"Unfortunately, supervisors who can do their
 
job well a-e usually scarcer and harder to train
 
than anyone and constitute perhaps the greatest
 
bottleneck for economic development."
 

5 Strassmann, op. cit., p. 123. Strassmann discusses "attempts to
 
solve the supervisory shortage" as falling into six categories:
 
"externalization, foreign hiring, use of graduate engineers, use
 
of engineering dropouts, special training, and procotion from
 
the ranks". pp. 96-102.
 

56 1bid., p. 93. 
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2. The U.S. Manufacturing Data. 

In that the U.S. is the major supplier of capital equipment and 

technology for Latin America, perhaps we can learn something about 

labor-absorption in manufacturing industries by studying U.S. 

industrial data. Presumably, any technique which is used in the U.S. 

is also available for export. 

Given a set of manufacturing data such as is available in the 

U.S. Census of Manufacturing, what measures or characteristics 

might we look for as a guide to labor absorptivity and economy 

of capital? 

As an approximation, we can look for industries where small 

scale operations are able to hold their own with larger ones. 

Since small scale industry is typically less capital-intensive than
 

is large scale industry, 57 the existence of successful small scale 

operations would identify an industry in which plant size can be
 

matched to market size, without excessive capital expenditure.
 

57This is an important assumption in Harry Oshima's analysis of 
the employment problem inAsia. Economic Development and Cultural 
Change, "Labor-Force 'Explosion' and the Labor-intensive Sector 
in Asian Growth", Vol. 19, No. 2 pp. 161-183. January 1971. 

Bert Hoselitz comments that "small industry is usually much 
more labor-intensive than large industry." Journal of Economic
 
History, "Small Industry in Underdeveloped Countries", Vol. 19,
 
No. 4, p. 607. December 1959.
 

The assumption is generally confirmed by U.S. data from the
 
Census of Manufactures. However, establishments of the smallest
 
scale (1-4 employees) prove an exception. The extremely high
 
levels of capital intensity of these plants may be due to
 
indivisibilities of capital and other factors leading to over
capitalization.
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Once such an industry is identified, its production process can 

be made more labor using by substituting labor for machinery in the 

handling, inspecting, packing, storing, etc., stages of the manu

facturing process without significantly affecting the basic tool 

qualities of the actual production process. What is less certain, 

however, is the "cost-benefit" of such an adaptation to conditions 

of the developing nations, and the differential capacity for adapta

tion of different industrial processes.
 

Based upon data from the 1954 U.S. 
 Census of Manufactures we
 

developed indicators for each of the Standard Industrial Classifi

cation (SIC) 2-digit manufacturing industries. (See Figure IV-3).
 

For each of these industries, three ratios--value added per employee;
 

new capital expenditures per employee; and new capital expenditures
 

to value added--are plotted as -discrete functions of plant size 

measured by number of employees per establishment. Several inter

esting patterns are observed.
 

First, with respect to worker productivity (value added per
 

employee), two basic patterns are discernible. The first of these
 

productivity patterns--a continuous upward curve, or a '"U-shaped

' early58 

curve which bottoms-out early, identifies-industries characterized 

by economies of scale in production, ...the undustries inwhich 

increased size and increased worker productivity go hand in hand. 

58The high initial levels of productivity in the case of U-shaped
 
curves is explained by high levels of capital intensity for plants
with 1-4 employees (see preceding footnote). 
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FIGURE IV-3 

tiS of:
 

Value Added per Employee
 
New Capital Expenditures per Employee, and
 
New Capital Expenditures to Value Added
 

by Size of Establishment (number of employees),
 
for SIC 2-digit Manufacturing Industries.
 

(Ratios converted to index numbers:
 
ratios for plant size 10-19 employees = 100)
 

Key:
 

,______.... value added per employee (Q/L) 

-------' - --- new capital expenditures per employee
 
(K/L)
 

new capital expenditures to value addedI " 
(K/Q)(KI1 
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24, Lumber and Wood Products
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27. PrInting and Publishinj
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.0.Rubber Products
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, _fIndustries which fall into this first broad productivity pattern, in 

which large scale seems to be a decided advantage, include-

20 food and kindred products 
21 tobacco manufactures
 
24 lumber and wood products
 
26 pulp, paper and products
 
27 printing and publishing
 
28 chemicals and products
 
29 petroleum and coal products
 
32 stone, clay and glass products
 
33 primary metal industries
 
34 fabricated metal products 
35 machinery, except electrical
 
37 transportation equipment
 

The second broad productivity pattern is characterized by
 

prodnctivity curves which are flat, continuous downward, or U-shaped 

but late to bottom-out. A superficial reading of these curves would 

suggest a group of industries which appear to allow for a constant 

level.of productivity over a wide range of plant scales, that is, 

scale of operation can be matched to market size without having to 

accept a loss in worker productivity. Included within this productivity 

pattern are-

22 textile mill products

23 apparel and related products
 
25 furniture and fixtures
 
30 rubber products
 
31 leather and leather goods
 
36 electrical machinery 

It is this latter group of industries which, tentatively, would 

appear to offer the developing nations greater prospect for employ

ment expansion within the context of capital scarcity and a severely 

circumiscribed local market. 
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Table ZV- presents agpegate data cm the change In the al 

sutwit" of the U.S. mnufacturing stitor between 1954 and 1067. 

Disproportionately large increases In nuw of establLshmnts are 

acoounted for by lare scals, and when it is r-slled that a lare 

plant my be several hundred ts. larger thm a smaU plant, the I. 

prosilon of cruing concentrotion is roinorced. The significant in

crease In the nmber of very small scale plants (1-4 oqp.loyee) 

however, should not go unnotlced. 

To detersm whther smal scale plants war. able to maintaln 

thefr cosqetitiwv position within their repective Industry at the 4

dialt level we looked at o' eAmple each from the two buod producti

vity patterna observed ear1lor. rrcm the "econo es of sGals" 

pattern we selted SIC 020-tood and kindred produMte, and from the 

constant preduativity pottern we selected 025-furniture and fixtures. 

The sam general trend towards incresed conoentrmton was observed, 

however, with no 4.digit Industry rovealing itself s uniquely 4:ed 

to sml scal production. 

Am one would expoct, sml scale production i so chamomrr-

Latta of sore Industries thin othetw. Tabl IMV-I ndicate for the 

U.2. the proportions of total .stabliahmonts, for oah 2-d1lt In. 

dustry 	falling into mil (1-a;omp.qloyo), imeium (60-91 OVplovee) 

And large (100 and mm eicployosee) sl, produatln,." The indTtri" 

#On the dLfftermtll Iportwo. of small 9c4a, establishments in poet
war wropie maufatuing sector, eits, hasnWtedi "tb S1fml 
the o io of the labor torwe In mall Industry (0 and Mer em
ploy.e.] is signifloantly hlher than the national vage In the 
food processing, leater otom t ion, metal fibricain and mad. in. 
mty industries, nd slpifltOntLy 10r In tOexles, min4, bsi 
mstal produwtLon pa e and dwateal, Industries. In oter words, the 
'heavy' lnutrles ha oan the whole, oniderobly I r establish



'Size of is.gmt 1 i 4Aand 1967 

AU,% *10,53- IO cf (14=. c3f3eup690 
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in Table IV-5 are ranked in descending order according to the propor

tion of their total establishments accounted for by nmall scale.
 

3. The Usefu]newis of the Data 

The fact of prcwing concentration in the U.S. r'anufacturing sec

tor ,xrv rir ofauggeatvi that ind w the orientation the U.S. market 

for technology will be tc ward capital intensity and bignicss. Under 

those circuiv,tanev. , tie de:;Igri and )roduction of c,-pital equipment 

for small-scale indus try assun*n a reduced importanco. 

It should be recalled also that what in arrall-ticale Industry for 

the U.S. may inply a very large scale of operationa, and a correspond

ingly high level of Capital Intensity, for small cowitries in the early 

stages of indwtriallration. 

ror L.4tin Av*.riccan factory Industry, value added per Oqloyoe 

is less than half th, compArable figurv for the U.S. manufacturing 

sector- for the leers Irnduttrializod nations of Latin America the con

tra~st In ov01) morZt- ditr-ti c. (*ea Table £V-6.). 

Perlhap tLe ma'jor lba s, to be learned tfom our * ix4aation Of the 

U.S. wnufacturtitg uector ta t6 irxeciatc the difficulty that nMlI 

deawiopings fultitof~ rv~tll hava In tsiiig tir 1^1,-ntansivo prt~1uctton 

tehnitito In the capItal r40vmto of ha 4evaol,1,ed tiatitLb. fa 4e

ima ahtl 4 pail d1 -vtircivally tifa.tkad tlAthe flac4d a4 *a9,oy*"t 

tatel*'nto sf ,!CV0I'q',|LC wt4$(d, . -u to1the ICW I sho p41 h41 1o 

0" tD 010~4~ ffshftt40 to a**~To1 ~44t*tit a getting 



TABLE 1W-6 

Talue Add, per p1.oyee i Factory Indst:ry, 

SLnof Extablishment, U.S. (195) and Latin Ameica (1960) 

Si:e cf 	ESaisz~ct (No. cf Emplcyees) 

Srall Sal e ,medIu= Scale Large Scale 
(_-_) (50-39) (100 &more) 

t.v staD SAS,0 	 $6,551 $7,890 

Latin Amrita S2,170 	 $2,r.0,0 $3,940 

o I 2,590 	 2,630 4,200Oro 1 1,4c- 2,130 3,070
 
QcpI II 1'Iw 2,030 2,350
 

Xbtes: 	 Cmz I: Argentina, Brazil and Mdxico, accoumt for 
EO per-cent of the total prmoduc-t of Lndstry in Latin 
Anerl--ca ;
 

S- - "1 : '2 ile, Colwmla, Fer-, U'=-'aguay and Venezuela, 
all hav-.g 'rea-cled a mdera:e de gree of industrialization," 
to-ether azzzt 15!o -crcen't of total industrial output; 

7.i::: !ntr.zl Ferica C Pan a, Bolivia, Ecuador, 
Haiti an! TaraE-,ay toget er contribute less than 4 

SO : 	 Based ,.qn. Ceziss: of M-anufact-ws, 1954 and U.N., 
DCZA, "1a'-Scale nus-r in -:.e :evelop.ent of Latin 
America", Zcmomic Bulletin for Latin merica, Vol. XII, 
No. 1,p. 	 69. YAry 1967. 



0 The frequent assertion that the developing nations ae heIV to 

al technology developed to data Is without practical rlvance un

lets this technology Is adored to their factor availsblities, just 

as It has been adapted to those se avalablities In the developed 

ViOt io. -To belief that the developed nations provide a technologi. 

olksupormaz0 jfrom which the developing nations need only choose 

"fro the AShlflo ! ith ut adaptation to theils o ness is seen 

as misguided iis within ttie oontqoct of a naicn4 sploymfent 

strategy. It "snotsimply that 'the developing iatis have gone to 

the WW0sarsetosho'p ! their techology; thene is no-'riot store 

M.Mt' s e-Ape, y tits which have been successful ft oe 

socIlty y ultuw opplication In another.prove too ,mm, to have 

Davm4Bell ta" noted that ftreip aid is f""ty described in

ly as a Process of tranerving know-how; Instead It is a pro

oe of ftgM kxmwowa .* a process of finding out 'what will work 

55In N pieria not ofItansfing what h been found to work in Tebraska.1

Aoor~iu to Sells the process of foreign aid should properly be 

thovbt of as a rssearci process. aimed at learning how to mve a 

particular society, withIts special and uiqae charateristos of 

history and culture and physical geopqhy , towszrd specified objectives." 

kdik a process of research, however, ha been conspicuously absent both 

from International and national *muelpmeaJ oefiort Without strong 

"Address before the Amrican Socity for MuUc Adalistration, 
APril 15, 166, cited In Peter bamer, "Interpretive,Syntkacs sn 
Poll., Iioam ofLandlowe Center ad Related Aeseac", WC 
No. 81 of The Lan Tenure Center# p. 1. University of Viscowoni,
 
Nadism.
 



VV.'7 

dmandlfr the research AndeveVmntmarket A€sntvwM 1o meats a 

of technology for the developing nations t is unlael that majo ad

vances in this direction will take place. 

A basic. orientatiqn of. the policies which guide the pattern of 

Investment in the developing nations, as we discussed, in the preceding 

chapter, Is a necessaxr first stop in shifting the direction of tech

nolosical development ope toward the needs of generating increased 

emplomnt in the uzban sector. However, as we will show below, the 

process of Industrialization will need a major assist from the other 

sectors of the ooonoI, particularly apiculture, if the employment 

problem in Latin America is to be brought within mnageable bounds. 

4. Adatation of Advanced Technolog,: The Soviet Metalwor4cing Case 

David 0ranLek provides an interesting illustration of the adapta

tion of advanced techniques to the needs of a capital-poor society in 

his analysis of the soviet metalworking industry.6 7 

Oranic divides soviet metalworking into "productive" and "aux

lia:y" pr*oesseos. Auxiliary processes, which Include materials 

handling, Inspection, repair, hookkeeping, eto., "have been left 

largly wmachaized" * there being no need to economise on unskilled 

labor. Consequently, possibilities in this area "1for the substitution 

of capital fo labor ane quit* easy to find." Zn productive processes, 

6? 
aft 

http:industry.67
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68 	 A. 

&6~idfig 1oid4 S6fil inh "the 'SV.~utlb~igindustry, 

Qe~owin~oi;h beenbd to7 procuz %166tb the-- loestPoss

111.atio_10of *ffa~2 Shsmnt, to idditiona1 butput', 'iris so 'far as, this 

~cnbe abhie the . suba t ;.tution of flboi for ,captal." - He notes that 

in this eft, SdetV p iy-makiie hd "f,,ollofed OthodowWestern econ

fbcor : o' aice ones." 6 9 

omid doctrine of sbtituting plentifu 

The ~services and repair*of euipmsent Is"the: area, in which ,"capital 

and' laboram ost: ~readily be treated as ,substitute production factors. 

Obeolescenee quite obviously, is a relative term. Thus, capital equip

ment is mors likely to become obsolete earlier in a capital-rich, high

wage country than in one which is preoccupied with economizing capital. 

to scrap equipment in the case of the former is coui.teredThe decision 

in the latter by a preference for repi71 The use of second-hand equip-

Mont in developing countries is 'anarea in which potential capital savings 

are tempered by the availabityoy berealsedbut such economie's 

8	 Ibid.9 pp. 214-215. Contrasting U.S. and British techniques in manu-

WRTYDuring, Oanick botima its: "."..Stiotig upr'ession driwn, fim the various 
reports of the Anglo-American Council on Productivity is that basic 
production equiment dies not diffeO N prtioulaly beween the two
 

countries in most inoustries. There is no indication that lower British
 

vWgia leaid 't'the"use of Iesi m dern' pindudioh quipmeft'."'t: (P. 216)
 
Note the restricted usage of "production", referring to the "productive
 
processes" as distinct from the "auxiliary processes".
 

9Did., p. 232.
 

7'"Id., p. 220. 
7 1 Tbid., p. 223. 

-(	 . 
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skilled mechanics to provide more frequent repair service...
 

Further illustrations of capital-saving in auxiliary processes in

clude:
 

inspection--10 to 35 percent of total work time in metalworking is
 
72a
 

72
 
devoted to inspection;


materials handling--extremely high potential use-levels of materials
 

handling equipment must be shown in justification of its installation;
7 3
 

clerical work and bookkeeping--these remain almost totally unmech
74
 

anized in soviet industry.
 

The Soviet metalworking case well illustrates an approach which
 

many developing nations could profitably follow. By viewing the produc

tion process as a sequence of interrelated stages, rather than as a uni

fied, unalterable process, interesting possibilities for employment creation
 

may be discovered. Materials handling, inspection, packaging, etc., can
 

all be performed labor-intensively without compromising the "essential
 
. ,75
 

quality of the tool element in equipment". By thus sele-Otively spreading
 

scarce capital over the maximum number of workers, industrialization in
 

the developing nations may be able to combine efficiency of operation
 

with high levels of labor absorption.
 

72 Ibid., pp. 221-222. "As late as 1953, almost all inspection operations
 

were still carried on by hand in the Cheliabinsk Tractor Plant--one
 
of the major mass production plants of the Soviet Union."
 

73Ibid., p. 221. One expression of this policy is "the sheer failure
 
to produce low-capacity electric hoists, trailer-trucks, overhead
 
conveyors, etc." 

74Ibid. 
, p. 222.
 
75Meier, op. cit., p. 438.
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C. Construction 

Anyone who has traveled in the developing countries and seen 

buildings and public works under construction will recognize the vast 

potential for employment absorption in the construction industry. The 

ability of construction activities to allow great variation in labor 

intensity is due to the smooth and continuous isoquants which charac

terize much of this sector's activities. Unlike many industrial
 

activities (where we found discontinuities inthe production surface)
 

the choice of a production technology in construction constitutes a
 

loose, rather than rigid, relationship between productive factors, 

often capable of daily alteration, and, in any case, ending with the 

conclusion of the construction project. Thus, subsequent projects can 

be constructed with entirely different technologies from those of pre

76
vious ones. Whereas in industry the initial choice of technology 

has a lasting influence upon, and in fact reduces the scope for sub

sequent choices and the level of employment due to the durability of 

plant and capital equipment, this is far less true of construction 

activities.
 

It should be recalled, however, that capital-labor substitutions 

are-r6versible:and variability in the production process cuts'both 

ways. The flexibility which allows for considerable labor absorption 

76J. Gorinski, "Contruction: Its Role in the Development of Backward 
Economies", in Essays on Planning and Economic Development, Vol. III.
 
Warsaw, 1968, cited in Ignacy Sachs, "Selection of Techniques: Pro
blems and Policies for Latin America", Economic Biulletin for Latin 
America, Vol. XV, No. 1, p. 33. 1970.
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i 

can also be a source of labor displacement, for the introduction of
 

the simplest lifting, mixing or conveying equipment can spell unem

ployment and consequent economic hardship for vast numbers of con

struction workers.
 

Table IV-7 presents data for Latin America for the 1950-65
 

period on the growth of output and employment in construction, as well
 

as the percent share of the net increase in the active population
 

absorbed by construction activities.
 

The slow growth in the productivity of labor suggests that factor
 

proportions in construction have remained rather constant over the
 

period, without significant capital deepening. Although the contri

butions of construction to GDP and to employment has kept pace with
 

the growth of the economy over the 15-year period as measured by the
 

long-term growth rates in column 6 of Table IV-7, the growth rate of 

output in construction between 1960-65 was only half as rapid as for 

the 1950-60 period; over the same two periods employment growth de

cifned by one-third. The slackening in construction growth resulted in 

a substantial decline in the numbers being absorbed into employment 

ccnstruction activities, from an average yearly rate of nearly 

70 ,000 during the 1950-60 period to about 57,000 per year during the 

1960-65 period 
77 

77Esteban Lederman, Los Recursos Humanos en el Desarrollo de America-&>
 
Latina, No. 9 in Series II: Anticipos de Investigacion, Cuadernos \
 
der- Istituto Latinoamericano de Planificacion Economica y Social
 
(ILPES), Cuadro 9. Santiago, 1969.
 

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle



TABLE IV-7 

Latin America: Output and Emnployment in Construction, 1950-65 

1950 1960 1965 1950-60 1960-65 1950-65 
Construction output 

Percent of GDP 3.4 3.4 3.0 
Growth rate, % 4.5 2.2 3.8 

Construction employment
 

Percent of active 
population -3.6 3.7 3.6 

Growth rate, % 3.1 2.1 2.8 

Growth rate of produc
tivit-v in construction 1.4 0.1 0.9 

Labor absorption by
 
construction: percent

of net increase in active 
population 4.8 3.3 4.0 

Source: Based upon Esteban Lederman, Los Recursos Humanos en el 
Desarrollo de America Latina, No. 9 in Series II:
 
Anticipos de Investigacicn, Cuadernos del instituto
 
Latinoamericano de Planificacion Eccnomica y Social,
 
(ILPES), Cuadro 9, Santiago, 1969, and UN, ECLA,
 
Economic Survey of Latin America, 1966, Table 14.
 



1. WuJtdin Couatwation 

Colin Clark Identified building as a "genuine 'Diminishing Re

turnsI industry" dan to the Inelastic supply of skills and management 

and the obionce of ",pprocLible aconomles of lare-ctcie o'ganization 

' 7 8 to off-set this. As a conequence, Clark generalized that effi

ciency of labor In building Increases "more slowly thin li production 

79  as a whole." While this conclusion is s,ported by the data in
 

Table IV-7, the hypothesis does not seem to be a fair reflection of
 

reality. Productivity-increaiing innovations In mnterials and organi

zation in tho building trades, as well as increased mechlnization, 

could be adopted by building contractors as readily as by any other
 

entrepreneurs if marginal returns to labor were 
 to show a tendency to
 

decline more rapidly than returns to othor inputs. 

The fact that productivity in the building trades does tend to 

grow slowly, as Clark noted, may, to a greater extent, be the con

sequence of this industry's smooth isoquants than to a genuine situa

tion of diminishing returns. Unlike manufacturing industry, in which
 

products and processes are frequently introduced simultaneously, the
 

construction of buildings and public works (much like agricultural 

production) has developed more or less independently in all countries 

on the basis of indigenous technologies and raw materials. This factor, 

78Colins Clark, The Conditions of Economic Progress, 3d ad., pp. 381-2. 
MacMillan 6 Co. Ltd., London, l9o7. "This is seen from the figures
of cost when housing contracts are let in larger blocks." On the 
other hand, Clark sees a possibility for increasing returns in
 
civil engineering due to the potential for mechanization. (p. 383)


7 9 Ibid., pp. 383-4.
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mot than any other, explains the existence of broad variations in
 

building techniques mid rmitetorials, tho economic and social inplica

tions of which aru Lrk,oth Itoquants ar. i gradual procv'-,- ot capital

deepening. A< ordliig to Paul S;tr,asamenn, "compartvd with m.nufacturing 

wages, building w.tj,., havu boun more closely attunt-d to tictor abundance 

in most count in decades. innd labor legis,i,,,; p)at Union n-,t oi 

In coming to tlii , :,.ctor. 80lation ha vial ly b ,een lt 

Strassmirlriann studied thu 1,spons of buihlilg cntra',ctor3 to eleven 

potential innovations in the Pert'vian construct ion Industry where, 

contrary to the genoral pitttnui, construction wages had risen to the 

level of manutacturing )lant wage!3, "thus providing the conditions 

for an early arrival of pIrtibiication and mechanization in the con

struction induntry there." ' a t Of the ,leven Innovations studied, all132 

of which were labor saving to some extent, ten wore adopted by at 

least some of the 15 firms in the sample. Vinyl floor tiles, as a
 

substitute for parquet floors, was adopted by all the companies in the
 

sample. This particular innovation allowed for savings in materials
 

costs (over parquet floors) of one-third, and of 50 minutes of labor
 

time per square meter in installation.83 Metal ceiling forms, as a
 

substitute for wood, and eliminating many supporting posts, vas adopted
 

80"Innovation and Employment in Building: The Experienco of Peru",
 

Oxford Economic Papers, Vol. 22, No. 2, p. 258. July, 1970.
 
81Ibid., p. 258.
 
82Savings on labor ranged between 20-90 percent per unit of output;
 
additionally, three of the innovations lowered materials costs
 
while seven raised them. Ibid., p, 247.
 

831bid., p. 246.
 

http:installation.83
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peroaet of the ale; labor savbgs we'by 8 I 35 pcn 64 

Factor substitution was reveiled in other ways as well. The 

mepid incrtiona in conatiuctlon w±pes in Potu 115 cl-sdly jv4r411*. ad 

aight explain, at leta:t in part, tht incrensing 1bw'tiltutJoil of ro. 

lnorced concrete walls tor the more labor Intensive dltornative, brick 

86walls. 


In "IPatters of Industrial Growth"7 Chonery regrossed construc

tion's sham in CUP on income and size for a sample of 34 coutie,. 

His regression equation Is of the foz--

Construction a B0 + I .Y + 92 N 

wher. Y is per capita national Incom, In 1952-54 in hundreds of U.S. 

dollars and N is population in millions. The coefficients were com

putod as B0 =4.06 2 B1=1.152 and Br-.055; however. b.. the size coeffl

oimnt, was found not sipniticantly different from zero at the 95 percent 

confidence level. 8 0 The partial derivdtivO of conutruction activity 

with respect to income, that is, the income elasticity of construction, 

is thus 1.152.
 

8 4 Ibid., p. 247. In Mexico, whero wagon in construction wore relativ
-'ower than in Peru, building contractors adopted only seven of 

the ten innovations which Peruvian contractors adopted.

85Between 1955-67, daily earnings in construction rose by 14.6%. "By


1960, average wages and benefits matched those of manufacturing even 
though construction employed a much larger fraction of unskilled
 
workers." By 1968, unskilled construction workers in Lima-Callao
 
were receiving 48% more than unskilled manufacturing workers. W.
 
Paul Strassmann, "Construction Productivity and Employment in De
veloping Countries", International Labour Review, Vol. 101, No. 5, 
p. 512. Ma, 1970. 

86 Ibid., p. 512. 
8 7 Hollis B. Chenery, "Patterns of Industrial Growth", American Economic 
Review, Vol. L, No. 4, pp. 624-54. September, 1960.
 

8 8Ibid., p. 634. 
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ad 6m0, housing amdjaur rea to ,.6 percnt of Go. r, the 

Latter Income eass the eWaui gw rate of howing Ccrasticob 

4uring thediS54,, period avens"Id 1p0too or about twice the 

pow rate of Looms, qIalyln an Iscome lAsi Loty of demand for 

housing of about 2.0. lWs prollnalzay estimates for Colc*La. or 

for Call and Iogota, suggest Income elasticities for housing inI this 

9 1 
aem geneld mge. 

A case for accelerated growth in constructio activities as 

countries pase thr u a *=what earlier "transitioal" phase in 

their deve&Vmt is made by Paul Strsszmsm. 92 on the stgength of 

rrpeselon umlysis l'fo 27 ouMtries at vrloue states of development 

09 IO*Towards Full loyment, . t., p. 128. 

Productivity and Employment...", 9 citi 
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fr the nations of Latin Awrica we prepare4 a scatter diapp platting 

eomstrction's share of Ot as a funtwion of per cit# incom, (ee rrwe 

IV-4). Ahile the aray pweeratly roval a positive relationehip, the 

correlation be me very questionable when the countries am ped into 

subsests of l1w and widdle-income countries (oe Trgure IV-e). 9i V w 

absv *,however, that the middle-loco group Is a mre conseaoently 

higher than of connet tion in am than doe the low-1ncom prow. 

93ibid., p. $15. 

'According to oestiate fo the icom elasticity of ostruction om
puted by S.K. Singh of the orld Sank, the abrupt increase In comtruo
tion activities "with Increasing urbanisation and t-y into the aPne
tLmed economy" Is by no mans apparent, especially It we consider only

the $1004100o range of per capita incoms.
 

"Aggregate Cployment Twnction valuation of Cmploymnt ?re.
 
peots in LOI", (mmo, undated, a.1970-71). Sing's estimates are
 
s fllowsI
 

(Table , Ibid.) Per capita Incom elasticity
 
inoom ot construction
 

$US 50 	 ,N 

100 1.37 
150 1.41 
0 	 1.40 

300 1.36 
400 1.33 
S00 	 1.31 
700 1.27 

1000 1.24 
2000 1.11 

95	The faot that the data does not distinguish housing activity from aU 
of construction is one luportant source of confusion. 
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As economes enter the '%mdern" stages of economic growth. the share 

of construction in output--and to a lesser oxtont in employment--"will 

decline dti the rate of population gixmth and tho dowind for now residential 

contructio:s mlackcnes ats nve contitruction iu dono not within the contract 

OOatruction industry 1ut 1,yotterj~rihes p|'i, l'ily engaged in other' acti

vitlas, and as capital Invetment zAhitt. ,way firom contr'uction of plants, 

offices, , twird equipiftnt." ' PP A unp "croernl"l countr'ia. conostruction 

activities accotuit for 6.2 percent ot total GP and occupy 6.6 percent 

of the labor force. 

