
A. PD MTIAR Y

1. SUBJ9CT Agriculture AE70-0000-G516 

CLASSI,­
01. I9 CONDARY
 

FICAION Distribution and marketing--Chile 

- TITLE AND SUBTITLE 
A note on the distribution effects of Chilean agricultural price policies 

S. AUTHORIS) 

Echeverria,R. P.
 

4. DOCUMENT DATE S. N UMBER Or PAGES 6II. ARC NUMBER 

1969 2 A NC28g 

7. REFERENCE ORGANIZATION NAME AND ADDRESS
 

Ccrnell
 

6. SUPPLEMENTARY NOTES (Spi tof/j OtanltIwI. PubII.swe. Avoilbjllly) 

(In Occasional paper no.15)
 

9. ABSTRACT 

10. CONTROL NUMBER II. PRICE OF DOCUMENT 

PN-AA- 277 

IL,DESCRIPTORS IS. PROJECT NUMBER 

Chile 
Income distribution 14. CONTRACT NUMBER 

Price policy CSD-1438 Res. 
IS.TYPE Or DOCUMENT 

AID 80'01 4"74) 



Preliminary
 

Not for Publication 

A NOTE ON THE DISTRIBUTION EFFECTS OF CHILEAN 

AGRICULTURAL PRICE FOLICIES
 

by Roberto Echeverria
 

Occasional Paper Number 15
 
Cornell University-USAID Prices Research Contract
 

Department of Aoricultural Economics, Cornell University
 

January 1969
 

This note was prepared at Cornell University as part of a USAID
 
financed contract for research on agricultural prices. The data
 
collection and original analysis were done under the auspices of
 
the University of Chile and the Rockefeller Foundation.
 





A Note on the Distribution Effects of Chilean
 
Agricultural Price .olicies
 

Introduction
 

The principal mechanisms that would originate income transfers among

different sectors or groups of people in an econoey, are a) variations in
 
the price system of the econony, b) variations in the physical volume of
 
foods and sex-ices exchanges between difforent groups,and c) direct transfers 
taxes, donations, etc.).
 

One of the mechanisms most frequently mentioned in literature on econom­
ic development, and which would make it possible to effect income transfers
 
between different economic sectors, is fluctuation in the relative prices

of the goods and services interchanged between the sectors. The preferred
 
sectors or activities for the purposes of carrying out this analysis are
 
agriculture and industry, and reference is usually made to the concept of
 
Intersectoral Terms of Trade as an instrument and indicator that would
 
facilitate the adequate implementation of income redistribution policies
 
in favor of one sector or another.
 

Many authors have formulated theories and elaborated development models
 
in which the Terms of Trade concept just described is used, and in which it
 
is employed as a mechanism for the purpose of extracting --through changes

in the relative prices -- an economic surplus from the Agricultural Sector,
 
and transferring it to the Industrial Sector. 
This income redistribution
 
(according to the authors) would allow an increase in the capital formation
 
rate in the Industrial Sector, and would thus lead to economic development.
 

According to this, our interest will be only in that part of income
 
transfers effected by changes on the price system. Notwithstanding, in
 
any monetary econcy the price system has at the same time the function of
 
serving as a guide for the efficient allocation of the resources existing

in the economy, which are controlled *y the different economic groupa

operating therein. 
These two functions of the price system are conflicting
 
among themselves. If on one hand the price system determines the proportion

cf income that will correspond to each economic group, on another hand it
 
will be orienting the producer groups so that they will use more of those
 
factors whose price is relatively cheaper, and vice versa. Social justice

would require that not too many unequalities will be generated in income
 
distribution, while economic efficiency would require that a lower price

be assigned to those factors that are most abundant, and a higher price
 
to those that are scarcer. Although in practice any formulation of price

policy should take account of both functions and achieve the best possible

compromise between them, in this Ltudy we will concern ourselves mainly with 
the exploration of the distributive effectu of price policies and their
 
implications for economic development.
 

Our central hypothesis is that, in analyzing relative price policies
 
as a mechanism for redistributing incomes in the economy, it is theoretically
inadequate t* carry out the sectoral distribution in terms of the type of 
products or services generated. Within each productive activity, those who 
experience increases or decreases in their real incomes are people, not 
products, and the way, sense and magnitude in which they are affected doesnot 
depend on the fact of their being classified as belonging to a given -
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productive activity, but on the direct or indirect role that they perform
 
in the productive process and inter-sectoral trade.
 