Thiu, it would appear t4t the potential for labor absorption in 

building cutitruction in developing countries has two foundations,--tho 

rapid gro .t.of construction a,:tivftvi iii tht "traastional" stages of 

nL lka)pid growth Indevelopment. and -.low t.gz'th A, dor productivity. the 

lrnlntfonril" ntat z=ubts troth u1'4uiizatio1-- dA houS1 1g becoMt increa

singly ix:,r ris-it ied--and te Inventi-ecnt-in-plent needs of ii,u-..riali

stion. Thi7s o'irOnetit of the libor dummnd function In conatruction is 

largely an hibtoric I.Atu,i. "'14 tioCond conj)onont, however, Blow growth 

in labor'# prcductivity, la highly tiuiceptible, to variationsi in the capital 

- labor rdtio In cowitruction. In tho utudy o1 conutruotion innovations 

among Peruvian building, cotitretctors. . ;tratitnann concludeJ that "hig'ily 

labor-saving innovnt iotin arti proving viable undor Latin Amixrican coiditions 

rand] l)r1not t i-ndi do warrant optim 98not oniploymont ,tim. evuvtheleas, 

96Stmn Ki::int,, Mod,,rn Ecoomic (crowth p. 133. Ylo Univer itty Preai , 

Now llkvcn, 11(f,. 
97Ibid., p).121f. Il, figu'iii ( OrreiI)ond to tho unweight(d ,r,ithrnetic moans 
3Tir'o nhatref for the following couintrieq: U.K. , rrance, BDeIgium, W. 
Ckomcrny, thu lot horn dii , Norway, U ; , CnmddI And Jnpan 

9 0"Inovatlon nd llEmployinent...", 2Lp. cit., p. 243. 
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an effective employment strategy should seek to maximize both components
 

of the labor demand function. 

hu .1lnw Il,,'ath of I,0ror productivity in construction, vis-a-vis 

Irt unit of expenmanufdctu'izig,, , Ii,., th.,t direo( employment btvn.fit!., 

;,,, mul t i,!(r coucIpt -- will I) greter f or constructiondituc--,i ;i; ritt 


actlvitle . nm or a.ifit ' i. 'llii hh ,d)or input into conrtructionl,
 

however, i dpendent uponi the peculiiW charactt,'i'intic,; of this sector's 

activitih-j, which we discunsed above, _the most notable of which ILs the 

smooth production isoquii.. The import ance of wajge constraint-, upon con

tinued high lvel.- of latbor abroiltion into construction ii made clear 

by the Peruvian ca-se- and should Lte irkide a priority conside ation in the 

employment strategy of litin Armericair e-onomips. The high degree of suti

ceptibility to sutitution of capital for labor makes it particularly 

important that %iage incr,'evw, IT,construction not exceed productivity gains. 

The importance of holding (lown wd,ie5, in constr'uction can be simply 

illuctritod. if 30 ptrcent of the co-:t of houning is attributable to labor, 

and If wages Were to rise by 50 percer.t, then, assuming a price elasticity 
91 

of dermand for housing of 1.5-2.0, the wage increase would lead to a xe

duction In the deimand for ha,'ming of ,otwon 22 and 30 percent, wiith 

corresponding, imipl icat ion', for. t i, 1,,v,,l of (inployinent in housing. 

We h,v,, orlre',,dV 11(0"- l t' t,,nl,,n"iy ftI flie construction sector in 

"transitional" cunt r it , to o',,,ii, re ,,p id]y thn the overall economy. 

This tte'alde y,, oh I %1 f ti '- c it datum, can bo proiitably11,1 i ,hl 

lbi the ,x 'li I111 the pi'ic, '1v.icity of d .iait for al1 goods with
 

rispect to ho tvee of hoar:,ij, is zoTh) , w ' n ,;irumo that the price
 

,lahticity of doianrod fi' Iousin? ,rr1d th,- income ela'-ticity of demand
 

fo.' housing are equal iwignituaiie Lut of opposite :iigns. 
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encouraged through expanding the availabilities of housing finance and
 

facilitating the conditions of housing purchase. 

Tht± vug _-n-_!iLt =ti Lhn_7u,-ii'_"t L 'tin AmericaH 

is helping' to I i hi lului, ' of homt',,, ,11din- rii w, 1 for' lower'- middle

class famiicu ,ii thi iotve ron,,(t d 1,iiv,''. ,n!colura ,'cent. Mutual aid housing 

progralw., u,,1,,i, whi I '1lit',,I*tv hfn provides much of the unskilledhli 

and st'in i lled l,, t, iiportant area to consider. Perhapsl i- inotl t, , 

the most iI)rPt'.,,Iv', ,×xi~l of a mutual aid housing program in Latin America 

is that of the In'jtitito de Credito Territorial in Colombia which has 
100 

helped people build ,ov themselves over a half-million houses. 

Although purchased labor inputs are considerably reduced under this program, 

the impact on employment creation is nevertheless quite significant
 

since most construction materials are locally produced.
 

Lower down-payments and/or increased maturities may also serve to 

expand the demand for housing, although higher interest rates may have 

to be charged to offset the increased risk.
101 

Finally, a redirection of housing funds into rual areas could
 

serve to dampen somewhat the outmigration from these areas. While it is 

unlikely that potential migrants are the same individuAls as potential 

homeowners, the demand of the latter could provide employment for the former 

in construction, building materials and cther allied Industries. 

In 1914 Henry Ford instituted a wage scale of $5 for an eight-hou'
 

day at a time when millions of torkere were willing to labor nine hours
 

for $2 a day. Ford combined high wages with the availability of automobile
 

ILo, Toward Full Employment, 2E. cit., p. 133.
 

l01 Ibid., p. 130-1.
 

100
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credit because he believed that "one's own employees should be one's own 

best customers."1 02 This unique application of Say's Law provided much
 

of the impetus for the subsequent automobile-oriented economic growth which
 

Could not a similar
characterized 20th century development in the U.S. 

built around construction activities? 1 0 3 

pattern of growth be 

Throughout Litin Amiricai there exists a strong demand for housing 

would brin, forth S avings that would probably notwhich, if nati,,ficd, 

otherwise be forlthcoming. lievrtheless, there is reason to doubt that 

housing conltruction couI(I p)Iovid,. the igrowth stimulus which the automo

bile indutry providhd in til, U.S. 

is to understand the con-To uLnderNtdlld the revon fol' our pessimism 

troversy between jrowth ,and employment, for the nature of the trade-off 

between the two i,; wel I J flu;trated by this question. 

The high (irect e,,lmploym,,nt rultiplier which we earlier attributed 

to construction activities; mIwdn: that of every dollar of final demand for 

housing a s gnificinit proportion goes directly into wage payments. The 

fact of low productivity ayd low wagoes in construction guarantees that 

whose propenthese wage payment:; will be widely dipersed among workers 

sity to r:onsume wage p)od is quite high. 

St),sequent round-, of incomne and employment generation, and econ

omic growth geiier'lly, depend tipon the time pattern of all economic reper 

rc ;ulting from the initial expenditurescussions within tlie (](u', t-iu econojuy 

1 0 2 Stuart If. Holbrook, The Age of the Mouls, pp. 205-6. Doubleday & Co. 

Inc. , Garden City, N.Y. , 1953. 
103This is a major theme in Lauchlin CurTie's Accelerating Development, 

McGraw Hill, N.Y., 1966. 
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,on housing. This is the subject of input-output or interindustry analysis.
 

For the present we should note that it may happen that, although a labor

intensive industry produces a more substantial direct impact upon income
 

and employment than does one which is capital-intensive, by the time these
 

direct effects have operated through -' economy by means of subsequent
 

rounds of spending, the original differences may well be reversed. "The
 

reasons for this are fairly clear. An industry which uses a great.deal
 

of labor but not many inputs will probably have fewer interactions with
 

other industries than one which utilizas a considerable amount of capital
 

equipment." On the other hand, "when an industry which uses a great deal
 

of capital expands 3ts output the 'chain reaction' this sets offwill
 

spread throughout many sectors of the economy."104 ,.:V
 

In reality, the labor-intensive road to economic development.,is
 

essentially untraveled as yet so that our pessimism with respect to the
 

growth stimulus which could be provided by housing construction is 'founded 

only upon conventional economic analysis and the experience of the now

developed countries. What is true of one economy, however,-need not be 

true of another, particularly if capital needs are satisfied by imports
 

in-the case of one but met from domestic sources in the case of the other.
 

- The main considerations surrounding the income and employment gener

ating implications of different expenditure and investment patterns can
 

be summarized as:
 

a) the extent to which a given industry is integrated into the domestic
 

economy, and the extent to which it .s dependent upon imports;.
 

104William H. Miernyk, The Elements of Input-Output Analysis, p. 49.
 
Random House, N.Y., 1965.
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0; b)-the ,share of wages aid salaries in gross value, not .only'An the 

,roducing industry but in its domestic suppliers as well; and 

c) the pattern of consumption expenditures (as well as savings and 

-investment habits) of wage and salary earners, and of capitalists. 

'.A; ' The sequence and extent of the linkages which would be forged by 

housing construction in Latin America are nowhere near as rich as was the 

case 'for the-U.S. auto industry. Automobiles reached forward and backward 

within ,the U.S. economy and had a significant influence upon nearly all 

sectors'°of economic activity. On the demand side the automotive industry 

rstimulated road 'construction, repair, and parts shops, glass, rubber, steel, 

textiles; chemicals and petroleum products; on the side of sUpply'it pro

vided a major consumer durable, an input into the motor transport industry, 

and :an :important source of foreign exchange earnings. 

:' 'i ousing construction,..on the other hand, forges ,far more -modest linkages, 

.Being'essentialiy a: consumer durable and' requiring, very little ,maintenance, 

houses, once constructed, provide far less opportunity .for additional 

;employment than other forms of accumulated capital, such as the construction 

'of-an'irrigation dam,.a. factory or aroad.1 0 5  1 

iThe fact that the important parametersof.development are different 

,today, parameters such as population growth rates, levels of unemployment, 

export prospects, also makes it unlikely that increased expenditure on 

housing construction could set off a chain of growth-stimulating reactions. 

Nevertheless, such an approach might not be entirely ill-advised, especially 

if there exists a critical need for immediate employment generation. The 

105IL0, Employment Objectives in Economic Development, op. cit. pp. 65-6.
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(iewness of such an approah,, hoiever,. conthasted-with our traditional con-

Lcepts- from neo-classical and keynesian analysis,.makes -it exceedingly dif

' 0fidult to commit an ecQnomy, with any degree of confidence, to such a rad

ical pattern of development. 

',rA'u',,A in construction, butfar'more modest goal for employm6nt .creation 

bne'within teach, is set by Strassmann:106
 

I-"If pressed for a 
rough order of magnitude, I would 
guess that in most countries on the verge of industri
alization, a judicious expansion of construction 
finance and moderate restraint on the growth of labor 
earnings could raise employment by 3 percent." 

Emphasis on construction as an employment strategy is fully ,consistent 

with what would occur naturaly, although "it could trigger off [this] 

,inievitable shift somewhat earlier and then strengthen what is viable., 1 0 7 

2. Public Works 

Ragnar Nurkse is usually credited with popularizing the idea of 

employing surplus workers in the construction of capital projects. 1 0 8 

Nurske's orientation, however, was towards capital formation and increasing 

t e, national product. ,For him, the question was not so much one ,of: i 
Sesolving, ;pr6Iolemsfo,°f unemployment as it was df utilizing a free resource-

disguised rural unemployment--in pr6uc'ing realcapital. 

10 6""Construction Productivity...", op. cit., p. 516. 
10 7 Ibid., p. 509. 
108 

"This possible source of capital formation in underdeveloped areas has
hitherto been neglected in economic literature." Problems of Capital
Formation in Underdeveloped Countries, p. 37. Basil Blackwell, Oxford,
 
1953.
 

109Ibid., p. 36.
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W. Arthur Lewis in his classic article "Economic Development with
 

Unlimited Supplies of Labour", published shortly after Nurkse's Problems
 

of Capital Formation, also suggested that surplus labor could be "used to
 

' 0make capital goods without using any scarce factors. II 

While the theoretical merits of the argument for forced savings from
 

productively employing formerly surplus labor were readily ,acknowledged, 

the practical limitations of this proposal provided reason for concern.
111 

Inhis original presentation Nurkse had acknowledged the gap between theory 

and practice in converting surplus labor into infrastructure: "the mere 

;possession of a surplus labor force in the overpopulated countries is no 

guarantee of progress. It is an advantage only if, and in so far as, the 

surplus labor force can be effectively used for real capitalaccumulation. 

I have confined myself to a theoretical outline of the problem; I have no 

l 0 The Manchester School, XXII, May 1954, reprinted in A.N. Agarwala and 
S.P. Singh, The Economics of Underdevelopment, p. 421. Oxford University 
Press, N.Y., 1963. This possibility rests on two vepy dubious assump
tions: that the marginal productivity of surplus labor is zero (Nurske
also makes this assumption, in op. cit., p. 36). and that "capital. can 
be created by labour without wiF-'drawing scarce land and capital from 
other uses." The latter assumption is modified several sentences later:
 
"Food cannot be grown without land, but roads, viaducts, irrigation 
channels and buildings can be created by human labour with hardly any 
capital to speak of--witness the Pyramids, or the marvelous railway tun
nels built in theeid-nineteenth century almost with bare hands...so 
it is not difficult to think of labour creating capital without using 
any but the simplest tools." p. 421. Emphasis added.
 

lllSee Harvey Leibenstein, Economic Backwardness and Economic Growth, p. 261. 
John Wiley & Sons, Inc., N.Y., 1957. 
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Sillusions about its practical difficult'. ,112 

By 1958 Nurkse's "early optimism for releasing surplus labor through 

changes in agricultural organization was qualified somewhat.. .when he wrote 

that such changes... tare a major undertaking and cannot be lightly taken 

,,l 1 3for granted, and elsewhere,114 commenting on India's development plan, 

he noted: without agricultural "reorganization the labor surplus in agri

caliure remains largely potential. On the other hand, reorganization may 

well'prove impracticable without an active policy of absorbing the surplus 

manpower.".115 
' .. -

Although the experience of the 20 years'that have elapsedisinceit
 

was first presefited'have served to point.'up- the practical limitations 

of labor intensive infrastructural developmenti the concept tis so appealing 

l12op. cit., p. 56. Emphasis added. The Malthusian in Nurkse surfaces
 
wgen-e argues that labor intensive capital formation solves two pro
blems simultaneously: itholds down population &rowth, and results in 
capital formation. He asks rhetorically: "What about the danger of
population explosion which might result from any increase in real income
 
and which might soon nullify any improvement in the level of material
 
welfare?" Inthe model which he develops, increases in real income are

directed into capital formation, thus preventing consumption from in
creasing and, to the extent that population growth depends upon consump
tion levels, "there is no reason to expect any growth in population." 
(p.47)


113Charles H.C. Kao, Kurt R. Anschel and Carl K. Eicher, "Disguised Un
employment in Agriculture: A Survey", in Carl Eiclier and Lawrence Witt
(eds.) Agriculture in Economic Development, p. 135. McGraw-Hill, N.Y.,
1964. The reference is to "Epilogue: The Quest for a Stabilization
Policy in Primary Producing Countries", KYKLOS, Vol. 11, Fasc. 2, p. 262. 
1958. 

1 1 4"Reflections on India's Development Plan", Quarterly Journal of' 
Economics, Vol. 71, No. 2, May 1957. 

115Ibid.t p. 192.
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•. .. .116 tefc htlbri
 
it is difficult to reject-entirely. However, the fact that labor is
 

nowhere a costless input, nor is it productive without capital and super

vision, has served to relegate labor intensive public works projects to
 

,the status of but one technique among many.
 

Studies conducted in the field by the UN and the ILO seem to indicate
 

that labor intensive techniques of construction can compete quite success

fully with projects organized around heavy ,equipment, even on strict cri

teria of economic efficiency. In looking at comparative costs of earth

moving in the Sharavathi Valley Project in Mysore State, India, ILO
 

investigators found that: 
117
 

s"(a) the cost per cubic meter dug with a mechanical shovel
 
was nearly four times as much as with traditional methods
 
by the best workers;
 

(b)the cost of stone-crushing by manual labor with hammers
 
was cheaper than by machine;
 

(c)the cost per kilogram of masonry lifted was the same for
 
both cranes and manual labor carrying granite by bamboo
 
ramps." 

,j.In another study of earthmoving operations, the UN's Bureau of
 

Economic Affairs i found that mechanized excavation activities in the
 

116This is not to say that the concept has no merit in practice, see the
 
'	discussion, below, on community development projects. The appeal of
 
labor intensive inirastructural development is pointed up, as an
 
example, by an ILO study which refers to the advantage of employing
 
much labor and little capital because of the large number of un- and
 
under-employed workers whose manpower is going to waste, and because
 
capital is scarce and should be conserved for projects of high priority
 
where it is indispensible. ILO, "Economic Development, Employment and
 
Public Works in African Countries", International Labour Review, Vol.91,
 
No. 1, p. 14, January 1965. 

-17ILo, Men Who Move Mountains, Geneva 1963 (mimeo), cited in ILO, "Economic 
Development...", op. cit., p. 21. 

l18United Nations, Bureau of Economic Affairs, "Capital Intensity in Heavy 
Engineering Construction", Industrialization and Productivity, Buletin 
1, pp. 34-48. UN, Department of Economic and Social Affairs, N.Y., 
April 1958. Earthwork is defined as "an operation involving the removal 
of material from exposed surfaces and depositing it elsewhere;" earth
moving operations include excavation, hauling, filling and compacting. 
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Ydeveloping countries are more costly Athan similar activities 'in the developed 

' rcountries due to factors, such as low rate of equipment utilization, inade

.quate maintenance and repair of equipment, scarcity of skilled labor, and 

inadequate supporting facilities such as supply of spare parts.1 1 9 The 

cost 'disadvantage reflects most importantly differences in the ,productivity 

of factors employed, which in turn are determined by the entire "climate" 

,.:in which industrial operations n the developing countries take place. 1 2 0 

, The major cost-elements relating to earthmoving equipment are depre

,ciation and repair 'and maintenance. In the developing countries, low 

utilization of.equipment--due to lack of alternative employment, or physi

•ca.dfficulties in transporting it elsewhere--may necessitate depreciating 

.its full cost against a single project, well before its actual physical 

:depletion. Such "excessive depreciation charges are only -an accounting 

,,reflection of poor utilization of equipment." 21 , 

',U ', The ',"recent industrial-background" 'of.the 'developing countries fre

rqtkn.tly' implies a 'high, incidence of -equipment breakdown due to ,low levels 

of maintenance and repair,,poor organization of work, , and 'a scarcity
 

of skilled labor. Furthermore, maintaining spare parts may be very costly
 

if equipment is limited and parts stocks must be charged 100 percent against
 
,,..f .• 122 ,'
 eoect. 2 Thu'i l n, developing countries it the absence ofcnhe is 


~h'pfa 6cnt in he evel ong
t 

ete lecon'omies' which 'serves to constrain th '.,economic use"of earthmoving
 

mcinery. 

'119 Ibid., p. 48., 
120Ii.p.4. 
1 21 Ibid., p. 45.: 
1 22 Ibid., p. 45. 
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"'In summary, the UN -Report found that, the lower labor costs of the 

developing countries "arising from the generally low wage rates provide
 

only a partial offset to the higher costs on equipment account," adding
 

that the factors responsible for these "higher costs are related to a large
 

extent to the more general problem c-f external economies in underdeveloped
 

123
 
countries." 

* Despite the proven ability'of labor intensive techniques to compete 

on economic'efficiency criteria with more mechanized techniques of 

'construction, the ILO found that in Africa private contractors tended to

liards"far 'more capital intensity in project design than did national 

'p61ic works agencies.124 The tendency for contractors, when given the 

choide of project design, to elect one which seemingly entails an excessive
 

,degree of mechanization may be due to an effort to avoid what Tinbergen
 

125 
has called "the troubie of dealing with people." Thus, contractors 

'cincminimize labor difficulties and seasonal worker shortages, while 

economizing on supervisory personnel, by substituting machinery for both 

inskilled workers and supervisory personnel.
 

3 Ibid., p. 48.
 
121r4O "Economic Developmen-", op. cit., p. 22. Among contract pro

jects, "those under fore; n i:.-ttracts are perhaps again more capital 
intensive than those undf, 1 :1 contracts. The difference in types
 
of work undertaken explai. ipart the difference in labor intensity.
 
Direct labor projects are usually on a smaller scale and of simpler
 
nature (minor road works, building construction, maintenance) while
 
contract projects are large scale development works (national highway
 
construction, major dam and irrigation projects... )."
 

125Jan Tinbergen, "Choice of Technology in Industrial Planning", Industrial

ization and Productivity, Bulletin 1, p. 24. UN, Department of Economic
 
and Social Affairs, N.Y., April 1958.
 



IV.71 

If, as the ILO suggests is true for African countries, public works 

projects have the dual purpose of contributing to economic development 

"-ndproviding employment and income, then project design should be expected 

to score high on both objectives. Unfortunately, however, a highly labor 

intensive technique is frequently not the same technique as that which 

minimizes a project's money costs (or maximizes contractor's profitability).
 

Although the social opportunity cost of labor may be very low, the contractor
 

must pay the going wage; and although the social costs of unemployment 

are high, unemployment is not the contractor's concern. Despite the 

scarcity of 'capital as reflected in its opportunity cost inmanufacturing
 

activities, maximizing private profitability may nevertheless be consistent
 

"with capital intensity in project design. 

On the other hand, for projects undertaken by the government there 

'is: little excuse for neglecting the social costs.of unemployment. Since 

all c6sts and benefits, both social and private, ultimately redound to 

-hei whole, whose political agent is the government, itwouldcety as a 


-b'"expected, at least in theory, for government to "internalize" all the
 

"accounts of society. While the private sector, and even local governments,
 

are free to pass 'social costs onto other sectors of society, the national 

government, because it is'answerable to all sectors of society, is obliged
 

to apply a more global cost-benefit calculus to its decisions& This is
 

not to deny that such costs and benefits do, in fact, iffect different
 

members of the society differently;.however, there 'are dangers in ignoring
 

certain social costs, perhaps the most extreme of which"is revolution. 

One way, of guaranteeing that the dua1- objectives of 'publicworks 

projects are satisfied is ibyrequutring ~ali contractors bidding on a project 
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to submit alternative labor- and capital-intensive project designs. In
 

the case of larger projects, in which the design is established by con

sulting or government engineers in advance of bidding, both a labor

intensive and a capital-intensive ldesign should be required. The accom

panying economic analysis should detail the respective benefits of each
 

alter-native with respect to employment, ircome distribution, balance of 

payments and economic growth.
 

There are, of course, many circumstances under which a capital inten

-sive organization of construction projects is called for. The physical
 

requirements of the project, for example, may make heavy equipment necessary,
 

as in some forms of earthmoving--large rocks, long distances or high lifts-

where working space is restricted, such as the top of dams, or where sub

stantial compacting is necessary, as in dams, high dykes and roads subject
 

'to heavy use. 126  In other cases the time factor may be decisive: .it may
 

be necessary to complete an irrigation project before the start of the
 

agricultural year, or a road before the onset of the rains. The need to
 

meet heavy interest and amortization charges on machinery may also serve
 

as an'incentive to rush a project into operation.127 Projects in remote
 

areas i where transportation, housing and other amenities would have to
 

,be:.prOvided for workers constitutes a further instance where mechanization
 

128
may be preferable to labor intensity.
 

126IL0, "Economic Development...", op. cit., pp. 19-20.
 

127Ibid., p. 19.
 

In a capital-intensive project in Finland, temporary housing represented
 
7% of projects
cStS; in Ghana, cost of the temporary village for a
 
capital-intensive alternative amounted to 12% of total project costs.
 
UN, "Capital Intensity...", p. cit., p. 38.
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It is frequently asserted that very large projects should be conducted 

on a capital intensive basis because of the obvious difficulties of or

ganizing and sdpervising the vast labor 'force which would otherwise be 

required.129 Sheer size does present many organizational problems which
 

most nations, developed or developing, could not cope with effectively.
 

It is interesting, therefore, to read of the success of a gigantic earth

moving project in Mainland China, cited in the UN Report:
130
 

"Extensive use was made of seasonally unemployed farm labour; 
many millions of farmers released from agricultural oper
ations during the winter and spring months of the year 
were mobilized by the Government. ...2.5 billion cubic feet 
of earth was moved by 1.3 milion workers, without the use 
of any machinery, in the construction of the main irrigation31
canal in North Kiangsu, which was finished ii.eighty days." 

Despite the Chinese case, about which very little is known, but 

which indicates the unique ability of a highly regimented society to
 

carry out such a vast project, the generalization made earlier, that 

large projects are difficult to organize, still holds true# To the extent
 

that large projects can be divided into independently managed sub-projects,
 

or into stages allowing varying degrees of capital intensity, this difficulty
 

129In the UN study on earthmoving operations (see footnote 118) "a
 

tendency for unit costs to decline with increasing size of projects"
 
was noted. This tendency, which was attributed to the ability to use
 
larger equipment, and to distribute ancillary works and overhead 
facilities over a larger construction base, was observed for data from
 
developed countries, especially the US, and appears to have greater
 
application to these countries. (p.43)
 

Ibid., p. 37.
 
1 31 The "success" of the project: 2.5 billion cubic feet of earth moved 

by 1.3 million workers in 80 days, when reduced to more comprehensible 
units, is less impressive. Average output per worker per day comes 
to .89 cubic yards of earth moved. By far the more impressive achieve
ment is the organization of such a vast work force. 

130
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can be overcome in part. 

Voluntary, community level projects have a vast potential for-absorbing 

small public work of direct andrural underemployed workers in projects 


to the participants. Such community development.,prqjects
obvious benefit 

often include: 

irrigation works--canals, dams, ditches ,, leveling ., 
drainage and flood control 
farm-to-market roads 
land clearing 
reafforestation
 
soil and water conservation
 

,,and community works, ruch as: 

vocational training centers
 
potable water systems
 
schools
 
markets
 
health centers.
 

The philosophy underlying community development has become an integral 

part of the development literature. Essentially it seeks to apply the
 

community's underemployed labor resources to small capital formation
 

projects which are of direct and obvious benefit to the workers.
 

To a large extent, community development, as a source of employment, 

is a rejection of Keynesian economics as applied to the developing coun

tries. It is arecognition of the fact. that unemployment in the developing 

countries is qualitatively different from its counterpart in the,developed
 

world. "People are out of work not because the factory is closed but 

because there is no factory; not because there is no sale for the products 

of their land but because they have no cultivible land. ',132 The problem 

132G'ilAre%
Gabriel Ardent, "A Plan for Full Employment in the Developing Countries", 

International Labour Review, Vol. 88, No. 1, p. 17. July, 1963. 
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f nerpp.oyment in the- developing countries it riot sol mRch one of secular 

-demand deficiencies and underutilized capacity as it is in the developed
 

countries; rather it is p problem of insufficient investment and a conse

quent chronic low level of economic activity and productive employment.
 

Community development, while acknowledging the role of capital for

,pation in employment creation, also recognizes the difficulty of achieving
 

,the necessary levels of investment through conventional processes. ,Instead,
 

it reverses the traditional link between capital f3rmation and employment 

creation: although investment creates employment, "it is no less true
 

,that,employment creates investmen",133 albeit of a somewhat simple form. 

,Thus, ,the.voluntary labor effort of a community can lead to,an ;increase 

inthe community's stock of capital--land improvements, schoolsi,roads, 

,etc.--which may,allow for increased output and employment. 

Community development projects often do not provide remunerative 

employment for the unemployed, at least not directly;,nQr are ,their impact 

upon urban unemployment very clear cut. However, to the extent that com

munity developmeht can improve the levels of rural living standards it 

can dampen the tendency for rural workers to migrate to urban areas; such 

aresult would not be inconsequential.,, 

Despite the voluntary nature of the work obligation, community develop. 

ment projects are not costless. Some,form of worker remuneration is often 

required, even if only in the form of surplus food commodities, as made 

available under Title II of Public Law 480 and the World Food Programme
 

I . . . 

1 ~I~., p.18 
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of 	the UN and FAO.134 The costs of cash wages, materials ; tools and
 

teqhnical advice must be borne by the community and the national community 

development agency; supervision of the project is frequently delegated
 

to a 	community leader.
 

Due to many factors, productivity of labor on public works projects-

both funded and voluntary--is usually extremely low. If worker efficiency 

could be increased, thus reducing both labor and capital costs per unit 

of output, the effective level of real investment could be raised allowing 

additional workers to be employed. In recognizing this prospect, the ILO 

°study recommends the following improvements in working conditions, so as 

,'t'o 	mamkelabor intensive organization of public works competitive with 

-capital intensive techniques, and to prevent work projects from degenerating 

into "unemployment relief with little or no 'beneficial effects on the 

development of the economy."135 

Improvements in: "a)organization of the iork unit
 
b) tools
 

methods -of using, tools 
d) ratio of productive work to ancillary work
 
e) incentives
 
f) 	 food 
g) 	supporting services, e.g., temporary'housing,
 

medical facilities, amenities, arrangements
 
for essential provisions and for tool and 
appliance maintenance." 

SL flAIiistatjon 'of Substitutability 

TO 	 illhstrate the potential for labor substitution in road construction, 

3SSee the Annual Report on Public Law 480 for 1969: Food for Peace,
 
91st Congress, 2nd Session, House Document No. 91-352; and the 1970
 
Annual Report on Public Law 480, 92nd Congress, ist Session, House.
 
Document No. 92-135.
 

135ILO, "Economic Development...", op. cit., pp. 23-25. 
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we can cite an ILO report filed by the resident engineer for a road sur

facing project in sub-tropical Africa.136 The project was planned by
 

the public works department and designed for a foreign contractor using
 

highly mechanized techniques. However, for "pqlitical and financial'reasons"
 

the public'iworks department was instructed ito eAve own contractor,
 

.8,, carry out the project itself. 'The ddsign cf the project, however,
 

was not altered.137
 

equipment breakdowns and organizationalfailures-occurred, on

.ookers who were refused wdrk on the basis of~te capiti intensive
 

design were now recruited into Th'e work force. The results were encour

aging and additibnal substitutions were made. Itwas "found that all the
 

operations, except hauling (with trucks) and watering (with:waterbowsers)
 
could be accdmplished entirely by labour-intensive methods." 1 3 8
 

0,As 


Table ,IV-8 contrasts per,kilometer costs for performing the: various
 

surfacing operations under capital- and labor--intensve,'alternatiles.
 

Total man-days of un.akilled labor, per kilometer of road, amounts to 34
 

6j.J Muller, "Labou,-Intensive Methods in Low-Cost Road Construction:
 

A Case Study", International Labour Review, Vol. 101, No. 4, pp, 359
375. April 1970. The project called for all-weather gravel surfacing
 
of a 480 kilometer dirt road. The author examines only "the main
 
objective of the project--to provide the road with a compact gravel

surface-- ...to the exclusion of the other three objectives (drainage,
 
bridges and realignment)." Studies of these other objectives, however,
 
"would result in considerations and recommendations very similar to
 
those put forward here." (p. 362)


137Thid., p. 360. It is fairly clear that the public works department
 

Is going to run into difficulty. Sophisticated and costly machinery

is due to be imported but the necessary complement of technical and
 
skilled personnel is not, nor is it available locally.


138 Ibid., p. 365. The availability of truck hauling capacity then became
 
-e limiting factor "since there was no way of using labor-intens-Ve 
methods to naul gravel over a distance of several kilometers." (p.365) 
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-TABLE IV-8
 

Direct Operationil Costs of 1 Kilometer of Road (US dollars) 

Operation . Capital-Intensive Method Labor-Intensive Method 

Input Cost/km Input Cost/km 

a) opening a 1 bulldozer 1.4 hrs. 12.60 1 tractor 0.2 days i.5Q 
quarry 6 workers 0.2 dys. 12 workers 1.2 days 

b) clearing the 1 motorgrader 0.7 hrs. 12 workers 0.7 days 5.30 
road : 12 workers 0.2 days 6.40 2. 

c) excavating and 1 excavator 16.0 hrs. 
loading 1 bulldozer 8.0 hrs. 210.00 150 workers 2.3 days 223.00 

6 workers 2.3 days 
d) hauling and 6-10 trucks 1200 kis. 249.00 6-10 trucks 1200 kms. 240.00 

dumping 6 workers 2.3 days 
e) spreading and 1 motorgrader 1.4 hrs. 9.60 18 workers 2.3 days 27.00 

shaping 
f) watering 2 waterbowsers 40 kms. 8.00 2 waterbowsers 90 kms. 18.00 
g) compacting 2 t'actors witi 

rollers 20 kms. 4.60 6 workers 4.5 dys 18.00 
12 workers 0.2 days 

h) finishing (Not necessary under capital- 1 motorgrader 4.7 hrs. 
intensive method) 3 waterbowsers 10 kms. 6.40 

2 tractors with 
rollers 8 kms. -

Total Cost per kilometer:. $500.20 $549.20 

Total man-days of work
 
created per km (unskilled) 34, 428 -


Source: Based upon J. Muller, op. cit., Tables I & II, pp. 364 & 367. 

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle



IV.79 

ethcapital intensive method and 4 28for "the"labor intensive method. 

The capital intensive method, 'however, requires', in addition, more" skilled 

and semi-skilled workers because of the additional activities invblved 

in operating and servicing the equipment. 

A blenaing of the two alternatives, both of which ae actually ex

treme designs, seems to be indicated by a careful reading of Table IV-8. 

Tht i cost of the last operations--spreadin..and shaping, watering, and com

pacting--are far higher for the labor intensive method than for the capital 

intensive method ($69.40 per kilometer vs. $22.20); what's more, the grader, 

waterbowsers and rollers are needed inboth cases. Thus, if operations 

(a)to (c)are performed labor-intensively, and (d)to (g)capital

intensively, a third method--what the ILO expert refers to as the "optimum 

balance" method--could be introduced incorporating the best of both approaches. 

Per' kilometer costs umder this method amoumt to $511, intermediate between 

the two extreme alternatives; 1 39 requirements of unskilled labor would 

be 380 man-days per kilometer. 

An interesting problem illustrating the indivisibility of capital 

arises with respect to the "optimum balance" method. Unless the motor

grader was employed elsewhere, it would be idle 90 percent of the time 140 

Rather than allow the problem to be resolved by increased use of the motor

grader for other operations, at the cost of fewer jobs, an "intermediate 

technique" is sought, and discovered, "in the form of a very' simple'mech

anical grader, towed behind an agricultural-type tractor" '(which is 

13 9 Ibid., p. 369. Machine compacting'elimindtes the need for step'(h), 
FaTishng.10Ibid., p. 369. 
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ilkedk included in tlhe "optimum, balance", design?)., "Moreover. such a 
,towgradr,'an l'. 1141 

;'tow-grader' can quite easily be produced locally.", 

It is easy to make designs for projects which will never materialize, 

or to correct actual design defects only in ,retrospect, after the "heat 

is,off". In the foregoing illustration, the actual execution of the pro

ject met with every conceivable kind of problem; substitutions of labor 

for disabled capital provided a very obvious ad hoc solution to equipment 

breakdowms as they occurred. However, when it was clear that the work 

could not possibly be completed within the allotted time, a foreign con

tractor was brought in to bring a rapid but costly conclusion to the pro-
J c.142 

jecte 

:,The development of alternative, techniques requires more than an ability 

to learn from past mistakes; it calls for formulating creative and harmon

ious solutions to problems as they, occur, and the incorporation and con

tinual adaptation of those sclutions as they bear upon subsequent problems. 

In the developed countries, innovation has resulted from the pressures 

of need, as specific solutions to specific bottlenecks. The result has 

been the evolution of a technology more and more attuned to the needs of 

the innovating country, and within it, the innovating industry. 

How a nation deals with its technical problems in industrialization 

will have an important bearing upon the pattern of its development. The 

choice between "trait-taking" and, "trait-making", as Hirschman puts it, 

that is, between which traits to accept, because they are unchangeable, 

and which to make over according to the country's needs and capabilities, 

141Ibid., p. 369.
 
142-.id , p. 371.
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plays a crucial role in the subsequent process of economic and social 

development.143 What a country is or becomes, economically and socially, 

is,in an important way, a function of how it deals with those problems 

which have "a special vocation for inducing certain types of learning, 

attitude change, and institutional reform."14 4 

In the developed countries, innovation often resulted from the prob

lehi- solving process in areas where no solution yet existed; the rewards 

for innovation were tangible and quite sizeable at times. For the 

developing countries the problem' is not to'find techniques where none 

exist, but rather to develop alternative techniques which 'allow for in

creased use of labor without compromising its productivity. The fact 

that labor-saving techniques already exist is often an unfortunate dis

traction offering an easy way out of the problem. After all, project 

managers are scored on their output, not their inputs, and rewards go for 

!building good roads, not labor intensive roads. 

4. Digression on the Use of Opportunity Costs in Road Construction.
 

With the data already at hand we can extend our analysis somewhat 

by applying arbitrarily chosen opportunity costs to each of the three
 

alternatives, as might be the case if the project was undertaken by a
 

public agency. Table IV-9 presents our results.
 

In order to construct Table IV-9 we have made the following assump

tions:
 

OA.0.
Hirschman, Development Projects Observed, op., cit., pp. 131-139. 

144 dThid.,9 P. 5
 



--

TABLE IV-9
 

Cost Comparisons for 1 Kilometer of Road: 

Opportunity Costs* and Market Prices for 3 Alternative Methods of Road Construction (US;dollars) 

Capital-intensive Labor-intensive 
 "Optimum Balance"
 
Market Opportunity Market Opportunity Market Opportunity


Operation Price Cost Price Coft Price Cost
 
a) opening a 12.60 17.10 11.50 7.59 11.50 7.59 

quarry 

b) clearing the 
road 6.40 7.56 5.30 2.65 5.30 2.65
 

c) excavating 210.00 -291.00 223.00 111.50 7 223.00 111.50
 
8loading .1 " 1 


d) hauling and ... ,_ :
dumping 249.00. 345.00 240.00 341;00 249.00- 345.00, 
d sping 

e) spreading 9.60" 13.60 27.00 13.50 - 60 16 
6 shaping - 9.50: , 13.60, 

f) watering 8.00."- 11.36 18.00 25.56 2 8.00, 11.36 
g) compacting 4.60 18.005.06 9.00 4;.60: - 5.06 

h) finishing -- 6.40 9.08 

Total Cost: $500.20 T690.68 $549.20 
 $519.88 :$511.00. i $496.76
 

* See text for assumptions with respect to opportunity cost calculations.:
 

Source: -Basedupon Muller, op. cit., Tablos-I II, pp.- 364 6 367.
 

-4 
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1. the opportunity cost of unskilled labor is half the wage rate; 

2. the opportunity cost of machine time is one-and-one-half times 
the market price, i.e., the opportunity cost of capital is one
and-one-half times the interest rate; 

3. 	 8% of machine costs go for semi-skilled labor for operation, 
repair and maintenance; the opportunity cost of this labor is 
one-and-cne-quarter times its wage; and 

4. 	 12% of machine costs go for fuel, lubricants and repair parts ;i-5 
the opportunity cost of which is equal to the market price. 

As expected, by assigning an opportunity cost for capital and semi

skilled labor in excess of their market price, the capital intensive method 

-becomes the most costly alternative, increasing by 38 percent over the 

cost figured at market prices. On the other hand, the implicit subsidy 

of 50 percent for wages of unskilled labor has caused the labor intensive 

method to decline in cost by about 5 percent. The "optimum balance" method, 

:appraised at opportunity costs, now becomes optimum in terms of economic 

,efficiency'as well, with per kilometer costs lower than any other alter

native. 

- ' :,'The obJect of this brief exercise is simply to show that where there 

is reason to suspect that factoro price ratios valued at-the market differ 

from their ratios valued at true social opportunity costs, use of the 

latter will tend to redress the bias, provided alternative techniques of 

operation are available.
146 

r, in op. cit., makes a similar assignment of machinery costs: "it 

is presumed-that8 percent of the hire charges on the machines goes 
to operators, and 12 percent to fuel and lubricants." (p. 368) 

14 60zay Mehmet applies benefit-cost analysis to the problem of employment 
creation in ax1 article in the International Labour Review entitled 
"Benefit-Cost Analysis of Alternative Techniques of Production for Em
ployment Creation", Vol. 104, Nos. 1-2, pp. 37-50. July-August 1971. 
He contrasts two techniques of public highway construction, one labor
intensive, the other capital-intensive, by applying market prices and 
"shadow prices" to each. He assumes an income multiplier of 5 for wages 
due to the high propensity of workers to consume domestic wage goods.
 
This, combined with assumptions for social opportunity costs of imported
 
capital and three classes of labor leads to a reversal of the decision
 
based upon accounting benefit-cost analysis favoring capital-intensity.
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~D,*gServic6s' 

Si& In-theocourse, of;,he"structural -transformation of-employinent which 

accompanies the economic growth of nations, the services or tertiary 

'sectorttakes on an increasing importance. 7 That a similar process 

occurs for construction activities has already been noted. Inboth cases 

the basic causes are very similar--an increasingly monetized economy, income

induced shifts in -the pattern of demand -and most importantly, differential
 

growth.rates for productivity.
 

Today's developing countries are likewise characterized by rapid
 

',growthin services employment; however, the sequence of structural trans

f6rmation is radically-different. -'In the. develoned countries, agriculture 

gave up workers to industry, which in turn induced,the development of ser

-vices. Thus, the growth of employmont .in industry predated14 8--and tech

'nically speaking, induced--employment growth in services., (see Table IV-10 

rnd Figure IV-5). 

In the developing countries i,-both manufacturing,and services are 

simultaneously increasing their representation in the labor -force,... at 

the expense of the agricultural sector. By far, however, employment 

growth in services exceeds that from-manufacturing, ...and from industry 

generally. While the increase in manufacturing activities ref'ects in

creased investment and implies economic growth, the same cannot be said 

for growth in services.
 

1Simon Kuznets, Modern Economic Growth, op. cit., p.11. The share of
 
services inthe labor force was constanot--or-anged little in the U.K.,
 
Belgium, the Netherlands, Sweden and Australia. In other countries,

such as Switzerland, Denmark, Norwa", Italy, the U.S., Canada, Japan

and the USSR, a large absolute and relative increase occurred.
 

148 Ib!d., Table 3.2.
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TABLE IV-10 

Distiihution o,. the Labor Force by Major Sectors, 

. an America and Selected Developed Countries 

Percent share in total labor force 

Agriculture Industry Services 

Latin America 

1925 
1950 

61.3 
54.1 

19.5 
23.1 

",19.2 
22.8 

1960 48.6 24.2 27.3 
1965 46.1 '23.9 30.0 

France 

1911 30 <43 27 
1951 . 20 -;-' 47 33 

Sweden . 

1ko. 4,,36 23
 
1950 19 50 
 31 

Italy
 

1871 51 35 14 
1911 45 36 19 
1951 35 40 25 

U.S.A.-

1870 51 30 '19 
1910 32 41 <'27 
1950 12 45 43 

Note: Agriculture includes fishing, forestry and hunting. 
Industry includes mining, manufacturing, construction, 
light and power, gas and water, transportation and 
communications. 

Services include trade and finance, personal, domestic 
bu's-*iess, professional and government services, and, 
in the case of Latin America, a progressively larger 
proportion of overt and disguised unemployment in the 
form of marginal services. 

Source: Latin America
 
1925: Slawinski, op. cit., Table 3.
 
Other years: ECLA,Econonic Survey of Latin America,
 

1966, Table 13.
 
All other countries
 
Kuznets, Modern Economic Growth, op. cit., Table 3.2.
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'FIGURE IV-5
 

.Sectoral Distribution of.Employment 

Lafin.-America and Selected Developed Countries
 

Latin America
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Based, upon,'Tab1e, :IV1-10 "':'-' 
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Chenery's studies 6fi.thelpatterns of industrial growth yield a "growth,
 

elasticti !' fn ofl,066.. The fact that this coefl"other iservices" .... 

ficient is not significantly different from 1 at the 95 percent confidence 

level confirms "Kuznets' conclusion that the share of services (other than 

transport) in national product does not vary significantly with the level 

of per capita income.",150 

Figure IV-6is based on-cr6ss-sectional data foril950-65 for about
 

100-countries. The graph reveals that as nations attain a per capita in

come level of about $300, the services share of GDP stabilizes at 39-40
 

percent. Employment in services, however, increases continually over the
 

entire range of income levels, ...from 18-22 percent of the labor force 

at per capita incomes below $300., reaching 32 percent; for the $1000 income 

level, and finally intersecting the curve (slope = 0) for services' share 
1* 

-in GDP.at 39 percent, just before.reaching-the $2000 income level. Thus, 

the cross-sectional pattern is highly consistent with the long-term trends
 
of Table IV-0 and'F IV-S.
 

"The significance of this pattern upon employment creation in the
 

developed countries is fairly clear--employment absorption in services
 

l4 9"Patterns of Industrial Growth", op. cit., "Other services" excludes
 
transportation and communications. TheU"growth elasticity" for trans
portation and communications was 1.288. The regression equation is
 
the same as that described above for construction activities.
 

I50Ibid., p. 635. 
We should recall that Kuznets studied long-term trends 
Forlargely developed countries while Chenery worked with cross-sectional 
data for countries at various stages of development. Nevertheless, 
both authors are in -agreementthat the patterns derived for cross-section 
analysis coincide closely with those for time-series analysis. (p.633 
and footnote 9). 
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FIGURE IV-6
 

Variations nl Services Output and Employment
 

-with Level of Development
 

6 	 --,services,share of output"40,..'..
 

-Percen-~ 6' .,;*~' 

shen . i .36 employment in 
-. servic 

28 as a percent 
24 ,, , of labor force' 

120.,' 

16 

200 400 600 800 1000 	 onO0 

Per capita GNP
 
'(1964 US dollars)
 

"'Note: " 	Se;rvices excludes "utilities". Employment in 
services was adjusted by the author in order 

make the 	concept comparable with output.
1. & .~to 

Source: 	 Based upon Chenery, "Growth and Structural 
Change", Finance and Development, Vol. 18, 
No. 3, p. 19. September 1971. 
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Jonh idnuesoeat e apid T%'ethoue6ut 'theb"lodern'Jistages L1l'1LForrthe 

-eve o"pinhg'countP'es , however, whePr a -adidally idiffereit, structural 

rasf0iiMtion' of emplorment has occurred, the usefulness oft these. results, 

so far as the study of employment creation is concerned, is questionable. 

bThe'fact that considerable services "employment" is neither industry

duxce nor industry-related reveals a weakness in this pattern of devel

o-irit, and probably explains the general low level of productivity in 

"services. To the extent that industrialization, and productive activities 

in ,general, must ultimately support the economic burden of underemployment 

in services, the latter tends to serve more as a drag upon further indus

trialization'than does industrial activity serve as an inducement of ser-

Avkies employment. 

Walter Galenson sees manufacturing as the key sector for economic 

growth; however, "under conditions of modern technology ... its role is 

not likely to be that of a major source of new employment." ' 1 5 2 Instead, 

manufacturing growth, through a multiplier mechanism, generates "effective 

demand leading to employment expansion in other sectors" with tertiary
 

-itivities the major employment beneficiary. Such multiplier effects are 

"apt to be much more significant than any direct contributions that the 

151Since the share of services in GDP was rather constant, "we may conclude
 
that in many countries the absolute and relative rise in the share of
 
the services sector in total labor force was significantly greater
 
than the increase in its share of total product." Kuznets, oit__.", 
p. 111.
 

The slow growth of productivity in services is confirmed by the fact 
that, for a number of countries services' share in resources rises more 
rapidly than its share in total product. Ibid., p. 113.
 

1 5 2 "Economic Development and the Sectoral Expansion of Employment",
 
International Labour Review, Vol. 07, No. 6, pp. 506-7. June 1963.
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1 5 31unemployment.

ianufacuring sector can make to the alleviation:of,
mass 

Thus, Galenson advises that we "add another dimension" to.our analysis 

of employment creation through a selection-of-techniques approach, "... 

'1 54
 

the impact on tertiary employment.
 

What this approach implies for employment policy is that,industrial

,ization proceed along modern lines. ile sounding more like an inter

pretation of the economic history of the presently-developed nations than
 

a prescription for employment creation in the developing nations, there
 

nevertheless appears to be some evidence in support of such an approach.
 

The economic advisor to the President of the World Bank, for example, is
 

impressed by the fact tbai the countries in which the lowest income groups
 

have benefitted most from development over the past 20 years have been
 

precisely those experiencing the highest growth rates. 1
55 Thus, he ob

156
 
serves:
 

"Given the.policy instruments and administration capa
city of the less developed countries, I would judge
 

that the employment increases generated by high growth
 
are the most reliable means for maximizing the welfare
 
of the lower income groups."
 

'We should note in passing that while "high growth" has been shown to
 

lead to employment generation, this is not the only route, and the
 

challenge of development today is precisely to find an alternate route to 

153Ibid., p. 507.
 
154Ibid., pp. 516-18.
 
155Hollis B. Chenery, "Growth and Structural Change", Finance and Devel

ment, Vol. 18, No. 3, p. 27. September 1971.
 
156 Ibid., p. 27. Chenery continues: "Even the most optimistic 6-7
 

percent growth targets of the Committee for Development Planning, however,
 
will hardly prevent the unemployment from growing in many countries;
 
greater attention In also needed to the possibilities of substituting
 
labor for capital."
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0"high ,gho:t' which -will,,provide for employment genepation ;-qtno.t,,gy at 

,ithetend of the road, but along the way as well. w ,;.-


Most of the developing countries have pursued policies of.!high 

growth" through modern industrialization, ...with consequent employment 

growth in their services sector. But is this truly employment, orsimply 

,--a reflection of urbanization?, or, do services tend to be a "residual
 

ioutlet", as Thorbecke has suggested, absorbing "many individuails who would
 

otherwise bc unemployed [and in this respect] fulfilling the same, function
 

,in an urban context as the traditional agricultural subsector performs
 

' 1 5 7
rural areas?"in 

, Galenson -anticipates this ,question,rbut answers it evasively,,ignoring
 

,,underemployment 158
 

.,-, "If people are engaged in activities which enable them, -,,

to support themselves, it seems difficult to argue that
 
, 	 they are not gainfully employed, no matter what one may 

think of the nature and intensity of their tasks, ... 
comparative productivity does not provide a criterion 
for degree of employment." 

That a growing percentage of the work force in developing countries is 

,,engaged in tertiary activities would appearito correlate even more closely 

,with urbanization and high levels of urban unemployment than it does with 

manufacturing growth. Clearly, howeier, all are interrelated. '
 

ECLA's studies'of structural 'changes'inemployment in'Latin America
 

,reveal such a cozielatibn between urbanization and the 'growth-6Femploy

ment in services. In the 50's, 71 percent of the net' increase' in the labor 

force was absorbed by services in Argentina, Chile and Uruguay, the most 

157 ric Thorbecke and E. Stoutjesdijk, Employment and Output: A Methodology 

Applied to Peru and Guatemala, op. cit., p. 42.
 
158Galenson, op. cit., p. 516.
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iuirbziized 'd6ntries ' df: the 'dgion. In Venekea ad C6lombia ,,where urban 

growth was quite rapid, respectively 57 and 49 percent, of ;th&,net increase
 

was 6asorbed by services. On the other hand, in countries such as Brazil,
 

Perui Mexico and the Central American Republics, larger proportions were 

absorbed by the agricultural sector than by services.159
 

Analysis of the employment absorption capabilities of the services
 

sect6r -iscomplicated by the heterogeneous nature of service 'activities
 

and' the difficulty in measuring the value of their output. The services
 

"sector is an aggregation of all economic activities which are neither pri
160 

mary nor manufacturing. According to Kuznets, all services "have one
 

basic feature in common: none of the activities represents in any signi

ficant way the production of commodities; each renders a product that is
 

intangible and not easily embodied in a lasting and measurable form.",
161
 

Lack of an independent measure of production in services often requires
 

162that output be estimated by valuing inputs. Thus, an increase in the
 

159"Structural Changes in Employment within the Context of Latin America's
 

Economic Development", Economic Bulletin for Latin America, Vol. X,
 
No. 2, p. 173. October 1965.
 

160The term "tertiary industries" reflects more clearly the catch-all
 
nature of services. According to Colin Clark, the phrase "tertiary
 
industries" was "originated by Professor A.G.B. Fisher in New Zealand,
 
and became widely known through the publication of his book, The Clash
 
of Progress and Security, in 1935. Ittook its origin from the titles
 
current in Australia and New Zealand of 'primary industry' for agriculture,
 
grazing, trapping, forestry, fishing and mining, and 'secondary industry'
 
for manufacture.' The Conditions of Economic Progress, op. cit., p. 491.
 

16'Kuznets, op. cit., p. 143. 
 Kuznets excludes transportation and com
munications, i electric power, gas and water from his services sector;
 
these are included in industry.
 

162Keith B. Griffin, "Latin American Development: Further Thoughts",
 
Oxford Economic Papers, Vol. 20, No. 1, p. 126. March 1968.
 



IV.93
 

output of.-government services -education, ;health rfAci34es, -etc.-- may 

,simply reflect-increased salary leyels for public employees with, no corres

ponding gain in productivity. The same is true for many monetized services-

telephone and postal services, for, example--where increased user rates 

may reflect an inability to increase worker productivity. Whereas in 

agriculture if a task formerly done by three workers can now be done by
 

two, statisticians would claim that productivity had increased; 
 for many 

service activities, however, if a task formerly done by three workers is
 

now done by four, statisticians will conclude that output has increased.
 

What may in fact have occurred is that total output has remained unchanged
 

but an underemployed rural worker has shifted from agriculture into ser
vices.163
 

In order to explore the employment absorption capabilities of service 

cactivities it seems convenient to disaggregate the sector into the follow

ing three sub-sectors: 

1. industry- and urbanization-induced service activities,

2. public sector services, and 
3. other services.
 

1. Industry- and Urbanization-Induced Service Activities
 

The most important service activities, so far as their contribution 

to GDP and their role in development are concerned are those which are
 

economically and technically 
linked to the process of industrial growth 

and urbanization. Most notable among these activities the basicare (a) 

services--transportation, communications and storage; (b)utilities--light
 

and power, gas and water; and (c)trade and financial services.
 

163Ibid., p. 126.
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" Capijai-ntens'itih basi 'slrvites nd, utiliies'tends to',be quite 

hi6. 'bften as hi1gh as mosi minufacturing activities ,:this allowing for 

high leVels bf labor-prodctivity. 

'S. :K. Singh has estimated productivity in the service sub-sectors 

as * proportion of output per worker in the economy as a whole for dif

ferent levels of per capita income. 1 6 4 The results are presented as Table 

IV-ll. It'is seen that relative productivities decline in all three sub

sectors as their share in the labor force increases, and as per capita 

income rises. This is simply a reflection of the fact that as develop

ment progresses and the share of output and employment contributed by the 

agricultural sector declines, relative productivities in all areas of 

economic activity tend to converge asymptotically upon the economy-wide 

average. 

As the high levels of productivity for utilities and basic services 

imply, underemployment in these sub-sectors is quite low (see Table IV-l4, 

below).* 

Chenery's results from regressing transportation and communications 

on income yield a coefficient of 1.288,165 indicating a high degree of 

responsiveness on the part of these basic services to increases in the 

level of per capita income. However, high levels of productivity in trans

portation and communications, as in manufacturing, act as a constraint
 

164"Aggregate Employment Function... ", op. cit. Using recent cross-section 

data for 78 countries--47 developed and 91 underdeveloped--Singh esti
mated parameters for sectoral growth rates of employment. His 3-sector 
and 7-sector models can be characterized as polynondnals in the log 
of per capita income and the growth rate of output. 

1 6 5 "Patterns of Industrial Growth", op. cit., p. 634. 



TABLE IV-U1 

Latin America: Industry- and Urbanization-Induced Service Activities," 

Employment and Productivity* at Different Income Levels 

Commerce 	 Utilities*1. Transportation 6 
Communications

Per capita Percent Percent Percentincome of active Relative of active Relative of active Relative
population productivity population productivity population productivity 

$US 50 4.17 2.47 0.10 13.2 0.68 5.31
100 5.43 2.74 0.17 6.37 
 1.63 2.87

15d- 6.35 2.59 0.28 
 4.87 2.31 2.27
200 7.08 2.41 0.38 
 4.22 2.83 1.99

300 8.27 2.11 0.52 3.60 3.57 1.72

400 9.23 1.89 0.63 
 3.30 4.10 1.59

500 10.05 1.72 0.72 3.12 4.50 
 1.50

700 3-.43 1.49 0.85 
 2.91 5.10 1.40


1000 13.10 1.27 1.00 2.75 
 5.70 1.32
 

- -. Notes: * 	 output per worker in the service sub-sector as a proportion of average
worker productivity in the economy as a whole. Thus, 2.47 implies a
level of worker productivity 2.47 times the national average. 

* electricity, water and gas.
 

Source: _S. K. Singh, op. cit., Table 4.
 

Sourdt., Tble 4 
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upon employment absorption. Thus, although output in transportation and 

faster than GDP, employment growthcommunications increases 28.8 percent 

in transportation and communications would approximately parallel the 

166
 
growth in GDP.


ECLA data for Latin America indicate that output in basic services 

(including water, gas and electricity) has increased faster than GDP, 

as predicted (5.6 percent per year vs. 4.6 percent over the 1950-65 per

iod). 1 6 7 Employment growth in basic services, however, has outrun the 

growth rate of GDP in recent years (4.1 percent vs. 2.2 percent) due to a
 

168
 
slowing in the growth rate for productivity in basic services. As a
 

consequence, the contribution of basic services to employment has risen
 

from 4.1 percent of the economically active population in 1950 to 5.2
 

percent in 1965 (see Table IV-12).
 

As indicated in Table IV-1, the contribution of utilities to total
 

for the range of incomesemployment is at no time in excess of one percent 

characterizing the developing countries. This fact, combined with the 

high level of tEchnical training required of many workers in this sub

sector, identify it as one providing little prospect for significant labor 

absor'tion.
 

On the other hand, basic services employment has: shown impressive 

growth in-Latin America, outrunning -the predictions of Table IV-ll. The 

key role played by transportation in particular as an input into almost 

16 6 This assumes an annual growth rate for productivity in basic services 
of 1.4%. Lederman, op. cit., Cuadro 9. 

167Ibid., Cuadro 9.
 
168=Ibid., Cuadro 9. 
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TABLE IV-12 

Latin America: Distribution of the Active Population' 

by Economic Sectors, 1950-1965 

Distribution of the active .population
 

1950 1960 
 1965
 
Agricultural sector 
 54.1 48.6 46.1
 
Mining 
 - 1.0 1.0 1.0 
Manufacturing 
 14.2 14.1 13.8
 

Factory 
 6.8 7.5 7.5
 
Artisan 7.4 6.6 
 6.3
 

Construction 
 :3.7 4.0 3.9
 
Services " 
 26.9 32.3 35.2
 

Basic Services and Utilities - 4.1 5.0 
 5.2
 
Trade and Finance 17.7 9.0 
 9.5
 
Government 
 3.2 3.6 3.8
 
Miscellaneous services 
 2, 9.6 11.7 12.6 
Unspecified activities* 2.3 3.0 4.1 

Notes: * Mainly overt and disguised unemployment in the form of 
marginal services. 

Source: UN, ECLA, Economic Survey of Latin-America, 1966. 
-. Table 13. 
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all economic activities, and as a major determinant of the price of food 

and other wage goods, makes it especially important that the cost of 

transportation services be maintained at minimal levels. While feasible 

transportation alternatives are few,169 policies directed at the labor

intensive expansion of this group of activities should be closely scrutin

ized on efficiency grounds. Transportation activities in Latin America 

are already heavily staffed, and, if one were to judge by the heavy pressure
 

placed upon transport facilities, output-capital ratios are quite high.
 

Even so, low rates for transportation services, whether due to government
 

regulation, competition, or the high volume-density of traffic, may tend
 

to understate the value of output in transportation activities.
 

Trade and financial activities in Latin America have proven quite 

capable of rapid and continual absorption of labor, ...no doubt in excess
 

of actual needs. Singh's regression results indicate that commerce 

employment increases its share of the active population by about one percent
 

for each $100 increase in per capita income (see Table IV-11). Actual
 

figures for employment in trade and finance in Latin America are generally
 

in agreement with these estimates. In 1950, this sub-sector provided em.
 

ployment for 7.7 percent of the active population; by 1960 the proportion
 

had grown to 9.0 percent, and by 1965 to 9.5 percent (see Table IV-12).
 

169The author can recall, while living in a remote Guatemalan village,
 
an incident which reveals that what is "feasible" is largely deter
mined by one's experience. A shipment of several hundred 4-inch steel
 
pipes were delivered to a road-head 4-hours walk from the village.
 
Each pipe measured about 18 feet in length and weighed close to 500
 
pounds. Transporting the pipes into the village presented an impossible 
task from this observer's point of view who naturally thought in terms 
of roads and helicopters. The villagers on the other hand, with a 
totally different perception of the world, saw only one feasible way 
of moving the pipes, ...and within three weeks had carried them all 
into the village. 
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Underemployment in commerce, particularly in trade, is quite high
 

in Latin America, estimated by ECLA at 19' percent'4in terms of unemployment
 

equivalents (see Table IV-14). Such underemployment often takes the form
 

of "over-staffing", as evidenced by the abundance of messengers, clerks,
 

salespeople, janitors, etc., which one en'counters in many offices and shops
 

in Latin America.
 

So long as wages in these marginally productive activities in trade
 

and finance remain low, possibilities for continued absorption of labor
 

are probably bright. It is not clear, however, if further absorption is
 

desirable from the point of view of economic development. To the extent
 

that the costs of such employment are passed on to middle and upper class
 

consumers, and other businesses, "over-staffing", if it can be called that,
 

represents an efficient system of privately-funded welfare.
 

2. Public Sector Services
 

The existence of "featherbedding" in public sector activities is a 

well-established means of maintaining people'in'jobs; VWen, public' sector 

expenditures represent a fifth to a third "'of GDP, 'a is true in-Latin 

America (see Table IV-13), the possibilities for such employment 'can be 

quite considerable. 
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TABLE IV-13
 

Latin America: Percentage Share of Public Sector*
 

in GDP, Selected Countries
 

1955 1966 

Argentina 27 28 
Brazil 24 33 
Central American 

Republics 14 17 
Chile 23 35 
Colombia 20 21 
Ecuador 21 23 
Mexico 15 22 
Peru 19 21 
Uruguay 26 30 
Venezuela 28 36 

* Total government expenditures (including 
autonomous agencies) and capital outlays of
 
public enterprises.
 

.Source: 	 UN, ECLA, Economic Survey of Latin 
America, 1968. Table 56. 

The expansion between 1955 and 1966 in governments' share of GDP
 

has in part been the response to heavy and increasing pressures for 

programs of development aimed particularly at income redistribution. 

However, inelasticity of public revenues have forced governments to 

make increasing use of internal and external credit, especially in 

financing 	the 30-40 percent of public expenditures accounted for by
 

capital outlays.170
 

170UN, ECLA, Economic Survey of Latin America, 1968, Chapter IV, 

"Public Sector", pp. 102-3. Slow growth of government revenues 
has been due to the fact that "tax machirery is not equal to the
 
task of keeping tax yield abreast of the increases in the total
 
product," 	and the steady decline for some countries in the relative 
importance of the external sector and imports as a source of tax
ation. (p. 102)
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Services employment in the public sector is, to a large extent, 

a function of economic growth and the process of urbanization. The 

growing complexity of economic activity places a heavy burden on the 

central government to provide supporting, regulatory and supervisory
 

services, while urbanization implies a greater need for such labor

consuming services of local governments as police, sanitation, public
 

171
 
health, education, etc.


Institutional and political factors, however, often difficult to
 

anticipate, also play an important role in determining the level of
 

government employment so that, in the final analysis, the growth of 

public employment may, as one observer put it, be dependent upon the 

"possibilities afforded by the public sector budget".1 7 2 

Between 1950 and 1965, cervices employment within the public
 

sector in Latin America abosrbed about five percent of the net in

crease in the labor force,173 raising its share of the economically
 

active population from 3.2 percent to 3.8 percent over the period (see
 

Table IV-12).
 

3. Other Services
 

Just as the service sector is a residual after the removal of
 

agricultural and manufacturing activities, so is "other services" a
 

residual after the removal of public services and what we have re

ferred to as industry- and urbanization-induced servicos--utilities,
 

171Kuznets, Modern Economic arowth, op. cit., p. 150. 
1 72Zygmundt Slawinski, "Structural Changes in Employment within the 

Context of Latin America's Economic Development", 2a. cit., p. 166. 

Ibid., p. 166. 
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Consequently,
trartisportntion and communicatlone, and trade and finance. 

"other service,5", as we are using it here, encompasses the personal and 

lawyers; non-financialprofesionel services--tailors. beauticians, doctorm, 

business services such as conbultart:j and accountants; housing; doziutic 

venders, beggars; and "unspeclfiedservices; street servlces--bootblack b, 


activities", as they are referid to at titrs--ennentially overt and dis

guised un*nployinent Iii the iorri of mr.-grindl vervice.. 

To attempt to analyze the employment absorption capabilities of such 

a diverse Ermup of activities and "non-occupations" would be ill-advised. 

However, a few comments on unemployment and underemployment Wight be in 

order.
 

ECLA hau attempted to eatimate the extent of underemploymnt In the 

Latin American economy by means of unemployment equivalents. Table IV-l4 

this Table in columi 2 which presents theshows the revultn. Th" oy to 

sectoral eatir ite5 of underemployment. For met-vice activitlet. but with 

the exception cf basic services ond utlitioe., underemplayro-nt is extremely 

comon, accounling for W ,percetst of total 	utiamploynmnt ctNpquted in this 

In colum, 4). Underamploymentfashion (the num of the last three entries 

in aericulture accountm for an equal share of total unemploymnt, although 

It occupie t third more wotkra than do the low productivity service 

activities ("tie rAble IV-l.). 

W. Arthur L.owIn char.ctorizen high levels of underemployment as a 

sort of foudal ca.ryover, a'r tho moro advantaged sectors of society feel 

themselvi-i ob llgted to plrovide nuhbiItence employmett for the agricultura1 

1'.4 
surpl n driven out if r'u.al , 

175	Dovei'l laut Pl, in ilf "1p. cit., 1p. 6 Lewin continuti : "IOnumployment
 

Tii"-o to tli. bl" ,,Od,,. (,i thi iocial nystem 'tefore It in fully re

placed by tnothr." (76-77).
 



Latd" Amrica: Ppzug £sticates of rqivalent tkqlA mm 

in the La!' Far-.e a-ciud 1 9 

(1) (2) (3) 

Ecooically Flementage 

Sector 

active 
pop.uli 

(000) 

of equiv&le-t 
-. !-,1--ne nt 

hn"e sectcr 

Lbemplou 
equivalent 
(1) x (2) 

t 

Agriculture
mining 
Ma=ufact-.wing 
Cxstructi 

35,323 
e22 

11,546 
3,768 

32.6 
19.0 
16.7 
6.4 

11,514 
156 

1,928 
241 

Basic Services an 

Trade 
t i e s 

& F-amce 
44,566
8,51 

2.0 
19.0 

91 
1,606 

Gove---*-t L Other 
Services 

tpecif ed activities 
14,475 
4,699 

35.7 
100.0 

5,167 
4,699 

Total: 83,647 30.4 25.,402 

Source: UI, ECLA, rmcic Surey ofLatin America, 1968. Table 24. 

)
 

Percent
 
of total
 

wuemoyment 
(3) * su of (3) 

45.4
 
0.6
 
7.6
 
0.9
 

0.4
 
6.3
 

20.3
 
18.5 

100.0
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"SociLl custom imposes on the middle and upper classes 
the obligation to burden themselves with hordes of use
less servants; having many servants becomes a status 
symbol which extends, even deep down into the lower middle 
and upper worbing claL...... If population pressure is 
severe, it alii..-t jrpTiril for any man of 
status to (1o for him';elf what a servant could do for 
him, or to soil hi ; hand; with manual operations. 
Even entrepr(',,ur', pet caught up in this spirit, if 
they accept tho social ioreos, and burden their busi
nesses Witih ofumbuseleSS clerkh,larg,,e ol-

messenger.; .nrl other han(iers-on. Wages are low, barely 
adequate to ce [) body ind 1oul together; not adequate 

for serious hdtrd m.inii! ,or ; and more in the nature 

of charity t din of payment for hard- serious labour, 
which is neither given nor c':pected. The rest of the 
surplus swarnr. into casual trades; markets are crowded 
with pedlerg and stall]olders, making occasional sales; 
and there is a vast reservoir of casual labourers, gardenerss 
dock workers, construction workers, and porters. Thus 
everybody has some sort of job, however great the pres
sure of population." 

In summary, the situation with respect to increased employment op

portunities in service activities is mixed, although prospects for con

tinued growth would appear promising so long as wages remain at extremely 

low levels. 

E. Diaression on the Origins of the Employment Problem 

In the present, brief section, we shall attempt to place in proper
 

perspective the origins of Latin America's unemployment crisis, so as to
 

reduce the temptation to look for solutions to the problem in areas where
 

we have no right to expect them. 

The post-wu industrialization process in Latin America represents, 

among other things, an attempt to provide for economic growth and an 

accelerated rate of job creation within the context of a rapidly increasing
 

labor force and a quickening in the process of off-farm migration. In 
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effect, Latin American governments, wittingly or not, committed their limited 

capital resources to the gamble that their economic salvation lay in rapid 

industrialization. In retrospect, of course, it is quite easy to see the 

folly of hitching the prospects of a nation's economy to a single, small 

sector and expecting that sector, like the proverbial tail of the dog, to 

wag the rest of the economy into a dynamic takeoff process with full employ

ment. The choice of industrialization is not simply a matter of betting 

on the wrong horse, but of riding it badly and, more importantly, of a 

failure to hedge that bet from the start, and to expect too great a payout 

in terms of employment creation. 

At the stax1e of the import substitution industrialization process 

in Latin America, which we can date roughly at 1950, modern manufacturing 

provided employment for less than seven percent of the labor force and 

of GDP 1 7 5 contributed 16 percent (see Table IV-15). Considering its small 

employment base in 1950, it seem extremely unrealistic to have expected 

this sector to provide jobs for the rapidly growing mass of surplus
 

workers in Latin America during the decades of the 50's and 60's.
 

Even in 1950 the dimensions of the employment crisis of the 60's
 

could readily be determined: most of the labor force was already born,
 

and the process of urbanization was well underway. Job creation, in fact,
 

was one of the major rationalizations of the industrialization process.
 

Thus, to blame the present employment crisis on the failure of industry
 

to follow a more labor-absorbing pattern of development seems to overlook
 

the original magnitude of the task the manufacturing sector was expected
 

175These figures do not take account of the contribution of artisan in
dustries which, in 1950, provided employment for 7.6% of the labor
 
force and contributed 2.3% to GDP, see Table IV-15.
 



TABLE IV-iS 

Employment (000) 

Agricul-
tUMw 

Latin America: Sectoral Distribution of Work Force and Growth Rate of Employment. 1950-65 
Extractive Manufacturing Construc- Basic" Other*" Total 
Industrize Artisan Factory Total tion Services Services Employment 

Total 
Work force Unemployment 

1950 employment 
Percent 

27,506 

55.3 
547 
1.1 

3,432 
6.9 

3,780 
7.6 

7,212 
14.5 

1,890 
3.8 

2,089 
'6.2 

20,495 
21.1 

49,739 
100. 

52,664 2,925 
5.6 

1955 employment 

Percent 
29,608 

52.8 
617 

1.1 
3,981 

7.1 
4,094 

7.3 
3,075 

14.4 
2,299 

4.1 
2,636 

4.7 
12,842 

22.9 
56,077 

100. 
60,240 4,163 

6.9 

1960 employment 
Percent 

31496 

50.1 
692 
1.1 

4,941 
7.7 

11,275 
6.e 

9,U6 
14.5 

2,578 
4.1 

3,268 
5.2 

15,716 
25.0 

62,866 
100. 

69,160 6,294 
9.1 

1965 employment 

Percent 

33,591 

47.5 

768 

1.1 
5,447 

7.7 
4,609 

6.5 
10,056 

14.2 

2,863 
4.1 

3,842 

5.4 
19,531 

27.7 
70,651 

100. 
79,473 8,822 

11.1 

Growth Rate of Em

ployment (' 
1950-55 
1955-60 
1960-65 
1950-65 

per yr.) 

1.5 
1.3 
1.3 
1.3 

2.4 
2.3 
2.1 
2.3 

3.0 
4.0 
2.4 
3.1 

1.6 
0.9 
1.5 
1.3 

2.3 
2.5 
2.0 
2.2 

4.0 
2.3 
2.1 
2.8 

4.7 
4.4 
3.3 
4.1 

4.1 
4.1 
4.4 
4.2 

2.4 
2.3 
2.4 
2.4 

2.7 
2.9 
2.9 

-2.7 

7.3 
8.2 
7.0 
7.6 

Notes: *includes agriculture, forestry, fishing and hunting
*includes water, gas, electricity, transportation and communications. 

&*includes comerce, public administration, health and other services 

The percentage distribution of the active population as presented in 
as presented in Table IV-12. Both Tables are based upon ECLA data. 
each presents detail not available from the other. 

this Table differ slightly from the same concept 
Both are included In the present chapter since H 

Source: Lederman, M. cit., Cuadro 9. 
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to,,perform.', 

(,r :To'emphasize'this point, let's.consider for a moment the nature of 

the labor flows bearing upon the employment problem. In 1950 the agri

cultural sector 1 7 6 in Latin America provided employment for 52.2 percent 

177
of the labor force. By 1965, the agricultural sector employed only 

42.3 percent of the labor force, and the latter had grown at an annual 

rate of 2.7 percent over the period. That is to say, agricultural employ

ment had grown by only 1.3 percent per year, thereby releasing a steady 

stream of migrants which, over the 1950-65 period totaled about eight 

million. 1 7 8 Put another way, of the increase in the Latin American labor 

force between 1950 and 1965 of approximately 26.8 million, agriculture 

absorbed only 22.7 percent. Thus, what we might refer to as Exhibit A, 

is an outward migration from the agricultural sector of eight million 

workers. 

Exhibit B is the increase over the same period in the 1950 non

agricultural labor force1 79 amounting to 12.7 million workers (see Table 

IV-16) all of whom, we may assume, will also seek non-agricultural employ

ment. 

Thus, the increase in Latin America's labor force between 1950 and
 

1965 of 26.8 million workers can be roughly divided as follows:
 

176Including agriculture, forestry, fishing and hunting.
 
177This assumes that 5.6% of the labor force was "visibly" unemployed; 

if we consider only the employed labor force, agriculture provided 
55.3% of the jobs, see Table IV-15. 

1 7 8The difference between 52.2% of the 1965 labor force--corresponding 
to agriculture's proportion in 1950--and actual agricultural employ
ment in 1965.
 

1 7 9We have avoided double-counting the eight million migrants. 
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Increase in 1950 agricultural labor force 14.1 million 
Those who stayed in agriculture 6.1
Those who abandoned agriculture 8.0 (Exhibit A)

Increase in 1950 non-agric'l labor force 12.7 (Exhibit B) 

"Visible" unemployment was already nearly six percent in 1950; 
 the
 

large figure for "other services" (see Table IV-15) undoubtedly conceals 

a good deal of additional underemployment. Ignoring for the time being
 

the underemployment, let us designate as Exhibit C the nearly three 

m:1llion "visibly" unemployed workers in 1950. 

The sum of Exhibits A, B and C--23.7 million additional workers seeking 

to enter the non-agricultural work force between 1950 and 1965, a number 

greater than total non-agricultural employment for 1950--sets the stage 

for the employment problem which was to materialize and assume crisis 

proportions in the 1960's.
 

Table IV-16 presents the structure of non-agricultural employment 

in 1950 and 1965, together with projections for non-agricultural employ

ment in 1965 on the assumption that employment in each sector increased 

over the 15-year period in direct proportion to increases in that sector's
 

output.180 ibis assumption of a constant labor-output ratio is intended 

as a proxy for a constant level of capital intensity in production, ...
 

an attempt to abstract from the influence of capital deepening upon levels
 

of employment in industry.
 

We indicated above the dimensions of the employment problem between
 

180The implications of this assumption include-
a) industrial production is not characterized by increasing returns to
 

labor; 
b) no technical adjustments to factor price changes are made;
 
c) growth in output is distributed over the entire sector in proportion


to 1950 shares;

d) no normal learning curve for labor;

e) generally, technological progress does not occur.
 



TABLE IV-16 

Latin America: Non-Agicultural Employment. Actual and Hypothesized, 19so and 1965 

Extractive anufactur-i ndustr Construc- Basic Other Mon-Ariaultl Laar ceIndustries Factor AAAM tion Services Services Uepled tOl,Cl) 1950 Non-Agricultural EMloyment (000) 54.7 3.432 3,780 1,890 2,089 10.495 22,233 2,925s 25,158 
(2) 	 1950 Sectoral. Distribution of Non-


Agricultural Labor Force (%) 
 2.2 13.6 15.0 7.5 0.3 41.7 88.4 11.6 100.(3) 	 Growth Rate in Output. 1950-65 (% per year) 6.0 6.5 2.8 3.8 5.6 4.1 - - -
(1.) 	 Compounding Factor** 2.397 2.572 1.513 1.750 2.264 1.827  -

(5) 1965 Hypothesized Non-Agricultuzral
Employment [(I) x (4)] (000) 1,311 08927 5,719 3,307 1.,729 194,17 43,065 
 2,017 1.5e682
 

(6) 	 1965 Actual Non-AgriculturalEmployment (000) 768 5,.7 4,609 2,e63 3,842 19,531 37,060 8,822* 15,882 

(7) 1965 Sectoral DistributionAgricultural Labor of Non-Force (j) 1.7 11.9 10.0 6.2 8.14 42.6 0.8 19.2 100. 
(8) 	 Actual Growth Rate in Employment,1950-65 (% per year) 2.3 3.1 1.3 2.8 4.1 .2 3.5 7.6 4.1 

(9) 	 Difference between Hypothesized and ActualGrowth Rates for Employment ((S) - (6)] (000) 513 3,380 I,110 1. 887 -357 .......... a 6,007 ........
 
(10) Ratio of Actual Employment to HypothesizedEmployment for 1965 ((6) # (5)] 0.586 0.617 0.606 0.066 0.822 1.019 0.861 3.132 1.000 

otes: * Assumes that all "visible- m ploymat occurs in nm-anWcultural sectoz's* Compound interest multiplicative factor for growth rate In output, line (3), and 15 years
 

Source: Based upon Table IV-15.
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1950 and 1965--23.7 million new jobs outside of agriculture during that 

period. Interestingly, had employment in the non-agricultural sectors 

developed along the lines of our assumption, 20.8 million new jobs would 

have resulted by 1965 and unemployment, while finishing the period at 

the same alsolute level as it began, would have declined in relative 

terms from 5.6 percent to 3.7 percent of the total labor force. 

Line (10) of Table IV-16 reveals the extent to which growth in em

ployment fell short of growth in output or, alternatively, actual growth 

In employment fell short of hypothesized growth. 

The ratios in artisan industry, construction and-basic services are 

all very much alike, indicating modest gains in worker productivity of 

respectively 1.5%, 0.9% and 1.4% per annum and suggesting, at least in 

the aggregate, that for those sectors capital deepening did not occur 

to any great extent. In the case of "other services", realized growth 

in employment actually exceeded hypothesized growth, implying a decline 

in worker productivity. This result, however, should not surprise us 

if we recall that this sector accounts for trade, public administration, 

education, health, as well as the legions of underemployed in such common 

shelters as domestic employees, street vendors, car washers and watchers, 

boothlacks, etc. 

*The results for "extractive ijidustries", suggest that capital deepening 

has been greaterlt in this sector. The difference between hypothesized 

and actual employment levels in 1965,. while significant in relative terms, 

amounts to only a half-million jobs, equivalent to one-sixteenth of 

P'visible" unemployment in that year. 
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':)
b-The remaining sector to be considered, "factory.industry", presents,
 

as would be expected, the most disappointing showing of all. Had growth 

inl output been accompanied by an equally rapid growth in employment, that
 

is, had the hypothesized level of employment for 1965 been realized, 3.4
 

million new jobs in manufacturing would have been created 181 reducing
 

"visible" unemployment in 1965 from 8.8 million workers to 5.4 million,
 

that is,from 11.1 percent of the 1965 work force to 6.8 percent, about 

one-fifth higher than the comparable figure for 1950.
 

Yet the implications of such a rapid growth in manufacturing employ

ment raise some impbrtant questions. What, for instance, does a constancy
 

inworker productivity imply for the level of wages and profits in manu

facturing? And could we expect such growth to occur in the absence of 

any gains in the efficiency of labor? What would be the impact of this
 

,rapidrate of job creation upon rural-urban migration? and upon workers
 

in "other services"? Would these two vast reservoirs of underemployed
 

labor not allow surplus workers to spill over into manufacturing, diluting
 

;the apparent benefits of job creation?
 

The point we want to make here is a simple one, and it is essentially
 

this: the case whereby capital-intensive industrialization has been made
 

the scapegoat for Latin America's unemployment crisis has been overstated!
 

How much growth in employment might conceivably be expected from a sector
 

Itis, of courwe, naive to think that industrialization would have 
proceeded as rapidly as it did had the benefits of technological pro
gress been denied to the industry, ,that is to say, if capital deepening 
was somehow prohibited.
 

1 
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which provided jobs for less than seven percent of the total labor force 

in 1950?1 8 2 In reality, capital-intensive industrialization is far less 

a cause of unemployment 1 8 3 as it is a savior which proved to be something 

less than that. 

The solution to the unemployment crisis in Latin America, at least 

in the foreseeable future, lies not primarily in industry but in agri

culture. This would seem to follow if we are correct in our reading of 

the origins of the problem--rural outmigration and rapid population growth. 

Had the rural outmigration of eight million workers over the 1950-65 period 

(our Exhibit A, above) been contained, "visible" unemployment at least-

which in 1965 totaled 8.8 million--might today be of manageable propor

tions.
 

1 8 2The rate at which factory employment would have had to grow over the 
1950-65 period in order to keep the number of "visibly" unemployed 
workers from increasing can be estimated as a residual from: 

79,473 1965 total work force 
- 2,925 1950 "visible" unemployment 
-65,204 1965 non-factory employment, actual 

11,344 1965 jobs needed in factory employment

3,432 1950 factory employment, actual
 

Thus, 11,344 = 3,432 (l+)n for n = 15 yields a growth rate for factory 
employment of r = 8.3% (see Table IV-15). 

183We should not lose sight of the fact that in some industries factory 
manufacturing leads to the displacement of artisan workers producing
competitive products. The constancy of total manufacturing employ
ment (factory plus artisan) over the 1950-65 period would seem to bear 
out this thesis (see Table IV-15).
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CHAPTER S, A RURAL,SOLVTXON,
 

A. iThe Problem Restated
 

1. Growth Rates and Labor Absorption
 

Many estimates have been made of the level of sustained growth in
 

GDP required to absorb the increment to the labor force into non-agricultural 

employment. Few of these estimates are in agreement, but all are extremely 

high,...perhaps unattainably high. 

In a Report1 prepared for the IDB, Raul Prebisch portrays the employ

ment ,problem as a consequence of slow growth "due to the fact that Latin 

America's rate of economic development has not been high enough to allow
 

the outflow of redundant manpower from agriculture to be absorbed at a
 

satisfactory level of productivity, and at the same time to ensure a rapid
 

rise in average per capita income throughout the economy.",2 To Prebisch, 

the solution requires a decade devoted to "getting rid of the distortion 

in the structure of employment," at the end of which time a sustained 8 

percent growth rate would allow for adequate labor force absorption with 

increased worker productivity.
 

Of the effort necessary to achieve and sustain a growth rate of 8 

percent, Prebisch notes that it "will have to be really exceptional. 

1 Raul Prebisch, Change and Development, Latin America's Great Task, 
Report submitted to the Inter-American Development Bank, Washington,
 
D.C., July 1970. 

2 Ibid., p. 67. 

3 Ibid., p. 67. The structural adjustment in employment implies a
 
-ertain amount,of the laborforce in industrial employment, in this case
 
35 percent of the non-agricultural labor force in industry by 1980. 
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Exceptional in its nature, and on an.exceptional scale. It will call for 

an expenditure of energy that will seriously test the Latin American 
'

ability to shoulder their heavy development responsibilities." 4 
countries' 

Sensitivity analysis of the rate of growth of GDP required to absorb 

the net increase in the total labor force into non-agricultural employment 

reveals quite vividly the crushing burden which high population growth 

rates place upon labor force absorption. On the basis of the estimates 

of Table V-i, and assuming a per capita income of $300, the growth rate 

of GDP required to absorb the net increment of the total lahor force into 

non-agricultural employment would be 3.0 percent if the population growth 

rate was only 1.0 percent; 4.6 percent if population grows at 1.5 percent; 

and 9.3 percent for a population growth rate of 3.0 percent. (See Table 

V-i). In contrast to the nine-plus percent growth rates for GDP necessary
 

for labor absorption by the nations of Latin America, 19th century Japan 

was able to achieve full absorption of her incremental labor force with 

a growth rate of GDP of only 4 percent, thanks to a population growth rate 

of only about 1 percent. Thus, the crucial difference between the situa

tion in Latin America today and 19th century Japan is not so much one of 

technological bias in favor of capital intensity as it is the dramatic 

change inthe growth rate of population.5
 

4AIbd., p. 83. 

S' K. Singh, "Aggregate Employment Function: Evaluation of Employment 
Prospects in LDC's", pp. 64-65. Washington, D.C. World Bank (mimeo, 
undated, c. 1970-71). 
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TABLE V-i
 

Required Rate of Growth of GDP to Absorb Increment
 

of Total Labor Force into Non-Agricultural Occupations
 

at Different Levels of Development
 

Per Assumed Population Growth Rates (percent) 
Capita 
Income 1.0 1.5 2.0 2.5 3.0 

$U.S. 100 	 3.72 6.11 8.30 10.40 12.66
 

150 	 2.97 4.64 6.70 8.57 10.44 

200 	 2.87 4.54 6.28 8.62 9.76
 
I I - 2 1 . 1, 1 - ' 

250 	 2.66 4.52 6.18 7.87 7.50
 

300 3.01 4.60 6.20 7.79 9.33 

400 3.34 4.33 6.31 7.80 9.29 

500 3.60 5.01 6.42 7.82 9.23 

600 3.78 5.13 6.48 7.82 9.16 

800 	 3.95 5.21 6.47 7.73 8.98 

1000 3.95 5.15 6.35 7.55 8.75 

Source: Singh, op. cit., Table 1, p. 61. 

y Seers, in his pathbreaking study: on ,the employment problem 

in Colombia, estimated that fiv million new jobs w6ild be needed by 1985. 

He tested a "fast growth" strategy for expansion of the modern sector but 

found that it would necessitate a sustained growth rate for the urban 

economy of 14 percent over the entire 15-year period, ... "creating 

6 	ILO, Towards Full Employment, A Programme for Colombia, prepared by an 

inter-agency team organized-by the ILO, Geneva, 1970. 
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unmanageable needs for capital and skills, not to speak of problems of 

urban planning, food supplies and wages policy." 7 The strategy he ul

timately recommended was one for more balanced growth, allowing slow migra

tion and increased employment in agriculture. This strategy "implied the 

need for a fast pace of land redistribution and settlement and for improving 

employment prospects, education and health services and housing in the 

small towns and the countryside." 

Not only for Latin America, but for the Asian and African continents 

as well, economists and development planners alike are becoming more con

vinced that the solution to the employment problems of a large number of 

developing countries "will have to be sought largely in expansion of rural 

employment. "9 "The impossibility of absorbing large additions to the labor 

force into the non-agricultural sectors and the alarming drift of rural 
10 

labor into overcrowded towns" provide vivid testimony to this conclusion.
 

While the demand side of the employment equation should not be over

looked for a moment, it is nevertheless clear that at no feasible growth 

rate can industry alone provide the employment generation necessary to 

stem the increase in the pool of unemployed. More and more, the problem 

Dudley Seers, "New Approaches Suggested by the Colombia Employment Pro
gramme", Internation Labour Review, Vol. 102, No. 4, p. 381. October, 
1970. 

8 Ibid., p. 381. 
ILO, Employment and Economic Growth, Geneva, p. 132. 
 1964. See also,
 
Eicher, et. al., "Employment Generation in African Agriculture", Institute
 
of International Agviculture, College of Agriculture and Natural Re
sources, Research Report No. 9. Michigan State University, East Lansing,
 
Michigan. July, 1970; and Harry Oshima, "A Strategy for Asian Develop
ment", Economic Development and Cultural Change, April, 1962.
 

IILO, Employment and Economic Growth, op. cit., p. 132. 
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appears to be one of "too many peasants" growing and migrating out of agri

culture at too fast a rate.
 

2. Rural Out-Migration
 

The more pressing dimensions of the employment problem lie clearly
 

on the side of supply, ...and while there is little that can be done to
 

alter the size of the labor force for at least 15 years, ...and probably
 

for 30,11 the functional distribution of the work force is, to some extent,
 

subject to the influence of government policy. Thus, most recommendations
 

to deal with the employment problem, and quite sensibly we believe, have
 

been aimed at retarding the flow of potential migrants out of the rural
 

areas and holding them instead in the countryside.
 

The institution of the extended family has long served to disguise
 

rural underemployment within minifundia, as it still does today; in fact,
 

ECLA has estimated the unemployment equivalent in Latin American agricul

ture at 33 percent for 1969 (see Table IV-l4). However, through the twin 

processes of migration and urbanization, the locus of surplus workers is 

shifting, and becoming painfully visible. Prebisch speaks of the migrants 

who "ceaselessly pour into the bigger towns", thus merely shifting "the 

scene of their redundancy",12 and Eric Thorbecke has noted that the decline 

of 11 percentage points in agriculture's share of total employment over 

1lGunnar Myrdal sees the labor force in Latin America increasing by 3 percent
 

until the end of the century. "The United Nations, Agriculture and the
 
World Economic Revolution", Journal of Farm Economics, Vol. 47, No. 4,
 
pp. 894-895. November, 1965.
 

12Prebisch, op. cit., p. 1.
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the 1950-69 period was exactly offset by a similar increase in services
 

employment.13 Nevertheless, by exposing the employment problem in this
 

way, and effectively politicizing it, urbanization may force nations to
 

finally face up to it as well.
 

a. 	 A Thr ,ry of Migration 

Who are the migrants out of agriculture and why do they leave? Armed 

with the answers to these questions we might be better prepared to identify
 

the potential migrant, and design policies which could make him sufficiently
 

content with his rural status so as to preclude the necessity of his mi

grating out of agriculture.
 

Studies of outmigration from agriculture in the U.S. reveal that the 

process of migration is quite celective, especially as regards age and 

education of migrants. Young adults, and the better educated elements 

of the rural work force (often the same individuals) prove to be more
 

highly mobile than older and more poorly educated farmers. 1 4  For the 

developing countries these same basic traits characterize migrants. How

ever, 	while age and education may serve to identify potential migrants 

they 	are in no way a cause of migration. Rural workers migrate out of 

agriculture because, on balance, life seems more promising elsewhere in 

the economy. Thus, if we were to develop a theory of migration, the 

perceived net advantages of non-agricultural employment vis-i-vis agricultural 

13"Unemployment and Underemployment in Latin America", document prepared
 

by the Inter-American Development Bank, 1971, cited in OAS, "Employment
 

and Growth in the Strategy of Latin American Development: Implications
 
for the Seventies", Washington, D.C., August 19, 1971. pp. 45-46.
 

14LO Why Labour Leaves the Land, p. 22. Geneva, 1960. Non-whites, par

ticularly the young, have higher migration rates than do whites.
 

http:employment.13
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jloyment would have to occupy center st"egt. ..
 

According 'tothe 
 5th UN Report on Progress in Land Reform, rural-urban 

migration "is largely a manifestation of two different but parallel pheno

15 mena. 

"...the result of the wide differences in levels of income and 
living, which encourages migration of skilled labour from rural 
areas with depressed living standards to urban areas that pro
vide wider employment opportunities, ...Eand) 

"...the consequence of declining income levels in rural areas
 
resulting from increase in rural underemployment because of

increasing population pressure, from loss of land by the poor

peasants in favor of the richer classes, from technological un
employment or increase in living costs."
 

Migration is essentially a reaction to the insecurity of agricultural 

employment, and a response torinon-agricultural opportunities for employ

ment at a considerable income differential. In consequence, it is the
 

,unemployed,the hired worker, the tenant, and the sharecropper who migrate;. 

"farm owners and occupiers with secure tenure are less mobile than the 

insecure and landless.",1 6 Members of minifundia farm families may also 

be predisposed to leave the farm if proves too smallit or unprqductive
 

to adequately support the extended 
 family. Farm owners, however, are the 

last to leave since their incomes comprise not only the returns to the 

family's labor, but those to capital and management as well, ... resources 

-which are not readily transferred "jointly into industrial and commercial 
1 7 

enterprises." 

Variations in relative living levels between agricultural and non

agricultural pursuits appears to be less important determinanta of rural-

15U.N., Progress in Land Reform, Fifth Report, p. 262. N.Y.,. 1970 
16ILO, Why Labour Leaves the Land, op. cit., p. 15. 
17Ibid., p. 15.
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urban migration than is the opportunity ,for stable and remunerative employ

iment in the non-farm sector. In studying U.S. agricultural trends prior 

to 1945, T. W. Schqltz has observed- that rural.outmigration was not 

related to relative income levels. He notes that the movement of over 

8' million people out of agriculture during the war years occurred as farm 

incomes increased as a proportion of industrial wages from 42 percent in 
18 

1940 to 62 percent in 1944. 

Doreen Warriner's observations for the developing countries, parti

cularly the Middle-East, confirms the finding that disparity in income 

earnings is of secondary importance in explaining migration processes: 

"gradual long-term falls in the level of farm incomes per head, resulting 

from falling labour productivity or falling prices, do not appear to result 

18Agriculture in an Unstable Economy, p. 97. Committee for Economic Devel
opment, Research Study, McGraw-Hill, N.Y., 1945.
 

average net income 
per worker engaged 
in agriculture 

wage income per 
employed indus-
trial worker 

percent agri
cultural income 
is of industrial 

1940 $ 531 $1273 42% 
1941 733 1495 49 
1942 
1943 

1041 
1362 

1847 
2156 

56 
63 

1944 1456 2360 - 62, 

The movement of people to farms in 1932, when farm prices were the 
lowest in 30 years (inde-x of 61; average in 1925-29=139), and off 
farms in 1940-44 when farm prices doubled and incomes trebled Fsto 
Schultz "paradoxical behavior" revealing that farmers do not appear to 
respond to price signals, and pointing up the difficulty of moving labor 
out of agriculture (90-91). 

Net withdrawals from farming amounted to 8.31 million between Jan.
 
1940 and Jan. 1944; however, despite these withdrawals, total agricul
tural production increased over the same period from an index of 110 
to 129 (94-95). "It has taken the mobilization for war to show us how 
great an excess of manpower was attempting to derive a living from 
farming." (91) 
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Linincreased movement ,In' th absence: of, ,inc*'eased urbanleiployment oppor

1 9ttmities. e

' An"ILO stud, 20 on~iual, migration processes brings these several ele

ments together into a ,generalized theory of ifiigration ifiwhich the relative 

°diSparity in levels of living, especially wage levels, between -farm and 

'non-farm sectors is the major long-term factor predisposing farm workers 

to migrate out of agriculture, while the rate of migration at any point 

.In time is determined by the volume of employment opportunities in the 

non-farm sectors, as perceived by the potential migrants. 

The dominance of employment opportunities in this theory is made clear 

'from the 'following quotation from the ILO Study:21 

"While a low relative income level in agriculture, and parti
cularly the low relative level of wages, is the main permanent
long-term factor ciusing a shift into other occupations, the 
rate of the movement at any given time is also determined by 
the increase or decrease in the volume of employment. If 
relative incomes become more unfavorable to agriculture in a 
period of industrial unemployment, the rate of movement will 
not increase because migrants cannot find work. In a period
of. full employment, on the other hand, the rate of movement 
out of agriculture will rise, even if the relative economic
 
position of agriculture improves."
 

' Fz omlhisexperiences in Africa, Todaro develops a similar argument, 

although in mathematical form and minus the explicit emphasis urbanon 

emploment opportunities as the dynamic factor in the mikration process. 22 

I9"Problems of Rural-Urban Migration: 
 Some Suggestions for Investigation",
20International Labour Review, Vol. 101, No. 5, p. 442. May, 1970. 
20 Why Labour Leaves the Land, op. cit. 
21 Ibid., p. 17.
 

22"A Model of Labor Migration and Urban Unemployment in Less Developed
 
.
Countries", American Economic Review, Vol. LIX, No' 1, pp.:'138-148.

March, 1969.
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4nMattempting to expand upon the simple -Lewis and Ranis-Fei wage differ

ential models, Todaro notes that the "existence of a large pool of unemployed
 

and underemployed urban workers must certainly affect a prospective migrant's
 

'probability' of finding a job in the modern sector.''23 Thus, in
 

,analyzing the determinants of urban labor supplies," one must look at 

prevailing income differentials "adjusted for the probability .of finding 

an urban job." 24 

For most of Latin America the "push" factors of "agricultural dis

tress" resulting from neglect of the agricultural sector are constantly 

,operating, so that migration operates essentially in response to the 

"pull" of expanding non-agricultural employment opportunities. Thus, in 

countries such as Brazil and Venezuela, where investment booms concentrated
 

in urban industrial areas have stimulated considerable economic growth,
 

.generating--although to a far lesser extent--new employment opportunities,
 

the "pull" and "push" have combined for rapid migration. However, in
 

o+her countries where the "push" of "agricultural distress" has been 

equally strong, but where it has not been combined with the "pull" of
 

rapidly increasing urban employment opportunities, migration has been
 

2 5 
,slower. 


If the rural-urban migration is to be contained, these "push" and
 

"pull" factors, the combined influence of which has served to transfer
 

.thefocus of the employment problem from the countryside to the city, will
 

have to be weakened.
 

23Ibid., p. 138.
 
24Ibid., p. 138.
 
25,IL0, Why Labour Leaves the Land, M. cit., pp. 17-18.
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, ,'b*-; The Natural Process of Wage Equalization 

In the course of economic development with free mobility of labor 

and capital, productivity and wages in all economic activities tend to
 

equalize. Rural out-migration is simply one of the mechanisms by which
 

this process unfolds, as 
low productivity agricultural workers strive for 

what they perceive as a better way of life elsewhere in the economy. To 

the extent that labor leaves the land for more productive employment in
 

the non-farm sector, utilization of human resources is increased.
 

Thus, during the decade of the 50's, although per capita rural incomes 

in Latin America increased by $25, incomes in urban areas rose by $50, 

and about 15 million migrants entered the cities. 26 At the beginning of
 

the decade, wages of industrial workers averaged about three times the
 

level paid in agriculture. 2 7
 

For the developed countries, worker migrations out of agriculture
 

have served both as a cause and as an 
effect of increased agricultural 

productivity. The reduction in the farm work force, coupled with increased
 

needs for food and fiber by the growing urban centers, placed heavier de

mands upon those remaining in agriculture,--demands which were continuously 

met, ... and exceeded, allowing for further labor transfers out of agricul

ture and a continuous improvement in levels of living throughout the 

economy.
 

The outward movement of labor from agriculttre tends to drive rural 

wages upwards towards the level of urban wages when it occurs gradually 

2 6David F. Ladin, "Urban Growth and Economic Strategy in Latin America",
Development Digest, Vol. IV, No. 4, pp. 9-10. January, 1967. 

2 7Anatole A. Solow, "Urbanization in Latin America", Development Digest,
Vol. IV,No. 4, p. 1. January 1967. 
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and under conditions ofl'dll employment' as has" dharacterizedi'the process 

of structural change in the developed countries. 2 8 However,'when the out

'ward movement fr6m agriculture is excessive in relation to. urban employ

'mWnt opportunities, yet not sufficient to cause a shortage of labor on 

the land, this process of "urban drift" has the effect of driving down 

average urban earnings towards the level of-rural earnings. 29  It -isthis 

latter form which migration takes in the' developing countribs; 
3 0notes:Prebisch 

"the exodus of agricultural workers is inevitable if the level 
of living of the rural masses is to be raised. What is not in
evitable is the appalling congestion in the big towns due mainly
 
to this population shift. In this as in other respects, the
 
Latin American countries are suffering some of the drawbacks 
of the development process before they have reaped its
 
benefits'."
 

28Rural wages never reach the level of industrial wages, even in developed 
countries. The differential which is maintained is due to several cir
cumstances. Lewis notes: "part of the difference is illusory, because 
of the higher cost of living in the capitalist sector; ...there is also
 
usually a substantial difference in real wages. This may be required

because of the psychological cost of transferring from the easy going
 
way of life of the subsistence sector to the more regimented and urban
ized environment of the capitalist sector. Or it may be a recognition

of the fact that even the unskilled worker is of more use to the capitalist

sector after he has been there for some time than is the raw r'ecruit 
from the country." In his model of "Economic Development with Unlimited 
Supplies of Labour", Lewis argues that subsistence income sets a floor 
for wages paid in the capitalist sector, "but in practice wages have
 
to be higher than this, and there is usually a gap of 30 percent or more
 
between capitalist wages and subsistence earnings." The Manchester 
School, May 1954, reprinted in A. N. Agarwala and S. P. Singh, The 
Econoics of Underdevelopment, pp. 410-411. Oxford University Press, 
New York, 1963. 

The ratio of farm wages to manufacturing wages in the U.S. during 
the 1950-1968 period ranged between .44 and .50. 

29 Warriner, 2E. cit., p. 442. 
30Prebisch, op. cit., p. 34.
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B'B.i!Ihe Need for Structural Reform,.
 

In' Ya fre and open society there'is no effective means,to 'piiivent
 

individuals from pursuing what'they perceive to be their own best'interest, 

nor should there be. How then'can a significant proportion of the ap

prvximately 25 million new entrants into Latin America's agricultural 

work force over the decade of the 70's be contained in agricultural, or 

it .1astrural, occupations? One thing seems obvious, if migration is 

to be constrained, significant'structural change will have to sweep the 

"countryside. Yet what type of changes 'could induce a reversal in the trend
 

towards abandoning agriculture? What would have to occur so as to cause
 

agicultural workers to voluntarily remain in the rural sector? 
It seems
 

fairly clear that nothing short of "massive, rapid and drastic" agrarian
 

ref&oW will suffice to induce 'workers"not to 6bandon agriculture, .g. 

and' this sh~uld be but the first step'. 

1. Land Tenure Institutions
 

As Dorner and Kanel point out, land tenure institutions cannot be 

judged in the abstract; forms of agricultural organization differ according 

to the circumstances of the society which they serve, and only with respect 

to the needs of that society can judgments be passed as to the adequacy 

of the tenure institutions.32 In the developed countries, agricultural 
31 
3,,Thetermis Jacques -Chonchol's, cited in William Thiesenhusen, "Techno
logical Change and Income Distribution in Latin American Agriculture," 
p. 20. Land Tenure Center Papers, LTC No. 78, Madison, Wisconsin,
 
August, 1971.
 

32Peter Dorner and Don Kanel, "The Economic Case for Land Reform: Employ
ment, Income Distribution and Productivity," Land Reform, Land Settle
ment and Cooperatives, No. 1, 1971, reprinted as LTC Reprint No.74.
 
Land Tenure Center, Madison, Wisconsin.
 

http:institutions.32
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organization has evolved in step LWih hrconomi.,sodial,, political and 

,vn mil.tary needs of society. ,,Thus, the political urgency of occupying 

,the western states dictated early forms of land settlement in,this country, 

*but.the pressing labor needs of industrialization and the attractions of 

,urban life drew workers off the farm, where. they were replaced by ,nahin

ery,, further strengthening the industrialization process. 

.,In Latin America, no. such evolution has, occurred. Despite radically
 

,diferent demands,being,,placed upon the agricultural sector today, it has
 

j:hardly.-yielded. "Except for the,revolutionary reforms of Mexico, Bolivia, 

,and ,Cuba, the substantial.though less massive reforms of Venezuela and 

Chile,, and the recent efforts by Peru,.very little expropriation and 
''33 

the large farm sector has,occurred.
 ,peqrgantzation.of 


-0 pTheprimary need ofLatin American society today is for jobs, and, 

more by default than any other reason, those .jobs are going to be sought
 

in agriculture. Consequently, if Latin America's agriculture is to make
 

its maximum contribution to society, it must 'be responsive, firsf and 

foremost, to the need for generating employment in a fashion'which will 

guarantee a more equal distribution of income ana increased productivity 
w '34 

of farm workers. 

a. The Case for a Smallholding Agriculture 

The classical model of a continuous production function comes closest 

tfo reality in the case of agriculture.' 'The great diversity in physical 

33 	Peter Doiner (editor), Land Reform in Latin America, Issues and Cases,
 
Land Economics Monographs Number 3, p. xviii. Published by Land
 
Economics for the Land Tenure Center at the University of Wisconsin-

Madison, 1971. 

34Dorner and Kanel, op. cit., p. 5.
 

http:peqrgantzation.of
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lciidiiions and -resourcefavdilabilitieswhichlexistsiroughout :ihe world 

s, forcedah each society, to develop "its"own indigenous solutions to the 
t rcblemlof food production. •The result has been an infinite diversity 

offactor combinations and productive techniques representing the unique 

'adaptation of each society to this common problem. With industry we found 

'that invention and innovation occurred in the high capital-labor range 

of the production surface because this was the renge corresponding to 

',factor proportions in the nations doing the research. With agriculture, 

,for the same reason, we should expect to find invention and innovation 
,occurring throughout the entire range of the production surface. In 

practice, however, slow diffusion and transfer of agricultural practices 

"amoig 'countries has restricted the choice of agricultural techniques avail

able to any given country. - ' * 

" Existing factor proportions in most-Latin AAmerican econoaies 'indicate 

h6 necessity for agricultu:6al organization ;along lines of a high man-land 

ratio, thus maximizing the returns to land.__ Organiational formss copied 
fom'abriad, which'serve to economize on labor 'bymaximizingworker pro

ductivity are totally inappropriate to the needs of Latin American econo

mies. As in many other respects; the developing countries can often acquire 

more appropriate solutions to the problem of diversifying agricultural 

techniques from interaction as equals with other developing countries 

than from their subordinate relationships with the aid-gi ing and capital

exporting nations of the developed world... 
 .. 
As has been shown repeatedly, in cases where oontrastng- inifundia 

and latifundia characterize the agricultural landscape, the smallest farms 

3 5 This relationship has been well documented in the publications of the

Land Tenure Center of the University of Wisconsin-Madison.
 



V.16 

achieve the highest outputs per unit of.landed: 'Ther nverse relationship
 

which exists between farm size and the output of land'makes it quite clear
 

that an agriculture organized along lines of small family farms promises
 

to be far more absorptive of labor than a large 
farm agriculture.

36
 

-Evidence from some of the agrarian reform projects in Chile, for example,
 

"indicate an increase of over 20 percent in the number of families produc

'tively employed on reformed haciendas." 
37 

;:, As a form of agricultural organization, the family farm is unique
 

inthat itrecognizes employment generation per se as an explicit objective
 

of "maanagement." Dovring notes that the size of the agricultural labor
 

,force in developing countries is determined far more by demographic pres

.sures than by economic facts. "How many people there are on farms in an 

underdeveloped country bears no particular relation to the demand for labor, 

.either inthe traditional or economic sense. In many cases, the size of 

,the agricultural population is ...determined by the number of people who 

.could'find physicalsustenancefrom farming."38 

not tieing its operation to strict qriterla of economic efficiency,,-,,,By 


* Dorner and Kanel, op. cit., p. 11.
 
37Peter Dorner and Herman Felstehausen, "Agrarian Reform and Employment: 
The Colombian Case", International Labour Review, Vol. 102, No. 3, p. 231. 
September, 1970. Reprinted as LTC Reprint No. 66, Land Tenure Center, 
Madison, Wisconsin. A comparative study of Peruvian haciendas and Bolivian 
ex-haciendas on the altiplano near Lake Titicaca revealed a decline in 
employment on the Peruvian haciendas but an increase on the reformed 

Bolivian ex-haciendas. Ibid., p. 231. The study referred to is Melvin 
Burke, An Analysis of the-Bolivian Land Reform by Means of a Comparison 
between Peruvian Haciendas and Bolivian Ex-Haciendas, a Ph.D. dissertation, 
University of Pittsburgh. 

38Folke Dovring, "Unemployment in Traditional Agriculture", Economic
 

Development and Cultural Change, Vol. 15, No. 2, part 1, p. 163. Jan.
 
I 67. 

http:agriculture.36
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' the,-family 'farmis free-tb absorb any,, or lallmeibers of fthe extended family, 

O'and° 6'&the extent that it does so, 'it relieves society both of the welfare 

,-and employment burden of otherwise unemployed individuals. Wyn Owen has 

called this type of rural-urban income transfer "farm financed social wel

..fare". 3 9 

3) Investment in family farm agri,.'ulture differs from investment in other 

economic activities in its predominance oflabor-intensity. Raup has des

'cribed the process of capital formation-in agriculture as "accretionary", 

t"rarely concentrated either in space or-in time" ,0 and as such, vastly 

different from the dramatic forms of capital formation in industry or infra

structure. While capital-intensive forms of investment such as occur in 

nindustryihave an obvious counterpart in agriculture--tractors, threshers, 

-barns--the converse is not true; labor-intensive investment in modern in

dustry is-extremely rare. Capital forming activities such as land clearing, 

digging irrigation and drainage ditches, fencing, etc., have few counter

parts in industry; even-fewer have the biologicallforms of .capital--live

:stoc 'perennial crops--in which-the: process of: growth and maturation 

"represents capital formation. 

'The farmer, the rancher, the fisherman, can: all convert. their labor 

time into the creation of capital; cottage,industry can:often do likewise. 

'The modern industrialist, however' has no: such:option'.The use of'labor 

in industry is severely constrained by complementary inputs of capital 

9 "The Double Developmental Squeeze on Agriculture", American Economic 
Review, Vol. LVI, No. 1, pp. 43-70. March, 1966. 

4 0 Philip M. Raup, "Land Reform and Agricultural Development", in Herman 
M. Southworth and Bruce F. Johnston, Agricultural Development and 
Economic Growth, p. 273. Cornell University Press, ithaca, N.Y. 1967. 
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'and materials, and is constantly subjected to the test of minimum produc

tivity,--whether at the margin the extra product covers the added cost. 

For the family farm maximum productivity is not the relevant criterion; 

so long as additional output can be wrested from the land, and "free" 

labor is available, any undertaking may be feasible. The crucial point 

of departure between family farming and modern industry is the extent to 

which the former not only absorbs labor, but does so productively. So 

long as there exists the institutional framework assuring tenure security, 

"making the use of a productive asset the preclusive right of an individual
 

' '4 1 ,or a group, surplus or underemployed labor in agriculture can be put 

.,to the task of building farm infrastructure. 

In the industrial sector, capital formation is constrained by profit

,ability; costs and returns are monetized and as such, simple to compare. 

,Nbt so with family agriculture. Since labor effort entails no explicit 

costs, any positive marginal product, be it tangible or intangible, repre

-sents a net advantage for the family farmer. 

-,.,,.The long periods of seasonal unemployment which large scale agriculture 

implies, particularly the more comnercially-oriented for.ir, are eliminated 

-when the land is in the hands of small farmers since the latter are moti

vated by the need to provide more regular employment lor themselves and 

42
Atheir family.. This need takes the form of more diversified cropping, 

.livsstock, the planting of tree crops, and general capital improvements 

such as fences, outbuildings, pens, etc., projects which, under large-farm 

agriculture--where labor is looked upon as a market-priced input--may be 

4 1 bid., p. 273. 
42 1LO, Why Labour Leaves the Land, 2E. cit., p. 226, 
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"ueconomic or not even considered. 

Other forms of agricultural organization allow for the conversion 

of surplus labor effort into capital formation, or directly into increased
 

output; however, only under a family farm organization will this effort 

be freely forthcoming, and its product maximized. Hence, the institution
 

of land tenure plays a key role in the creation of employment opportunities.
 

As Raup has said: "wherever there is surplus agricultural labor and shor

tage of working capital, the task of the tenure system is to put people 

to work." 43 

b. The CIDA Data
 

Studies based upon the CIDA data for Argentina, Brazil, Chile,
 

Colombia, Ecuador, Guatemala and Peru indicate that Latin America's agri

cultural sector is capable of providing an adequate level of living for 

the entire rural population, as well as the increments to the agricultural 

labor force; whether in fact it does so will depend upon how agricultural 

activity is organized, and government policy towards the farm sector. 

On the average there are three hectares of arable land (plus 15 has. 

of agricultural land) per agricultural worker in Latin America,44 an 

45amount adequate for the maintenance of a farm family. However, unequal 

distribution of land ownership and access to and control over complementary
 

resources has prevented the productive employment of the agricultural work
 

force and instead has forced millions of rural workers to abandon agriculture, 

4 3Raup, op. cit., p. 274.
 

4M. J. Sternberg, "Agrarian Reform and Employment, with Special Reference
 
to Latin America", International Labour Review, Vol. 95, Nos. 1 and 2, 
p. 7. January-rebruary 1967.
 

45Dorner and Felstehausen, op. cit., p. 227.
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where a third of the remaining labor resources are still underemployed.
 

The tenure pittern and the attendant distortions in the productivity
 

is made clear from Table V-2 which presents data
cf agricultural resources 


for six of the CIDA study countries. These data reveal clearly the waste

fulness implied by the latifundia-minifundia situation which characterizes
 

Latin American agriculture,--the tendency of smallholdings to overuse labor
 

resources in an effort to coax maximum output from "sub-family" holdings,
 

and the failure of the large estates to productively utilize the land re

sources at their disposal. Despite "ready access to credit and technical
 

assistance, ...only one-sixth of the lands in estates in the seven (CIDA
 

study] countries is or has been in cultivation; the rest are left in native
 

vegetation."46 The extensive underutilization of large estates precludes
 

the employment on these lands of millions of agricultural workers, ...each
 

of them a potential migrant.
 

Sweeping redistribution of the land resource is a necessary first
 

condition in most countries of Latin America for generating the needed
 

employment opportunities; the CIDA studies 
have revealed the potential:
 

"The data indicate that in Latin American countries the quantity
 
and quality of the land available is sufficient, in comparison
 
with other regions, to provide remunerative employment for the
 

existing apryiultural labor force, and that a margin for additional
 

employment is also available."
 

However, agrarian reform, if restricted only to land distribution
 

is not, in itselr, a sufficient condition for such employment generation;
 

the sufficient cordition is provided by appropriate governmental policies
 

46Solon Barraclough aL; Arthur Domike, "Agrarian Structure in Seven Latin
 

American Countries", Land Economics, Vol. XLII, No. I, p. 401. November
 

1966. Reprinted as LTC Reprint No. 25, Land Tenure Center, Madison,
 

Wis:onsin.
 
47Steznberg, op. cit., p. 3.
 



TABLE V-2 

Relationships Between the Value of Agricultural Production, 

and the Agricultural Work-Force by Farm Size-Class in 

Agricultural Land, Cultivated Land 

Selected CIDA Study Countries 

Relative Value of Production as Percent
 
of that of Sub-Family Farms 

Per Ha. of Per Ha. of Per Agricul-
Agricultural Cultivated tural Worker 

Land Land 
 ......
 

100 100 100 
30 51 251 
51- 62 :471 
12,i 49 :622 
30: "501 261,7, 

1 ,Oo 100, 100 
5T! 80 291 
24L 4537'422
CI '42,' 688 
"9:O -52, 408 

-07_21- --10 - --100 


,r19 
1 9 q_:41- IT ,1

1 
8- . .5 _.,

7 80______ ,.- 3,, 
23 ""%o'"" 281 

. -; -
100 100 100
 

14 47 165 
12 39 309 
5 30 437
 
7 35 292
 

Country and Size Groups 


ARGENTINA (1960)

Sub-Family 

Family 

Multi-Family Medium 
Multi-Family Large 


Total 

BRAZIL (1950) 


Sub-Family 

Family 
Multi-Family Medium 
Multi-Family Large 

Total 
COLOMBIA (1960)

Sub-Family ... 

Family ~251
Multi-Family Medium 
Multi-Family Large 

Total 
CHILE (1955) 

Sub-Family 

Family 
Multi-Family Medium 
Multi-Family Large 


Total 


Percent of Total in 

Agricul-
tural 
Land 


3 

46 

i5 
36 


100. 

°XX

3% 
6O 

lQOq 

5-

,."225 
_5: 

100;,. 

xx 

8 

13 
79 


100 


Agricultural 
Work Force 


30 

49, 

15-


6. 

1007 


1. 


26 
42 : 
21 -

Each Country 

Value of 
Production. 


12 

47-

26-
15 


l00 


18'; 


43 ) 
36-

100 :e 100: 

_ 
: -, 

J''--
7'.. 

; 

1 r
191 
15_ 

- -

' 1001 ,:-: ;00= 

13 
28 
21 
38 

100 

4 
16 
23 
57 

100 



TABLE-V-2,-;continued.
 
Relative Value of Production as Percent
 

Percent of Total in Each :Cuntry of that of Sub-Family Farms
 

Agricul- " Per Ha. of Per Ha. of Per agricul
tural Agricultural Value)of Agricultural Cultivated tural 

Country and Size Groups Land Work Force Production Land Land Worke 

ECUADOR (1954)

Sub-Family 20 ,.xN6 ,00 100 x
 
Family 19 x ;;33 130 179 x
 
Multi-Family Medium .9 x- 22 -a87 153 ;
 
Multi-Family Large 42 x T119 f 35 126 o X
 

Total 100 'x 100 -135
(1950)

GUATEMALA 190 19 10.0
Sub-Family _5 -68 30 


Family . -3 1 :13 -13 --56 389 220.
 
Multi-Family Medlum 32 12 36 54 122 679
 
Multi-Family Lar ge -72 4 :5;376
 

- Total 100 100 100 48 99 224 

Notes: Gross value of agricultural pioduction in all cd 1tifes -except Ar ntina wh reftli : 

estimates are of added value. Comparable data-are not availab 'for Peru. 

-'No information available. - " 

XXLess than one percent.
 
:Source: Bazraclough and Domike, op. cit. ,Table III, p.4702%.
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complementaryto.l-,addis:ribution and geared specifically .toemployment
 

generation.

W..0f the need for such complementary policies, Doreen Warriner comments 

asfollows: W11 

"Judging by what I have seen in recent years in developing

countries, whether structural change can lead to any significant

degree of fuller employment depends on whether or not redistri
bution of land can be accompanied or followed by greatly

.increased inputs of land, i.e. an extension of the area in

cultivation and an increase in farm sizes, or of capital, i.e.
 
an intensification of land use amounting to a change in the
 
type of farming. 
Increase in these inputs depends on governmental

agricultural policy rather than on the structural change itself.
 
The real value of land reform, its true significance, is that

by revealing the limits of structural change it throws into high

relief the environmental obstacles to agricultural development;

it leads into, and not out of, the problems of improving land
 
use." 

The obstacles which land reform "throws into high relief" include
 

shortages of land and water, climatic risks, soil erosion, effects of salin

ization, regional maldistribution of farm population, distance from mar

kets, etc., many of which call for explicit governmental policy in support
 

of the program of land distribution.49 These very obstacles can be turned
 

to advantages by translating their removal into productive employment
 

opportunities. The infrastructure works for the control of water resources-

drainage, irrigation, and storage--the reclamation and colonization of
 

4 8Warriner, Op. cit., p. 449. "It is of course true that land reform,

by setting up a structure in which land ownership is more equally dis
tributed, can provide a substitute for unemployment relief and old-age

pensions, and will result in fuller employment, in favorable soil, cli
mate and market conditions, which allow production to be intensified.
 
In less favorable conditions, it will simply convert open unemployment
 
into disguised unemployment." (pp. 448-9)


49Doreen Warriner, "Employment and Income Aspects of Recent Agrarian Reforms 
in the Middle East", International Labour Review, Vol. 101, No. 6, June 
1970. In her remarks, Warriner is thinking largely of the situation 
prevailing in Egypt, Iraq and Iran. 

http:distribution.49
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land, construction of roads, all can spell new jobs If coordinated into sound 

policies for employment creation on the land. "Unemployed peasants could 

be mobilized to r.-cleafi land, dig canals and dralns, terrace land, under

take afforestation, dt low cost, provided that they could eventually bene

50

of land."fit by a grant 

The dangers of incomplete or poorly conceived reforms may be a further 

waste of resources, which in precisely what the reform was intended to 

correct. In extremo cases, "programs of agrarian refor... may actually 

reduce employment opportunities unless they are geared specifically to 

employment goals." ' 5 1 Miny of the early Mexican eldoa were either so small 

or the land so poor or eroded that the ojiditarlou still found it necessary 
5Y2 

to work outside their holdings. Wrrlnor warn-i that tho employment 

benefits of structural change often tend to b, exaggerated: "Unfortunately, 

the whole subject of land reform has now been inflated by propaganda to 

of results and comparisoti of experlence." 653 

an extent that precludes analysis 

She adds, cynically, "demolishing the ijthti noy mean undermining the faith, 
4 

and that I should not wish to do."''

Various forms of agricultural organiz-rion havo been put foZV4a11 45 

beat suited to the post-reform needs for security of osl oyment and icnO0 

and increased productivity. It It noi the Intent of tho prosent study 

to consider thin isuun, nor that of minitum per workar holdings. 1hese 

soWarrinar, "Problrmi of'Hural-Urbari Migration...", o.• clt. ,). 451. 
51Stoernberg, o ,.cit., p. 1. 
52ILO, wi Laour av. s the L,,__ o. c t., pp. 22-7. 

53"Prol1.kim of Rurdl-Utrban Migrrtion...", . cit. v p. 440. 
5 4 Ibid., p. 440.
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subjects, which are of primary practical relevance4 maut be studied and 

molved by each individual country on the basis of its own economic and
, 


political realities. and in the light of the physical and cultural reastraints 

5 5
 

imposed by geoprdphy and aociety.


We have frequently made reference to the family farm as the organi

zational form bett dble to bsor'b sarplus mdnpower. This is clearly one 

of the lesaons of the ClDA 4tudles (see Table V-2). While we would admit
 

to a predisposition towardh family farm agriculture, this form of organ

itation is not intended as a recomnndatlon for p('Icy. It is rathelr in

tended an a peneiralization, to charicterize tmallholdingp on which the 

wmmagoment decisions in farmitng the land, as well as the product thereof$ 

redound to thoee who wor4 the land, in decided contr4at to tile several 

for of largo-icAle dgriculture. 

56Solon ltariadough diectnet 
the quetIton of land tenure Mytenla alternative 
to lAtiftuidl.i-miniftindia under three goncral headlnrn: Individual pri
veto lU417ti , c-m' _-arsd c peratlve unttz and Stelte fArn. In
 

makinlg tis obearvati'ol; I, ln.ir cloau.h nu , thu prin'ipal ,o4lu of
 
agrarian reform to be "Increned apricultureil production and invrstment, 
nor* eqult.ible dltribut ion ()f ivct,, a'md opigorrun iti and the fuller 
part Iciat ton uf the urntcs1n(,n in local iand nratlonal political decision 
Making." "Altrr-tistiva, lAm- &unurv:;y'tvirei keIuultfliia from Agrarian lfoF 

In Let in Arterica", Jtat gutnd i n|q't, r.ecoud Meet irig, Panel of lxperts on 
LAnd T,,nure anid 'tt Iivex:at, p. ,. Ao , , , Kiy 26-30, 19608, l41:,T/69/ 

P.ay 10, 194'9) 
1 Thero beenm to ha a ints artng north aniricnan in favor (i family farim. 

Even those quite I lh ntitig feel about'eny)vrtl h rtiro fce tirollgly the 

Intitutlon of the tnamly rare and wttuldl defend It againnt the Incursions 
of corplorat, farmillg nill'ly on the 1cainin of no~ri1l111r-ilt affictlon 

ftOr Sillhoilflnp 4pricultue and thu !oco lv ICn ag it bringri to mind. 
oill PIlontn At mpt! o explain tho hijlh IrtAluct ivity of U.h'.
 

egrIcultum' in of f acu os "tooi li
tories sOftii "x" t t 

Inventive but d,,,idodly that" 141,A wa,! thi no hyntem other' than family 
farming cati Inducto." Pride of itsdividual 4chiovmonet 4nd owierahip night 
boa conwttirml oxplan4tlni,,lAitin Anrica. Tody's Economic and Social
!OvolutIon, pis. 53-54 . MCW-,dw 11M -IT-- ...... 
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C. 	A Rural Strategy
 

A better life for more people on the land requires a strengthened
 

and 	increased access to the agricultural stream of income for the rural
 

population. However, existing tenurial conditions is a "major factor
 

limiting employment in agriculture"
57 and thus preventing improved access.
 

Nearly 30 years ago, at the Hot Springs Conference of 1943 at which the
 

FAO 	was founded, it was "perceived that effective agrarian structure was
 

one 	of the main obstacles to raral development."
58 Since that time, the
 

only 	significant agrarian reforms which have occurred have either resulted
 

from revolutionary governments, or been imposed by occupying powers.
 

Ernest Feder sees the employment impact of recent reform efforts in
 

tn America as all but negligible:59
 

"'During the 1960's, Latin America's so-called land reform
 

has been an unqualified failure. ...Actually families re

ceiving land from the governments' land reform institutes are
 

outnumbered by new families joining the poor rural proletariat
 

by a 	ratio of 2- to I.'" 

In agrarian societies, land is the basis of wealth and the main source
 

Control over the land, therefore, determines the distribution
of income. 

The traditional basisof income, and along with it, the 3ource of power. 


for the control and ownership of land in Latin America has been to gain
 

over those people who occupied the land, through a repressivecontrol 

benevolent system of interpersonal relationships. "In brief, landownership
 

Is closely asnociated with the power to make 
others do one's will."

6 0
 

57Dornor and FeInt,.hauicn, op. cit., p. 228. 
soSolon 1mrricloupih, "Why Land Jeozin?", CERES, Vol. 2, No. 6, p. 24. 
November-D-cem,r P)'. 

59 Cited In Wlli.am C. "11Jc'ihui'.,-i,, "mil.'loymnt and Latin American Devel

opment", (Clapter 1i of Dorii'r, (,,d .), op). cit., p. 72. 

Oarraclough, "Why I.iw Be onn ", !-). Cit., p. 22. 
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l"' Agrarian Reform: The Necessary Conditicn 

Agrarian reform is the necessary condition for breaking that strangle

;hold of power which landlords have traditionally enjoyed. In many cases,
 

security of tenure is sufficient in itself to provide for the strengthened
 

and increased access to rural income streams which, as we noted earlier,
 

is required to create more remunerdtive employment on the land. Accord

ing to the ILO Report on Colombia:
61
 

"To have peasants enjoy low income with at least subsistence is
 
probably better than their joining the swelling ranks of the
 
unemployed in the towns. Even from the viewpoint of the re
settled, such a situation may well be preferable in view of
 
the independence they would enjoy and the future prospects,

especially if this is in the context of a rural development
 
strategy."
 

Kanel sees the minimal advantages of land distribution as providing
 

the peasantry a waiting station at which they can consider their-option
 

of migration from a more secure vantage point within the rural econ

62 
omy:
 

"Despite all its imperfections, peasant proprietorship provides
 
considerably more security to the agricultural population than
 
ownership vested in large landowners. An agriculture of land
owning peasants provides a shelter for the masses of people for
 
whom outside employment is not available. It absorbs population
 
increases up to the limits of capacity to nupport life. On the
 
other hand, it does not neces,,arily act as a barrier to out
migration when employment opportunities appear elsewhere. It
 
permits the use of new technological opportunities in farming,

but those who have no alternatives or who cannot or are not
 

61 IL0, Towards Full Employment, op. cit., pp. 76-77. 

62Don Kanel, "Land renure Reform as a Policy Issue in Modernization of 
Traditional Societies", Chapter 2 of Dorner (ed.), op. cit., p. 31. 
Thiesenhusen in "Employment and Latin American Development", op. cit., 
notes that "even if (for the time being) reform does no more tan-pro
vide sustenance for large numbers of rural people, itwill contribute 
to economic development by retarding migration until industrial 
development can catch up with population growth." (p.71) 
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ready to utilize new technology have access to subsistence.
 
By contrast, in an agriculture dominafed by large landowners, 
continued peasant employment depends on employer decisions, and 
for a variety of reasons, more active management by these landowners 
often leads to a relatively labor-saving path of modernization."
 

'i.'Government Support Programs: The Sufficient Condition
 

In other cases, structural reform may simply serve to highlight the
 

need for infrastructural improvements ,--technical and financial assistance,
 

and improved agricultural inputs--in the absence of which the benefits
 

In such cases,
0f land distribution would be of little importance. 


productivity gains of the magnitude which will have an impact upon rural

urban income differentials will require that major government action pro

grams be directed at the rural sector. Yet during the past decade, expen

ditures by the Latin American governments on agriculture are estimated 

at less than 6 percent of total central government expenditures, less 

than i 'percentof GNP. No country has averaged 10 percent and very few
 

have even touched that level in 10 years.63 Clearly, the rural employment
 

>6lem'and the attendant problem of rural outinigration will not be solved
 

by ignoring the rural sector.
 

If our objectives of more remunerative employment on the land and
 

a reversal to the tendency towards outmigration are to be satisfied, pro

grams for productivity increase must be coupled with, and in fact inte

grated into, policies for agrarian reform. The design and pursuit of such 

integrated policies and programs must be made a cornerstone of any effective 

rural strategy which seriously attempts to stem the forces of migration, 

for excessive attention either to agrarian reform or productivity increase, 

Charles Montrie, "Employment and Development Planning in Latin America",
 

p. 12. Office of Development Programs, Bureau for Latin America, Agency
 

for International Development, (mimeo) October 15, 1971.
 

63 
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'without-'a , orresponding emphsisiuponvthe ,other can,.jeopardize:the success 

.46f,the entire rural effort." 

3. 	 --Security of Markets 

The size of'the market for agrililtural: utput, and its gibth' rate, 

act 	as constraints upon the expin" on'ofagi proda 

thus upon agricultural incomes from a re-organized smallholding agricul

ture. This possibility is of particular concern in those countries or 

regions where (a)labor-saving forms of agricultural organization have
 

the 	capacity to capture increasing shares of the nation's market, and/or
 

(b) the scope for market expansion is limited. 

The possibility of such a post-reform demand deficiency is indicated
 

by Clark's studies of the Bolivian agrarian reform.
64 

"By far the largest share of agricultural produce now comes from
 
small peasant holdings, and there is no shortage of staples and
 
other food commodities, signifying that peasants have taken ad
vantage of the new income earning opportunities which the land
 
reform presented. The real barrier [to increasing agricultural
 
output and incomes] is no longer on the supply side, but is more
 
likely a function of the limited demand for agricultural produce
 
in Bolivia."
 

a. 	The Demand Side: Market Size and Growth
 

The scope for expansion of agricultural markets is defined essentially 

by three parameters: the rate of growth of domestic demand for agricul

tural production, possibilities for import substitution of agricultural 

imports, and prospects for increasing agricultural exports.
 

1. Growth of Domestic Demand. Growth rates for population and per
 

capita income set a floor for the growth in domestic demand of about 4 

64Ronald J. Clark, "Agrarian Reform: Bolivia", Chapter 7 of Dorner (ed.)
 
2. 	cit., p. 150. Emphasis added. 

http:reform.64
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S,5'ercei.;on',top .of which -a -component, co- espondiri .to-,increased market 

participation, or more generally, income redistribution, must be added.
 

ECLA has estimated that "Latin American agricultural production,will have
 

to grow by about 4.3 percent annually in order to keep ,pacewith population 

growth, increase ,per capita incomes and meet minimum nutritional stan

dards .65 

,	Over the 1950-65.period, per capita consumption of foodstuffs rose 
at ~ly.~i ercnt 66
 

S. percent, a reflection of the unequal distribution of the 

,benefits of a 2.5 percent growth rate in per capita income over the same 

period. Had this growth been distributed more equally, the higher Engel 

co fficients of the lower classes 67 would have guaranteed a far more rapid
 

increase in per capita food consumption. Even in the absence of income
 

, rqwth, improvements in the distribution of income, through these different 

"pr6pensities on the part of the poor and rich to consume food, would result
 
'
 

If 

',i .651 ,. o-on Barraclough, "Employment Problems Affecting Latin American
 

- Agricultural Development", Monthly Bulletin of Agricultural Economics 
and Statistics, Vol. 18, Nos. 7/8, p. 2. July/August 1969. 

The FAO "Provisional Indicative World Plan for Agricultural Develop
ment" (IWP) estimates the annual growth rate in the demand for food in 
Latin America between 1962-1985 at 3.b%, fully 88% of which is attri
buted to the "population effect" and only 12% to the "income effect". 
The IWP observes that "the impact of increased spending power on personal 
demand for food is surprisingly modest." The "income effect" estimated 
for Latin America (Zone C in UN terminology) is the lowest for all of 
the developing regions and is due to a low income elasticity of de nd 
for food. Vol. III, pp. 5-8. August 21, 1969. 

66Prebisch, op. cit., p. 37. 
67The Michigan State study of food marketing for the city of Call, Colombia,
 

cited in Chapter II shows that average food expenditures decline as a
 
proportion of income from 82 to 28% as families pass from the first to
 
the fourth income quartile (see Table 11-6).
 

lfiore
Rectangle
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demand for the products of agriculture 6 8 
cin an increased 

ri, Clark has demonstrated quite vividly in the case of Bolivia how mar

ket participation, especially for foodstuffs, increased significantly as 

,'aconsequence of the land reform (see Table 11-3). It is probably here, 

in the increase in market participation, especially by those with the 

-.highest marginal propensity to consume food, that the most significant 

gains in domestic demand expansion will be realized. 

With increased per capita income, consumption patterns shift towards 

items higher up on the food chain,--poultry and dairy products, beef and 

,pork--as well as processed foods. 6 9 Research carried out jointly by ECLA/ 

FAQ on the income elasticity of demand for food, assuming a modest re

distribution of income, bears out the movement in the direction of live
70 

stock products. 

I The shift towards a livestock economy has important implications for 

the agricultural sector. As an example, it can mean increased output and 

employment if the price ratio between feed and finished livestock products 

is sufficiently favorable to make feeding economically feasible. On the 

i other hand, the grazing of livestock, even poultry, implies foregoing the 

backward linkage with feed producers. The contrasting possibilities simply 

point up once again the important role which governmental policy, especially 

price policy, can play in the generation of employment opportunities. 

68This point was made in Chapter II (see section II.A.l.c. Expenditures 

for Food).
 
69The Getulio Vargas Foundation, Center for Agricultural Studies, Projections
 

of Supply and Demand for Arricultural Products of Brar.il, publisId 
for the U.S. Depar'tmenit of Agriculture, Economic Peieirch Service, by 
the Israul Program for Scinti fic Translation-,, Jeruvialemn, Tables 31, 
32,33. July 1968. 

7 0 1LO, Toward,; Full ,nploy:9,nt, 2p. cit. , p. 81, footnote 3. A decline 
from 60 -oMtAl- ur hre of income received )y the top 30% is 
assumed. 
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2. 	 Import Substitution. A second measure of the scope for growth 

the ratioof agricultural output is shown in Table V-3 which indicates 

for 18 countriesof agricultural imports to total agricultural supply 

is the case for Argentina, Brazil,of Latin America. A low ratio, as 

Colombia, Ecuador, Mexico and Paraguay (all under 5 percent) implies limited
 

scope for agricultural expansion through import substitution. On the
 

other hand, a high ratio does iot necessarily imply the reverse, and in
 

at least one case, that ,f Peru, the scope for expansion is probably under

stated due to the importance of fisheries in the denominator.
 

Peru and Chile, with respective ratios of .150 and .253, and to a 

lesser extent Venezuela, with a ratio of .222, appear to have greatest 

prospect for su,stituting domestic for imported output in that their 

agricultural imports are quite diversified and include many commodities 

whose domestic production could be increased. On the other hand, about
 

60 percent of Bolivia's agricultural imports are accounted for by cereals,-
71
 

The very favorable terms

essentially imports of wheat flour under PL 480. 


under which these imports move, arid the opportunities this trade affords
 

for illicit profits will make it very difficult for Bolivia to give it up,
 

71All sales programs under PL 400 are carried out under Title I of the 
Act. Long-trm credit sale. agreemonts under Title I allow for repayment 

poriods of up to 4;O yar:i, with grace periods of up to 10 years. 
Interest i'i chdrp d At 2% duing the g;race period and 3% thereafter. 
1970 An1rmhil I,[poPt on 1'11 l Ic11w 1010, 92nd Congress, Ist Session , }ouse 
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TABLE-V-3 

Latin America: Agricultural Output, Imports, and Ratio of Imports to 

Total Agricultural Supply 

Agricultural Agricultural Ratio: Imports 
Output* 

($000,000) 
Imports 

($000,000) 
to Total Agri
cultural Supply 

Argentina 2,302 97 .040 
Bolivia 141 29 .171 
Brazil 8,417 318 .036 
Chile 445 151 .253 
Colombia 1,688 48 .028 
Ecuador 451 21 .044 
Mexico 3,834 124 .03i 
Paraguay 157 7 .043 
Peru 791 140 .150 
Uruguay 231 22 .087 
Venezuela 630 180 .222 

Costa Rica 154 23 .130 
Dominican Republic 245 30 .109 
El Salvador 233 33 .124 
Guatemala 387 31 .074 
Honduras 222 19 .079 
Nicaragua 
Panama 

184 
168 

19 
20 

.094 

.106 

Note: *Agricultural output includes forestry and fishing. 

Source: Col. 1: Agency for International Development, Latin 
America, Economic Growth Trends, Washington, D.C.,
 
Tables 3 & 6. December 1969.
 
Col. 2: U.S. Department of Agriculture, Economic 
Research Service, Agricultural Trade of the Western
 
Hemisphere, Washington, D.C., February, 1972. 
Col., 3: Col. (2)divided by sum of cols. (1) & (2).
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even if domestic flours or flour extenders could be substituted for
 

72
 
he imports. 


Agricultural imports under PL 480 are important for most of the
 

nations of Latin America73 and in many cases fulfill a genuine develop

mental need. However, in many other cases, where the U.S. government
 

is simply encouraging Latin governments to assume a short planning horizon
 

and thus take the easy way ca., such trade would seem to confirm Joan
 

Robinson's criticism that "'the aim of aid is to perpetuate the system
 

that makes aid necessary.",,74
 

For the countries of Central America, Panama and the Dominican Re

public, import ratios are about .10 (see Table V-3); cereals, fruits and
 

vegetables, oils and fats, and dried milk appear 
as recurring items.

75
 

Cereals, oils and fats, and dried milk dominate the agricultural imports
 

of many of the larger nations of Latin America 
as well.76
 

72Uniortunately, Bolivians have become "hooked" on bread and rolls made
 
from the flour of hard wheats from the U.S. For a government to deprive
 
the urban population of this high quality flour, or even allow its price
 
to rise would result in "bread strikes" which, if not resolved quickly
 
and favorably could cause a government to topple. Domestic wheat flours,
 
including the Mexican and Colombian Green Revolution varieties, may be
 
combineu with imported flours up to a maximum level of about 50 percent.
 
Climate, however, prevents the production of a truly hard sub-tropical
 
wheat. To some small extent, flour "extenders"--the flours of potatoes,
 
manioc or green bananas--could be combined with wheat flour, although
 
this is not a common practice. The point ic that Bolivians uiill insist
 
upon the white breads to which the U.S. has accustomed them, and in all
 
likelihood will have to continue importing at least 50% of their expanding
 
needs of white flour.
 

731970 Annual Report on Public Law 480, op. cit., Table 2.
 
74Cited in Keith B. Griffin, "Latin American Development: Further Thoughts", 

Oxford Economic Papers, Vol. 20, No. 1, p. 132. March 1968. 
7 5 U.S. Department of Agriculture, Economic Research Service, Agricultural 

Trade of the Western Hemisphere, Washington, D.C., February 1972. 
76Ibid. 

http:items.75
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The price system is a powerful mechanism. Many nations have found 

it a relatively simple matter to turn a deficit in a certain agricultural 

-commodity into a surplus through an import substitution program founded 

upon high producer prices. Unfortunately, however, such programs are dif

r 	ficult to turn off, and the line between self-sufficiency and over-produc

tion is often very narrow. Exporting the surplus, which is the obvious 

solution, is difficult due to the high price structure existing within the 

'domestic economy. Disposal of the surplus, or restoring a domestic market 

,equilibrium, may thus become a serious economic problem. 

_fir); The possibilities of increased bilateral trade among-the nati6ns of 

'Latin-:America may provide a t.3mporary solution. Most of thesenations 

,have surplus industrial capacity or surplus agricultural output; high 

production costs, however, preclude conventional export sales. Billteral 

'tiade agreements between two such nations ,--either in agricultural for in

--dustrial output, say fertilizer for refined sugar, :or.agricultural ,commod

'-ities' for agricultural commodities--could be considered, , Althought-quite 

:inconsistent with long-run international trade thebry, such an exchange 

might have interesting short-run benefits. ,° : .- ,:,"",, 

3. Export Growth. The importance of'aric.ul.al' eports- ites
 
1considerably among 
 the nations of Latin Aierica; as 'dotheir"prspe'ts for 

export growth, making aggregate analysis difficUat -and of limted value. 

The Economic Research Service of the U.S. Department of Agriculture 

estimated the annual growth rate for agricultural exports of the LDC's at 

2 percent over the 1965-80 period, ..J. percent less than the growth rate
 

'estimated for their agricultural imports. 7 7  Prospects for export growth 

77 U.S. Department of Agriculture, Economic Research Service, "World Demand 
Prospects for Agricultural Exports of Less Developed Countries in 1980",
 
p. vi. Washin-+

http:of'aric.ul.al
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'in cotton textiles, bananas, cocoa and coarse grains are rated as "good", 

1 1 ?those for coffee "fair", and for rice "poor". 78 

The international market for meat, particularly beef and veal, is 

quite promising, according to the FAO, 7 9 a situation which many of the 

'countries of South America, with their vast expanses of natural grasslands, 

,are-in an excellent position to take advantage of. The "Provisional Indi

.cative World Plan for Agricultural Development" estimates that meat exports 

'from' South ,America could increase from a 1961-63 average of about 0.8 mil

lion tons to as~much as 4 million tons by 1985, a considerable .upward re

s
vision over FAO's estimate-of a few years earlier of-2.6 million tons.
8

-H&Wever, the'presence .of hoof and mouth disease in South America, unless 

'tftwas:.effectiveiy controlled could.serve to restrict this otherwise highly 

Tpromising'trade'largely to-processed meats. " . ' 

4 .,:To a considerable degree, the agricultural, export prospects., of ithe 

developing countries will. depend on the economic, policies of.,,the 'developed 

.countries, particularly where the latter countries are exporting competi

tive ,products. 81 -With the -'exception of a few exclu vely tropical .products, 

-- mainly beverages and fruits--the developed countries are capable ,collec

tively, of meeting all their agricultural needs either from natural or 

synthetic products, ... a fact which is illustrated by their increasing 

,degree of self-sufficiency. 8 2 

7 8 Ibid., p. v. 
FAQ, "Provisional Indicative World Plan...", Vol. III, op. cit., pp. 47-8.
 

8 0Ibid., pp. 47-8. . 
81kSDA, 'tWorld Demand Prospects...", op., cit.-" v 'pu 

82FAO, "Provisional Indicative World Pla IIqo,. cit p. 44. 
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=4'" uThe iim6val -'of itrade restrictions are, not expected to benefit LDC 

""i exporters unless explicit trade arrangements are made in their favor. 83 

W :'.,jThus, the potential for expansion of.agricultural markets varies con

siderably among the nations of Latin America. 
For some, slow growth in
 

market size may become an important policy constraint; for otners, however,
 

the more relevant question may be not the prospect of demand insufficiency
 

JButrather of the ability of an agriculture in process of re-organization
 

aalong lines of small family farms to keep pace with the growing demands 

'for its output resulting from a progressive expansion in market partici

pation on the part of the rural sector. 

b. The Supply Side: The Potential Level of Output 

If present trends continue, non-agricultural activities can be expected 

to absorb about two-thirds of the increment to the labor force, the total 

of which over the decade of the 70's will amount to approximately 3 million
 

workers annually.' Thus, fully a million new entrants must be absorbed into
 
'~2 .. ',84agriculture each year, implying about a 3 percent growth rate for the
 

agricultural work force. 
The data of Table V-2, especially columns 4 and 

5jgive an outside and admittedly exaggerated measure of the (once-for-all) 

yield increases which might be forthcoming in the wake of major structural 

,reform of landownership patterns. Add to these the continuous benefits
 
,ofyield increasing inputs and improvements in marketing and one can readily
 

See that the potential for increasing agricultural output and worker pro

ductivity from a restructureu agriculture is quite impressive. The extent
 

83USDA, "World Demand Prospects...", op. cit., p. vi. 
84Barraclough, "Employment Problems ... "11, cPit., pc.l.el 
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to which this potential increase is actually realized will depend upon
 

several factors ,--among them the pace of land redistribution, complementary
 

policies towards the agricultural suctor, and the market for agricultural 

output. 

The temporary decline in food production--or at least in food deliv

eries--which accompanies land reform represents an offset to the potential
 

increases we have just considered. Especially in the case of sweeping agra

rian reforms, such transitional shortages may lead to serious inflation
 

and the need for increased imports. 85 Where reform is staggered, however, 

production declines may not materialize. 

The sweeping Bolivian reform of 1952-3 led to reductions in the quan

tity of agricultural produce reaching urban markets which persisted for 

several years. Through an "unfortunate misconception, yet rather widely
 

held," production is believed to have declined;--"actually, such a decrease
 

is not shown by Bolivian production indices." 86 Clark attributes the
 

"apparent" association between land reform and production declines to three 

factors: "marketing adjustments, transportation bottlenecks, and weather
 

phenomena.87 The former two, by far the more important factors, were
 

85 A FAO study on international strategies to utilize surplus food produc
tion suggests that surplus food might be used to advantage by developing
 
countries during the transitional phase of agrarian reform in order to 
offset food shortages and avoid serious inflation and increased food
 
imports, the prospect of which might otherwise deter a country from
 
instituting agrarian reform. The Report urges that surplus food "be set
 
aside to help in the launching of justified land reforms." Development 
Through Food: A Study for Surplus Utilization, Basic Studies Series
 
No. 2, p. 97. Rome, 1962. Presumably, such surpluses, as well as those 
available une'r PL 480, Title II, could also be utilized as worker com
pensatIon in the infrastructure projects complementary to agrarian reform.
 

8 6Clark, "Agrarian Reform: Bolivia", Op. cit., p. 146. 
8 7 Ibid., p. 146. 

http:imports.85
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overcome within 3 - 4 years by mans of newly evolved institutional arrange

ments in which the peasantry received the cash incomes previously accruing 
88
 

to the landlords.


c. The Policy Implications: Protection of Market Shares 

The possibility of damand insufficiency,--resulting from the intru

sion of laboi-saving and highly productive forms of agricultural organi

zation upon markets formerly satisfied from smallholding agriculture, and/ 

or agricultural supply running up against the limits of market size--calls 

for a policy which reserves to the smallholding subsector a progressively
 

larger minimum share of the market by restraining the ability of labor

saving agriculture to capture larger market shares.
 

The growth of highly mechanized commercial agriculture, by which food
 

and fiber needs can be met with only a small fraction of the agricultural
 

labor force, circumscribes the extent of the market which can be supplied
 

by smallholding agriculture. Further encroachment by large, mechanized
 

producers upon the markets being served by labor-Intensive small scale
 

agriculture is quite likely considering the availability of surplus land
 

resources, capital and technology by which large producers can move swiftly
 

in order to seize new market opportunities. We have read enough
 

8 8 Ibid., pp. 146-7. 
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accounts89 of the devastating impact which mephanization has had upon 

agricultural employment throughout Latin Aimerica to recognize the need for 

constraint upon arbitrary decisions to mechanize. 

On the Colombian coast, dominated by large commercial farming opera

tions, total crop land increased by 282 percent between 1960 and 1965, 

for the nation as a whole. 9 0 
compared with an increase of only 31 percent 

Tractor use on the coast,--which over an earlier period (1953-1960) had 

more than doubled--continued to increase at a disproportionately faster 

rate after 1960 with the expansion of cotton production there. By 1965
 

about 25 percent of the nation's total tractors, and a considerably higher
 

proportion of effective horsepower, were operating in the coastal depart

ments, up from 17 percent in 1953. Thus, large farm agriculture is pro

viding a progressively larger proportion of Colombia's total agricul

tural supplies,...and doing so with relatively fewer workers.
 

It is not inconceivable to think that the nations of Latin America
 

could meet their needs for food and fiber with only 10 percent of their 

labor force in agriculture, as occurs in the developed nations. The 

89Barraclough and Domike, in op. cit., p. 394, for example, note that "on
 
a 15 ,000-hectare hacienda in-Ec-uaor, owned by Swedish interests, half
 
of the resident population was sent away when the farm was transformed
 
into one of the most 'efficient' in the country." Barraclough in
 
"Employment Problems...", op. cit., p. 2, notes that in Calabozo, Vene
zuela, where he had visited, ani rrigation project was established on
 
which "119 rice and livestock farms of about 200 hectares each...with
 
practically unlimited access to modern capital, technology, management
 
and organization", and with an average investment per farm of over 
$750,000, were able to produce one-third of the nation's entire rice needs. 
For some Central American examples, see Rodolfo Quiros, "Agricultural 
Development and Economic Integration in Central America", (Ph.D. dis
sertation, Lniversitv of Wisconsin, Madison, 1970), especially Chapter IV.
 

90Roger Soles, unpublished data.

91 bid. 
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fact that the technology to do so exists and is available to them repre

sents a major threat to the success of a program for remunerative employ

ment creation on the land. To deal with this danger, national agricultural 

policy may have to define explicitly the markets which are to be served 

by smallholding agriculture, or alternatively, restrict the production 

of mechanized agriculture to certain specific commodities. 

In that the capacity of land to absorb labor is a function both of 

what is produced and how it is produced, the use to which a parcel of 

land is put can be as important in determining labor needs as the techniqueo
 

of farming it. Vegetable crops, for example, are characteristically labor

intensive; cotton, corn, potatoes, and sugar cane can be produced by either 

a mechanized or a labor-intensive scheme of agriculture. Livestock pro

ductim tends to be land intensive,... but poultry, hogs and dairying require 

more labor per unit of land than do beef cattle. Thus, land use has an 

important bearing upon employment creation and can, to some extent, be 

treated as a policy variable just as we are suggesting that agricultural 
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92
 

techniques be treated.


Clark claims that the shift from "traditional staples" into vege

tables, fruits and flowers--all highly labor-intensive crops--was an impor

on 	 the land in post-reform Bolivia. 9 3 
tant factor in increasing employment 

Quiros provides us a counter-example. 9 4 The expansion of large-scale, 

mechanized cotton production on Nicaragua's pacific coast led to a massive
 

displacement of tenants and sharecroppers from traditional "granary areas". 

As 	 a result, basic grains--cash crops for the small producers--moved from 

9 2 1n connection with an agricultural sector loan for Colombia, a group from 
the Sector Analysis and Strategy Staff of the Bureau for Latin America, 
AID, has been analyzing the impact upon agricultural employment of different 
patterns of agricultural output. The following table, excerpted from 
a working document for the Colombian Agriculture Sector Analysis, reveals 
the nature of the differences between commodity groups.
 

Dollar costs of 
Labor Coefficient generating one
 
Labor % of Total direct man year
 

Commodity Group Costs of employment.
 

1. Peanuts, beans, raspberries
 
fiame, lettuce, yuca, cucumbers .50 to .68 300 to 665
 

2. 	 Mango, tobacco, cauliflower
 
strawberries, beet, sugar cane .40 to .48 475 to 710
 

3. 	Arracacha, onions, plantains, 
cacao, lentils, habas, spinach
 
tomatoes, peas, cabbage, 
orange, lemons, irrigated rice 
lulo, grapes. .30 to .39 615 to 950 

4. Small farm corn, sesame, jute,
 
soybeans, potatoes .20 to .26 950 to 1,420
 

5. 	 Millet, cotton, barley, sorghum,
 
wheat, milk .10 to .19 1,420 to 3,270
 

6. Wool, eggs, poultry, pork, beef .01 to .043 6,300 to 26,255
 
93"Agrarian Reform: Bolivia", 2E. cit., pp. 147-8.
94Quiros, _. cit. 
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to the import side of the trade balance.9 5 
the export 


The net gains from the cotton boom are difficult to evaluate, but
 

if the social costs of labor displacements, the reversal of grain exports,
 

the cost of imported machinery and other inputs, and the loss in income 

through repatriation of profits abroad are taken into account, the bene

fits to the nation are far less than they might have appeared at first blush.
96 

Thus, the shift in land use and techniques of farming--while of questionable
 

value for the economy as a whole--had very serious and cumulative effects
 

upon the employment situation in agriculture.
97
 

Quiros argues that once in the hands of large-scale agriculture, and
 

despite setbacks in export markets forcing contraction of output, land
 

does not revert to campesinos "under any given tenure arrangement". In 

the case of El Salvador, over 30 percent of the land removed from cotton 

production was allowed to return to natural pastures; 55 percent was 

planted to rice and corn under mechanized conditions.
98 

4. Supplementary Rural Employment
 

The need for creating opportunities for rural employment to supple

ment those generated directly by agrarian reform arises not only from
 

Ib. pp. 183-9. 
9 6 Ibid., p. 191.
 

It is interesting how the fact of labor displaoxment resulted in the
 
circumstances making labor-saving machinery neceaaary. By 1964, labor 
outmigration from the cotton zone was of such a magnitude that five per
cent of the cotton crop was left in the field due to the shortage of 
pickers. As a consequence, the first 13 mechanical pickers were imported 
in 1964; by 1967 there were 200 in the country. ibid., p. 183. The case 
points up vividly the cumulative dangers of unrestr-ined mechanization. 

9 8 Ibid., pp. 193-7. 

http:conditions.98
http:agriculture.97
http:blush.96
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the possl'ility of a demand insufficiency--which as we noted above is not 

a real problem in mamy countrize,--but from the necessity to hasten job 

creation in tli country:.idhA, dovlop certain activities which are com

plement,,ry to t ,I,,i0m i ort, ind because in practice, sufficient land 

resources nay not be av,ihalt, where and when they are needed to accommo

date the entire agricultural work force on the land. 

Recent CII)A studies have proposed "'as a "reasonable objective" for 

agrarian refo'm--programis benefitting half the tamilies of landless workers 

now in agriculture, ininifundio holder-i and cultivators with insecure tenure 

within the next decade, or S percent of such families annually plus an allow

in their nuders. "199 
ance for Incrase 

We can think of several broad areas of supplementary employment which 

both depend upon and support agricultural production,--rural industry, 

infrastructure and marketing, and colonization. 

a, Rural Industry
 

Traditional minilfundia agriculture in Latin America is characterized 

by exceedingly low ration of purchased inputs--and consequently high ratio$ 

of labor--to total value of output. Whether due to the risk-averting nature 

of the small-holder, or his inability to secure credit, the impact of his 

productive activity upon the economy in minimal. lie ;urch-1ea essentially 

no inputs, employs no paid lMbor, and product only t very modont surplus 

for market. Only In hid rolo as a nmrchant of his own surplus, and subse

quently an a nw %l consumer, does he interact at all with other units of 

the economy. 

99 Thiesonhusen, "Employment and Latin American Development", M. cit., 
p. 72. Emphasis added.
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On the other hand, if he was able to avail himself of yield-increasing 

lnputs such an Improved seed, pesticide, fertilizer and implements he could 

Lncr*aae his output (and preisumbly his income as well) while at the cam 

time forging 1,ackwavO links with the rural support Industries In which new 

eployment opportunitte± can be developed. 

The manufacture of sophisticated chemical preparations such a pesti

cides and fertilizers obviously doen not lend itself to small-scale rural 

Industry. However, modest employment generation In the rural sector, and 

lower product price, Is possible if these products are moved in bulk to 

the countryside where they could be broken Into smaller units, packed and 

Labeled with the aid of rural labor, or by producer co-ops. 

Certified need irvducrtion, or at least high quality reed, could bo 

a further memis of diversifying the agricultural base. 

The production of draft nnifiln, and of the feed to maintain them, 

oould become an important rural npeclalitiion, especially if tractorization 

is to be successfully avoided. Many draft animals, however, will continue 

to be produced an a part of the harm enterlrIse on mixed nmall-holding 

operations. In contrast with th,, tractor and Its inputs of fuel, lubri
100
 

and spare parts, animal traction In strictly a local industry.
ctos 

Perhaps the moat mganfrirful rural induntry, however, would be the man

ufacture of mechanical "intermedlato" Inputs. Devices such as hand seeders, 

1 0 0 Robert D'A Show, in discussing the employment implications of the Green 

Revolution notes that "tho number of jobs created by plants in Asia with 
the capacity to produce 12,000 tractors per year would be a mere 11,200." 
"The Employment Implications of the Green Revolution", Developient Digest,
 
Vol. IX, jio. 1, p. 96. January 1971. This estimate fails to take account
 
of the employment that would be generated as a result of the linkages
 
formed with other domestic industries.
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hmd pumps, and a host of anival drawn iplements--tool bars, plows, harrows, 

soed drills, furtilizer upreaders, etc., all qualify as "interiwdiate" 

inputs in the b.:,o that they eubody techniques which are transitional 

between traditional and modern agriculture. 

Beyond the obvious reduction in drudgery and increased efficiency which 

such inputs allow the taimer, their manufacture also provides very 

important benefits to the economy, immdiate employment opportunities
 

being only one. The maufacture of intermediate inputs requires a certain 

amount of raw materialB--lumber, high quality steel for cutting and
 

digging edges, sheet and extruded metal products, tires, etc.--as well as
 

metal and woodworking tools. The need for these materials and tools forge
 

linkages between agriculture mid urban industry via the rural intermediate 

workshops. Such symbiotic relationships are the foundation of a healthy
 

economy, for where the scope for specialization is retarded by restraining
 

the size of markets, development staggers and economies stagnate.
 

The skills which are developed in rural workshops, be they "inter

mediate" or otherwise, prepare rural workers to assume the responsibilities
 

of semi-skilled and even skilled workers in the urban labor force,...an
 

"external economy" which reinforces considerably the case for rural work

shops.
 

Rural industry can extend forward from agriculture as well as backward.
 

Food transforming is the most obvious example of a rural industry which
 

lends itself quite well to the constraints of the rural sector. Scale
 

is highly variable, capital needs are not very great, and with certain
 

obvious exceptions, such as containers, it is not reliant upon other
 

manufacturing activities. rurthermore, food transforming can offer an
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xoelent source of seasonal employment since peak labor needs often occur 

immediately after the harvest.I01 By reducing spoilage and waste, especially 

for perishable produce, farmers are enabled to market an increased propor

tim of their output. 

Agricultural import statistics, of course, represent a good starting 

point for determining the scope for agricultural import substitution. 

Sacks made of jute and other fibers frequently appear, for example, but 

many nations of Latin America have been quite slow to replace these 

imports with domestic production. 

The frustrated attempts to decentralize industry in Latin America 

should serve as a warning that, with the few exceptions which we have 

been discussing, the attractions of the large metropolitan centers are 

difficult to counteract in practice. The dilution of public infrastructure 

which would be required would be costly and the results unpredictable, and
 

in any case long-run.102 Studying the question of industrial parks for
 

Central America, the Stanford Research Institute, "while admitting that
 

decentralization was desirable...concluded that only the capital cities
 

could economically provide the infrastructure needed to attract industries.
 

Overhead public investment to make secondary cities attractive would be
 

out of proportion with present resources.
 

101Griffin, op. cit., p. 130.
 
102Solow, op. cit., p. 6.
 
103Stanford Research Institute, "An Industrial Park Development Program


for Central America", Menlo Park, Calif., 1964, cited in Solow, o_.cit.
 
p. 6.
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b. Infrastructure and Marketing 

The 	 employment generating role of rural infrastructure projects, de

lines, has been discussed in the precedingsigned along labor-intensive 

chapter. We need only reiterate here some of the more salient points with 

respect to the potential of rural construction activities for absorbing 

workers. 

There are two broad areas in which new employment opportunities can 

be developed--voluntary labor projects which open new lands to cultivation, 

and paid labor on rural infrastructure projects. 

We noted earlier that community development projects do not typically 

offer new and remunerative employment opportunities. Since the major and 

often sole compensation is the benefits derived from the finished project, 

itl.s unlikely that labor wilL be forthcoming except from those who view 

themselves as potential beneficiaries. 

This same concept, however, can be incorporated into a scheme for 

developing nnw lands for settlement which provides employment and the pro

mise of land for the participants. According to such a scheme, the necessary 

Infrastructure to open new agricultural lands would be provided voluntarily 

by the future settlers, thus becoming the beneficiaries of their own labor 

effort'. Construction of infrastructure would, of necessity, be organized 

along labor-intensive lines; a food allowance would be provided. In the 

-,00%o"f c ,ute virgin lands, minimal infrastructure would consist of roads 

and bridges. Land clearing and construction of storage facilities could 

be done cooperatively or individually. Settlements formed from reclaimed 

land wo*dd require a different type of infrastructure ,--draining or irriga

tion, for example. 



V. 49 

A very similar idea was presented earlier when we, uggested that the 

' very obbtacles,which land reform "throws into high relief" could be 

D turined to advantage by translating their removal into productive employ

rnbent,opportunities. We noted at that time the remark by-;Doreen Warriner 

,that: "unemployed peasants could be mobil__,;d to reclaim- land, dig,c!anals,
 

and drains, terrace land, undertake afforestation, at low cost, provided
 

104
,that they could eventually benefit by a grant of ,land. .' 

The second 'broad area of employment creation, through rural ,infrastructure 

_is that of paid labor working full time on projects. ,Weconstruction I 

feel convinced that considerably more workers could be utilized productively 

-in place of many mechai.ized operations, particularly in road construction 

projects. ,. , 

In the previous chapter we cited an example from Africa of how i12
 

times as many workers could have been employed ,on a road~surfac ng project
 

without compromising the quality of the work. While labor-intensive
 

projects are admittedly more difficult to administer, the employment
 

gains can be of such. a magnitude that few responsible governments can
 

afford to ignore them. 

Labor-intensive designs should be more than an afterthought; ,they
 

should become a major weapon in the battle for employment creation in the
 

rural areas. It will probably require a strong national directive,,,
 

-however, elevating employment creation.to priority status, before public 

works projects are no longer designed in such a-way as to -avoid what 

-Tinbergen has cal)ed "the trouble of deaiing with people." 

"Problems of Rural-Urban Migration...", op. cit.,, p. 451. 
105Jan Tinbergen, "Choice of Technology in Industrial Planning", Industrial

ization and Productivity, Bulletin 1, p. 24. U.N. Department of Economic
 
and Social Affairs, N.Y., April 1958.
 

104 
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y Colonization 

"I 1'Colonization projects: in-:Latin Ame*ica'have 'often"pkoved!a very costly 

IIid not' always efficient means- of generating agriculturaL incomer.and em

loymnt. 'Fequently such' projects are',politically motivated,aimed at
 

'rbdticing pressurxs for' refoiu'of Ulands owned by 'people of,substantial
 
'power
 

Powelson remarks-of colonization :that "its'strongest asset--that it
 

'ist 1 olitically easy--is -also-a- liabzlit-" since.it vwould:-leave .unresolved 

ithe pliidy objective, of agrarian reform; [which is -breaking] the political 

116itankleh61d 'of parasitic landowners. ,,106
 

'Of the "reasbiis for'favoring tropical frontier settlement, Domike
 

notes, they are not "to create economically and socially viable communities 

f[but rather]J ' .to- achieve a national integration, 'to' secure borders,... 

'to"satisfy -regional reconomic "interests,...[or] to divert poitical 'pressures 

away from- the land r~eform problems' in the already settled areas."'1 0 7 

'The many obstacles to successful'colonization" schemes, are wll 'known-

'Infrastructure development,' quality of the land, 'access to markets-, malaria-

and the track record is generally poor. "Albert Hirschman calls coloniza

'V5,ion 'projects Ifailure 'prone '"and: another. writer%',"notes: that :' on a world

" @ide basis, it muSt' be 'admited:that few spheres of'economic development 

' '108 have a history,6f failure to match that of tropical land settlement."

Areas on the fringe of existing agriculture and 'suitable for-settlement
 

106Powelson, Latin America..., op. cit., p. 57.
 
107Arthur L. Domike, "Colonization as an Alternative to Land Reform",
 

p. 3. Washington, D.C., June 2-4, 1970. A paper presented at the
 
Spring 'Review on Land Reform, Agency for Int6rnational Development.
 

','l0qIbfd,, p. 18.
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"',i te iarge ts loated,C;hi e eaw'ngo ra some
tple ,g -, .u , .T ,,.-- ,, ,, 

wn~ie "over the mbuntains", quite removed ,front ceniters of economic' activity. 

"Tobr~nngsch Unuilized areas within the effective economy is generally 

a ba:ter beyond the power of individual 'effort; l109 'thus, in the absence 

of co-ordiiated governmentai action such areas' are destined to remain
 

beyond the limits of the effective economy,...as are their unfortunate 

colonists.
 

"i'Colombia, as in many of the nations of Latin America with large
 

unsdttled 'tropical zones', colonization has been attempted by means of both
 

directed, state-sponsored programs and "spontaneous" settlement. In the
 

i lr n" a e vI; .- .... 

or ,"all fcilities were provided, including transport for prospective 

settlers. This system was found to be a costly failure, many of the settlers 

n6t being farmers."110 I"Spontaneous" settlement schemes,' on the other hand, 

have suffered because of the remoteness of the regions settled and' the lack 

Uf supporting infrastructure. A hybrid, "directed spontaneotis" settlement 

scheme is being attempted by the Colombian government to encourage genuine 

farmers o 'migrate int0othe eastern llanos by "prioviding minimal infrastructure 

-4spe'ci yiiaccess'roads--and supportive services bf'credit"ahd technical
 

assistance., Simply the publicity of the project--most notably of the im

pending~ construction--has been suficient'to cause 'larg& numbers of 

peasants to move into the new ai'eas, i ' 

',The lesson from the Colombian case,- -and it has-been learned from other
 

'countries as well, most notably Brazil--that settlement follows new roads,
 

0 FAO, Prospects for Agricultural Development.-inLatin Aerica,,;p. 81. 
ez _,Rome, 1953. -., ' , 1 

110ILO, Towards Full Employment, op. cit . , p'. 73. 
llIbid., p. 73.
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in dcates thepimal.ipput necessa for. col ization _to occur. However, 
,everyeonomp c resource,has, an alternative use, and, those resources 

,devoted to colonization might be more productively utilized in generating
 

jemployment and ijcome on already existing agricultural properties. Thus, 

,colonization,where such schemes are feasible, can be viewed as a.partial
 

I 1 2 al~ernative to agrarian reform which may be. indicated by a ,comparison 

of the economic and social benefits of each approach.
I13
 

S:,.-If colonization. comes as a "free good" so to speak, that is, the 
,pesources,devoted o opening new areas for colonization have little or 

no opporunity cost to society, such schemes can represent an important 

complement to the strategy for employment generation on the land. Re

sources which are,"free" to society include the civil activities of the 

military, the 'venceremos" style of project-oriented voluntary labor effort,
 

and perhaps most importantly, voluntary labor,efforts of the potential
 

beneficiaries theuselves, suppqrted by donations of tools and surplus food 

,from, international agencies.,.. 

Colonization projects thus, formulated can oyercome many of the,tradi

tional causes for failure,--high cost, lack of infrastructure, lack of
 

2 2D~mike begins his paper: "To the unqualified question, 'Can new land 

set-tlement programmes do away with the need for agrarian reform?,' the 
only possible answer is negative." Instead he views colonization as 
a supplement to land reform efforts. op. cit., p. 1. 

I13INCORA, the agrarian reform agency of Colombia, has made rough compar
"' isons reflecting the relative orders of magnitude of the costs for
 

settling a farm family under three basic settlement schemes: irrigation,
 
, colonization and agrarian reform. The results: 90,000 pesos per family


for irrigation, 40,000 for colonization, and 20,000 for redistribution.
 
ILO, Towards Full Employment, op. cit., p. 75. In actuality, irrigation
 
and colonization tend to compete foF similar resources to a far greater
 
extent than does agrarian reform. For the latter, settlement costs are
 
usually limited to the costs of securing the land.
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)gen ine "ifiterest' In faiding.-whilel creating employment opportiities right 

from the start.114,,,Otheivproblems,,however suchvMs the :quality of ,the 

'land andf the. vailability of'credit and technical assistance--especially
 

as tapplies to tropical agriculture--will remain, pending governmental pro

grams of support. Addressing himself to the question: Is Land Enough?, 

Thiesenhusei notes: 115
 

"If separate plots of land are distributed, the incomes of
 
recipients will rise, but only a small group of the most
 
innovative usually continue to make steady progress. The
 
remainder often seem to plateau at an income level that is
 
usually higher than formerly, being unable to advance
 
further for lack of decent prices for output, technical
 
knowledge, infrastructure, reasonably priced inputs, credit-
sometimes even ambition. Income distribution may well
 
become more skewed than before as some seize quickly upon:
 
new opportunities while others lag behind."
 

The settlement of new lands through colonization can pr6vide-a'n outlet 

for agricultural workers, such as itinerants, who do not have a firm
 

connection, and therefore a claim,'to lands which are made available
 

ugh agrarian reform. As the reform proceeds,'ho~ve,'certain of them 

could be enabled to trade their holdings for paidls of redistributed 

airicultural land, as the latter becomes available, thus allowing ,Tor
 

114On methods of reducing the costs of colonization, Thiesenhusen notes:

"(2) The colonists' own labor can be used to clear land, dig irrigation
 
ditches, build houses and storage facilities, and lay roads. This
 
method lowers original costs to the parcel holders, means less expense

for the government agency, and gives colonists some sense of partici
pation in their own future. If subcontracts for certain skilled labor
 
are to be given, they should be let by the community of colonists and
 
'notby the government agency." William C. Thiesenhusen, "Colonization:
 
Alternative or Supplement to Agrarian Reform", Chapter 7 of Dorner (ed)
 
op. cit., p. 214.
 

ll5Ibid., pp. 220-221. This remark would apply equally to land distributed
 
tfirough agrarian reform. Thiesenhusen notes that technical assistance
 
is a major concern for farmers settling new lands, but unfortunately
 
the lack of knowledge about tropical agriculture is a constraint upon
 
success.
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.l'ls cois6ldatiqn of ehoenewl settledI landst-Which , aftr.raj few.-ye s0of crop

edping,2 1lnd themselvesi best-to livestock production*. . 

!#'0,- Colonization complements agrarian reform-in thatAt, allows for the 

lunburdening upon existing agricultural lands of the-pressures of-the 

,.,rural; population. However, as we noted "above,-colonization is by no means 

an alternative to agrarian reform although admittedly,, all too often it 

1 6 , has taken ,this :form. Thus ,-to!.the extent ['that ,colonization permits of 

a more .rapid and orderly absorption on the 'land of farmers with -recure 

tenure, i t can serve to strengthen and reinforce efforts to generate rural 

-6mployment, while allow -g for increased productivity of the reform bene

ficiary'as wellas the colonist; 

d. 	A.Rural Solution: In Summary 

Mhe need for a rural solution was made apparent by the analysis of 

the previous chapter,, and by our consideration in the present chapter of 

,the .extremely (and perhaps unattainably) high growth rates necessary for 

labor force absorption into non-agricultural activities. 
'' 5 -

Rural outmigration, we found, was largely a response to insecure tenure, 

predisposing agricultural workers to the temptations of urban employment. 

:,The-probability of finding urban employment we identified as the dynamic 

. factor in explaining migration. 

In our, suggested approach to dealing with ,the twin problems of 

,migration and urbanization, we are attempting to weaken the "push" factors 

of agricultural distress rather than operate on the "pull"factors of 

"In fact, colonization rather than land reform more nearly describes 
the activity undertaken as a result of most (though not all) agrarian 
-reform-laws passed in Central and South America in the last decade or 
so, with the obvious exception of Cuba." Ibid., p. 210. 
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.uxban .employment!opportunities. 'To a tt s;tostem ngrAtiopnby reducing 

,opportunities- for urban employment would :appea countrrpro4PuctIve, f we 

,irecall that our efforts at rural job creation are intended to complement, 

,not compete with urban job creation. r 

The major element in the strategy we are recommpending for, rural
 

employment creation is passiye agrarian reform--so .that the land becomes
 

.the basis for increased employment and income for the man who works it.
 

-,.We argued for a restructuring of agriculture along the lines, of small 

,family,,farms as the organizational form which could best absorb -labor and 

,,imaximize, agricultural output. , 

, Such a minimal reform would, serve to, reduce, the power which the tra

ditional landowning class has long exercised in rural areas, thereby pro

viding the workers, strengthened and increased access to the rural income 

:stream.- For many cases, security of title would, be sufficient in itself 

to ,re,+-in agricultural workers on the land; -for others, governmental 

assistance in increasing ,productivity would be the sufficient condition. 

For several reasons ,, however--and despite the fact, that, .on the average 

-t,,herse.,i enough. agricultural land. in Latin America, to allow for an adequate 

-level of living for the ,entire agricultural population-, plus natural 

',,additionsi 1o it--even a successful, and massive agrarian reform wou,(li fail 

to ,benefit perhaps half of all farm, families. In .add , on, the size and 

growth rate of the market for agricultural output may constraIn .output and 

incomes, of smallholding agriculture., 

,Thus ,we recognized the need for ppotecting .he market, 4share._of small

holding: agriculture, on -he, one hand,,,and _for,(identifyipg, additional- employ-. 

, et. ooppotunities,:in- the,.,al ,areas' On:,tke, qthep.-,, t 
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MPrbtecting' the*'market,'hare ,of smallhiolding"agricltuWe is best achieved-"l 

bymeans of governmental ,policies which serve' to restrain the growth and 

Such policies wouldegree of 'mechanization of commercial agriculture. 

include an upward adjustment in the cost of labor-saving capital--and in 

some cases' an outright prohibition on its use--so as to bring home to the 

costs of its efforts to reduce labor requirements.pivate sector the social 

" In seeking employment opportunities to supplement those created by
 

the 'agrarian reform we considered rural industry, infrastructure and mar

generally, and colonization,keiing (or more construction activities), 

The prospects for employment creation in rural industry were essentially 

liked to the success which agrarian reform and complementary policies have 

in the' dir6edtioini of integrating the smallholding 'subsector into the 

,na1ional economy, and particularly into a rural industrial economy.' 

- On the other hand, increased employment of labor on rural construction 

projects dould"provide for a sizeable number of jobs.' Furthermore, such 

pr6jts-c6uld be programmed selectively so as' to direct the, benefits of 

'emplkymenht'to ^those areas which most need them., 

. A'second form of infrastructure construction, modeled' along' commity 

development lines, utilizes the voluntary--labor' of the:projects '!-'potential 

bneficiaries. A similar schleme was' proposed for colonizatioi ,projects 

whereby the future colonists .cl~A ves wold be' employed iiii'opening new 

areas for settlement. ' ' - ;'""" ,- ' . 

In brief, then, if the agricultural sector is-,to makeits'greatest 

' must'be re'organized-ontributidn to 'the 'employment 'ne'edsl of 'sodietyi ,it 

idhuch' a'way 'as ' b- generate' maximum' employment while',guaranteeingto farm 

workers a more equal, distibution of income-and .increased productivity. 
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The necessary restructuring, we have argued, calls for a massive agrarian 

reform and reorganization along lines of a smallholding agriculture, with 

supplementary employment opportunities provided in rural industry, infra

structure works, and colonization. 
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CHAPTER VI: SUMMARY AND CONCLUSIONS, 

-Lb 	 During the past two decades spent in pursuit of industrializa

tion 	and economic growth, population and urbanization have increased 

a accelerated rates. Urban employment opportunities, however, have 

'fallen far short of the demand for jobs, resulting in a highly volatile 

employment problem. The economic policies pursued by Latin American 

:governments have worked to the benefit of an elite few, serving to in

crease the income spread between the advantaged members of society and
 

the .mass of the low-income families. Governments seem to have lost,
 

sight, of the fact that it is the individual and not the quest forian
 

ever-expanding national product which must be the central concern.of
 

•development. 	 , 

Motivated by the belief that a,lack of capital wasithe limiting 

-factor in their economic development, the nations of Latin America. for

mulated elaborate policies granting fiscal, credit and foreign ex

change advantages to entrepreneurs, thereby biasing the factor price 

ratio 	in favor of increased capital intensity inproduction. Additional
 

'inducement was provided by the increased costs of employing labor--the 

6onsequence of progressive social legislation granting generous fringe
 

'benefits and guaranteeing job security. . 

,,While the changes in the factor price ratio were signalling entre

preneurs to, shift to more capital-intensive production techniques, no 

'parallel development occurred in the technological field. The. development 

'of-prbductibnmtechniques attuned to the particular factor availabili

itiesf and employment needs .of the developing,economies was :neglected,in 
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favor of wholsaIoead6ptiol of-,thehighly Xaborxsaving methods of the 

advanced western nations. Latin American entrepreneurs were thus free 

to fall into step to "distant drummers'! in the, capital exportig de

veloped nations. 

As a consequence, many techniques of produoctionin, Latin AnPer$a 

obey far mbre the parameters of the developed countries than they4do 

those of the country of adoption. The goal of,technological change in 

the developed market economies is ever-increasing output and worker pro

ductivity. Transplanted to the developing economies, however, such 

techniques imply dependence upon. foreign suppliers, excess capacity and 

consequent underutilization of plant and equipment, and too few new 

,Jobs-in industry. I 

To economists who identified the employment problem as the conse

quence of factor price distortion the solution was obvious: simply re

orient investment incentives so as -to favor ,labor-intensity,in production. 

Suchan approach, hotever,-hingesupon the existence, or at the very 

'least the, development of efficient:alternative labor-intensive techniques 

bf,production. This is the assumption we examined in Chapter IV. 

;-,-Analyzing data for the U.S. manufacturing sector we observed.,that
 

the,'general tendency towards increased concentration ,was particularly
 

evident in precisely those industries we had tentatively identifiedias 

displaying characteristics suggesting their appropriateness to~the 

economies of the developing nations,. This is not to imply that these 

industries are therefore not appropriate; rather it points up the dif

ficulty in shopping for labor-intensive production 'techniques: in tech

nology markets oriented towbmds'- increasing bigness, and capital,.intensity. 
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•Alth6ugh alteiative ,techniques may. be.,difficult or costly to,,:t 

idevelop for many manufacturing processes; the-stages approach to-employ

ment creation in industry may hold considerable promise. As illustrated
 

by.the'Soviet metalworking case, this approach consists in treating the
 

production process as a sequence of interTelated stages, many of which
 

4'allow for a 'considerable level of labor abosoption without compromising 

,the essential nature of the tool element in production. 

I '"In-construction activities we found far more flexibility in the
 

,manner inwhich productive factors could be combined. However, the
 

very fact that technical coefficients of production are nicely variable
 

(i.e., isoquants are smooth and continuous) points up the importance of
 

constraint on construction wages, for the exercise of the freedom en

,.joyed by building contractors to constantly alter production techniques
 

is highly sensitive to the relation between the marginal value product
 

of factors.
 

Public work projects offer several interesting possibilities for
 

*poductive employment of surplus workers in the very process of increas

ing the economy's capital stock. While this approach somds extremely 

.attractive, there are very few examples of its successful application. 

.The practical limitation is organizational, particularly the high level 

of managerial skill (or alternatively worker discipline) necessary to
 

effectively organize massive groups of unskilled workers. When given
 

the choice, private contractors and government public works agencies
 

will seek to economize on supervisory personnel and avoid "the trouble
 

of,,dealing with people" by,opting for high levels.of mechanization.-


To guarantee that employment generation is recognized as one of
 



VI .4
 

°
 the explicit .goals, f public,.works piojects ,we: indicated.the ',desira

"bility 6finsisting upon ,submission of a labor-intensive project design 

ralternative to the more mechanized design which contractors prefer. On
 

:the basis of how each alternative satisfies the priority development 

ifneeds of the nation, a choice could be made between them. 

2) <Community development offers a similar prospect of capital forma

tion by the labor-intensive application of surplus workers. However,
 

low levels of funding 3nd the highly local nature of these projects re

quires that labor effcrt be voluntary. Remuneration usually consists
 

6f 'sharing in the benefits of the finished project.
 

Analysis of the employment generating potential of the services
 

-ecto, is complicated by the heterogenous nature of service activities.
 -

ILatin America, service activities have become a residual outlet for
 

many individuals who would otherwise be unemployed, thus performing the
 

same function in urban areas as traditional ap-iculture performs\in
 

ra areas. 

In the developed countries, growth in services empl6yment was 'in

duced by prior growth in industry; in these countries services has" 

gradually been increasing its share of the labor force to about'40 per

cent at per capita income levels of $2000. Nominal employment in ber

vices in Latin America is'already approaching 40 peicent' of 'the work 

force, far outrunning employment in industry. Thus, while dervices may 

continue to absorb large numbers of individdals in highly marginal and
 

extremely low-paid activities, such "empioyment" is"inlarge measure a 

f~rm bf pivately funded welfare, the costs' of which must ultimate1# bear 

largely upon'te"small miaufactuiing sector.
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Paul Strassmapn lhascattempted Vo.aeoi/~loo7~~vte in 

which men can hold .their own, gainst the uintrusion of l aIor-saving 

machinery. Moving fromthe simple to more, complex activities, he com

pares people with machines in transport, fabrication, control, transfer 

of information, analysis, and various other services. 


"People can move light objects a short dis
tance--a hundred pounds a few hundred yards. 
People cannot move indivisible tons at high 
speeds for continental lengths. 

"With simple hand tools, people can shape
 
and combine materials by striking, cutting,
 
rubbing, squeezing, twisting, and stirring.
 
People cannot attain high precision or uni
formity, nor great speed or pressure. They
 
cannot attain anything at all in the presence
 
of boiling temperatures, radiation, or
 
poisonous fumes.
 

"Men can look, feel, listen, smell, and
 
taste in order to inspect, accept, reject,
 
measure, and record. Their speed and accur
acy is once more limited. Direct response
 
to changes in voltage, humidity, chemical states, 
and the like is impossible.
 

"To transfer information, people can file,
 
remember, retrieve, and report. Where simple
 
classification is possible, machines 6xcel in
 
speed and accuracy.
 

"Men still surpass machines in breaking
 
information into components for selective
 
recombination with other data. But machines
 
can assist. If items of data are very num
erous yet involve a limited number of clearly
 
defined factors, then programming on a com
puter may reveal patterns beyond the reach of
 
searchers with desk calculators.
 

"Jumping over a large number of activities
 
where comparisons of man and machine are possible,,
 
one comes to the area in which people are hardest
 
to replace, that is, where the impact of one human
 
being on another is the very service wanted.
 
Psychoanalysts, conjurers, athletes, dancers,:
 

bTehnological Change, and Economic Development, pp. i51-2.,,Cor el! 
University Press, Ithaca, New York, 1968. 
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Gdisha girls, masseurs, priests, and legal
 
guardians all play such roles. At this
 
most human level it is doubtful that there
 

have been gains in speed or subtlety since
 
Pericles' Athens, perhaps precisely be
cause improvable machines are least involved."
 

Precisely because so mary areas of economic activity offer limited
 

scope for the substitution of men for machines, such choices, where they
 

do exist, must be recognized and taken advantage of.
 

In retrospect it seems-quite unrealistic to have expected the 

Latin American manufacturing sector, providing employment for'less than 

seven percent 6f'the labbr~force In 1950, to have grown so rapidly 

as to absorb the labor surpluses of the 50's ard 60's. Yet this was the 

gamble Latin American governments were drawn into in cbmmitting their 

limited capital resources to industrialization. To blame the present 

more laboremployment crisis on the failure of industry to follow a 

absorbing pattern of development seems to overlook the original magni

tude of the task the manufacturing sector was expected to perform. 

We showed that by making the most extreme assumption about labor

intensity--that of a parallel growth of outpcit and employment in manu

facturing, implying constancy in the level ,of capital,.intensity and in 

the output-labor ratio--about 3.4 million more jobs inmanufacturing 

created over the J950-65 period. The point of thiscould hate 'been 

exercise rwas'not to suggest a policy approach but to indicate the limits 

of tmployment generation inmanufacturing evea under highly unrealistic 

assumptions. Those who believe that the employment problem can be
 

sol~ed simply by a reorientation of factor prices should take especial
 

note of these results.
 



tVI .7 

We showed in Chapter II how the,unequal distributbn of-income,in 

Latin".*merica , by, constraining market .size ; defines, the, pattern of in

*'dustriallzation. . - Yet very little has been done to correct this i-,. 

equality which, in,consequence,- has become more pronounced in -many.1? 

-- - ,countries. : 


"11i
;Productive employment for the entire work force is the surest way
 

of'reducing income inequality. -Inthe present paper we have argued
 

,themajor approach to such employment creation should be agrarian.that 


- Ireform. 

..-Agrarian reform as a solution to unemployment is unique in that it 

ccombines the several goals of :increased output, employment and income 

distribution in a single policy.- Agrarian reform, by providing access 

to the rural income stream for an increased number of workers serves 

-to enlarge the markets for light manufactures, thus providing a sound 

foundatioh for a cumulative expansion in the growth of the manufacturing 

6sect6r. - I L 

Agrarian~reform would ,also have an Important impact upon levels of 

-ruria, out-migration, which over the 1950-65 period accounted for the 

'triinsfer of 8 million workers out of the agricultural sector. 

" ."It is that Latin American nations, in the formulation of-important 


an employment strategy, recognize what the employment generating potan

.;tial of each sector of economic activity is,what the costs of realizing
 

that-.potential are, and not least important, what the social and
 

political consequences-would be of failing to develop that potential.
 

It is, inithe light of,this very logical calculation that the crucial im

portaicel of:the,agricultural-sector within the,context of a national 
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I 

,,1empioyn6ht strategy, id) recognized-.

; : tIf -Latin America's agricultural sector is to)make-its, maximum 

contributibn to society, it must 1;e responsive, first and. foremost i to 

the%need" for generating maximum employment in a fashion which will , 

guarantee a more equal distribution of income and increased productivity 

'of)fann workers. The low levels of income and market participation 

characterizing rural workers and their high propensity. towards'.out

-idigration are a measure, of the extent to which the present organization 

of agriculture fails to meet this need.
 

z-'' The adequacy of land tenure ,institutions must bet judged in the 

light of the demands which' society places upon the agricultural sector; 

'Aas;those demands evolve, tenure institutions should evolve accordingly. 

'In'Latin America, land tenure institutions have yielded very little to 

-pressuros of growing income inequality and unemployment, forcing sur

plus rural workers aff the land into urban areas, thus shifting "the 

scene of their redundancy". In consequence, the employment problem has 

become far more visible,...and far more politically explosive.
 

The main thesis of the present study is that Latin America's em

ployment problem--which is largely the result of an institutionalized
 

neglect of the rural sector--cannot be resolved without giving major 

attention t-. the organization of agricultural activity, the focus of 

which must ',i massive agrarian reform. Such reform, we argued, should 

be complemer-pd by government piv;grams in support of the small farm 

sector, and in defenso of its shave of tho market.
 

Agrarian rrform, by )lowin, off-farm migration and replacing it
 

inst,d by incr.asod ac- -s to iorzer rural income streams for more 
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people, can lead to an effective enlargement of the size of the 

national market and a more balanced pattern of economic development, 

and growth with progressively diminished unemployment. 
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CHAPTER VII: RECOMMENDATIONS-

Yi i tIt is the major recommendation of the present -study that ,Latin
 

American 'governments commit themselves by their actions more 'than by
 

1bK their words to a basic reorientation in development planning, ex

plicitly subscribing in the broadest sense to a set of aggressive, 

well-conceived policies i'esigied to achieve maximum employment genera

tion. The major agency of such an employment strategy should be an 

Office for Employment Creation (described in Chapter III, Section B.1). 

By virtue of its political strength, this Office could effectively 

Intervene on behalf of the unemployed and underemployed in all itnportant 

matters bearing upon employment generation. 

Commitment, however, requires the confidence that the outcome of 

a set of Actions will be favorable. Knowledge of the outcome of such 

actions depends on experience and research which frequently are not 

,ayailable for any given country. This should not be taken to mean that 

an employment strategy cannot be developed and implemented without 

such data. In fact, studies of behavior changes consequent upon insti

tutional changes can only be conducted in the laboratory of the real 

world.
 

The experience of other countries in their attempts to deal with
 

their own employment problems provide many guides which can serve use

fully as first approximations for formulating policy. The agrarian
 

reform experiences of developing countries, for example, provide a
 

body of data which could be profitably studied by other nations con

sidering similar reforms. However, the ultimate design of an
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employment strategy, sand:ohenat''e of itho-,complementary programs will 

have to be indigenous, devised through a process of constant evalua

tion.and review of, the policy components, of such a strategy and a ire-

V4ormulation in'the light of the results which they produe. 

--. :The 'fact that ,pre-tested recipes either for economic deyelopMent 

or. .mployment generation are not.available should surprise ,no-one., 

,i.If:,itwere ,otherwise, we would need give far' less attention to -this 

problem. 

.* The role of research In the social sciences is precisely the 

study of human behavior, and the fact that such behavior cannot be 

'studied outside of the daily conduct of life itself necessarily im

plies that research must develop simultaneous with the implementation 

of-policy. -Thus, through a feedback mechanism dependent upon evalua

tion and research the results of policy choices condition future policy 

directions.
 

The general policy set from which the Latin American economies
 

could selectively uhoose in formulating indigenous employment strate

,gies is listed below. As we noted above, close and careful study of
 

the results of each, as well as the effects of their interactions,
 

should be studied simultaneous with their implementation.
 

2. Massive agrarian reform is seen as the crucial policy measure in 

resolving the employment problem inLatin America. Agrarian reform is 

a policy which would provide irmediate employment opportunities for 

vast numbers of rural workers in the rural areas, thus dampening the 

tendency towards rural out-migration and the severe social and political
 

problems associated with urbanization and urban unemployment.
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3. Complementary to the agrarian reform there must be 1,a ural employ

r:,meait strategy built around the following -set of policies, and programs: 

a. technical and financial assistanco for the small-hold l ig
 

agriculual sub-sector;
 

b. general improvements in the quality of rural life; 

c. a policy reserving to the small-holding sub-sector a pro

gressively larger minimum share of the market for agricultural produc

tion by restraining the ability of labor-saving agriculture to capture 

larger market shares; 

d. full development of the export potential for agricultural pro

duction, particularly for the products of small-farm agriculture; 

e. where feasible, agricultural policy should take account of the 

importance upon rural employment generation of what is produced and 

how it is produced;
 

f. the development of rural industry, including such things as 

seed production, production of draft animals, and distribution of
 

chemical inputs into agriculture. 

From Lhe point of view of the long-run benefits to economic
 

society, the most meaningful rural industry is the workshop manufacture 

of "intermediate" inputs--hand seeders, hand pumps, and animal-drawn 

implements such as tool bars, plows, harrows, seed drills, etc. De

velopment of the rural workshop sector is parcicularly important in the 

process of economic growth because of the skills it develops among the 

rural work force and the linkages it forges with other sectors of
 

economic activity.
 

Food processing and fiber processing may be particularly well
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1Isuitd.to establishment In rural areas. , 

g. Well-conceived, economic colonization schemes alsoprovide an 

-important complement to agrarian reform. , .- i' 

4. The approach to increa.ied industrial emplq'nyi ebt reccmu ed hre 

is two-fold:
 

a. Reversing the capital-intensive bias inproduction by a re

orientation of the policy mechanisms which have caused that bias, viz.,
 

mechanisms operating upon the cost of capital
 
exchange rates,
 
interest rates,
 
inflation,
 
treatment of depreciation and other deductions
 
against taxable income,
 

exemptions from taxes, duties, etc.,
 
tariff treatment.
 

mechani.sms operating upon the cost of labor
 
wages should be held to (or below) the level of
 
productivity gains,
 

the various social benefits should be rationalized
 
with an eye to reducing labor costs to the employer,
 

economies should be sought in the administration of
 
social programs,
 

national labor legislation should be restructured in
 
the light of the national employment strategy.
 

b. Encouraging the development of efficient, labor-intensive alter-


YUT I'tive techniques of production, inpart by the re-orientation of in

vestment incentives just discussed. The resultant factor price ratio,
 

by encouraging the use of more labor inproduction, should provide an
 

Incentive for technological development in the direction of increased
 

urban employment opportunities.
 

Of greater importance in this connection, however, will be the
 

efforts of the Office for Employment Creation in guiding and directing
 

the research and development process for alternative techniques.
 

http:1Isuitd.to
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The stages approach to employment creation has wide application
 

in industry and should be promoted by. the Office for Employment
 

Creation (see Chapter IV, Section B.4).
 

5 The international exchange among developing countries of informa

'tion concerning national approaches to employment creation should be 

encouraged. 
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