This is especially relevant to the Agricultural Sector in underdeveloped

countrier which cannot by any means be treated as a homogeneous set of people

faced by one and the same price system,-nd;supposedly reacting and being

affected similarly by relative price changds.
 

Within the agricultural activity (as also in some other activities)

there are groups of people who are faced by one and the same change in
 
relative prices from completely different angles, which determines the manner

in which they are affected by the said change. Thus, for instance, and with
 
reference to the Chilean case, it makes no sense to as3ert that the Agricul­
tural Sector has been penalized or benefitted-by price policies if one single

bracket is supposed to contain groups of people having economic roles and
 
forms of market orientation so unlike as do the groups of small subsistence

level producers ("minifundistas"), sinall and medium prcducers who produce

for the market; efficient large producers, inefficient large landowners,

"inquilinos", "inquilino"-sherecroppers, landless or outsider laborers, people

settled by land refcrm, sharecroppers, etc. 
 All of these groups are contem­
plated as having different roles in a process of development, s,r.e of which
 
must be protected to subsist while others must be transformed or disappear.

For another matter, and assuming that it would be worth som.thing to kno;

than an income redistribution has been made from the Agricultural Sector as
 
a whole to the Industrial Sector this tells us nothing unless we know whether
 
or not these better relative prices have benefitted the industrial producers

(who"could" invest their increase profits as the economic development

theorists siggest), have been passed on to the urban consumers, c: have been
channelled to the government (via taxation) or to the rest of tN: world.
 
Hence, unless the inter-relations of the different groups existing within

each sector and between sectors are explicitly taken into accoLnt, the concept

of intersectoral terms of trade Js inoperative as an indicator that would
 
allow any improvement in economic policy decisions.
 

Some General Considerations
 

In order to state more clearly the orientation of tle present study,we are making explicit some general considerations that have influenced the 
approach that we have taken.
 

First, our study -isfocused in the short run implications of price poli­
cies. Although an analysis of the price policies and t1.eir effect in the

long run is necessary and would be valid for the definition of important

historical tendencies in the economy, it would be of little use for decision­
making and the formulation of concrete measures. An ettempt at empirical
quantification and economic policy evaluation like that at which this study
aims must be based on a solid historical foundation, but should also be
 
closely lipked with the more recent government's specific objectives. 
This 
is essential, as the only way to apprecia-.g the efficacy of certain eccrxinic
policies is to determine to what extent they have helped the economic 
authority to attain its explicit or implicit goals. 
 Moreover, in formulating

hypotheses and projecting tendencies *into the future, it is proper to have 
recourse only to a relatively recent period of time.for the weights and 
parameters of behavior used change over the long run. 
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Secondly, we have adopted a global approach, considering all groups of
 

persons, sectors, and prices of the economy (including the influence of the

foreign trade). 
This enables us to picture the income transfers in adequate

perspective, from both their origin and their destination. 
in other words,
 
and reverting to Chile's cace 
in which the Agricultural Sector has little

relative itrortance in the economy (compared with most underdeveloped 
countries), 
even when from some farm group's viewpoint an extremely Impoitant

income redistribution might be being made to the Industrial Sector, that
 
transfer may be insignificant with relation to the magnitude of the ir-coMs
 
or investment needs of the industrial sector, and vice versa.
 

Thirdly, while fluctuations in the terms of trade admittedly cause income 
flows, their use as an economic policy tool makes little sense if one is

working on a level of sectoral aggregation. One and the same change in

relative prices affects different economic groups within each sector in
 
fundamentally opposite ways, altering income distribution and affecting its

production incentives. For the purposes of orienting economic policy, it
 
is entirely irrelevant to know that more quintals of wheat are presently

needed to buy a plough or a tractor if it is not kno-r 
 who is buying and
who is selling these products, and in what proportions, as well as the inputs

and factors needed to produce them, and who, in the last instance, within
 
each sector, pays for or 
receives the benefits of these transactions.
 

If, as 
already proposed, we consider all of the transactions of products
and factors, it is evident that what means more income for some people in­
volves heavier outlay for others, and as a large part of the transactions
 
are effected internally within each sector, one 
and the same overall outcome
 
can be arrived at via countless combinations of partial results. In other

words, the fact of a productive sector being better or worse of t.han before
 
in terms of real income can be attributed to multiple ccr-birti-ca (many of
 
them entirely opposed and conflicting among themselves) of benefits and
 
sacrifices on the part of the different groups of people of whom each sector
 
is composed. This situation is especially valid in Lntin America, where
 
ethnical, social, cultural, political and economic heterogeneity within the
 
agricultural sector of one and the same country is often far greater than
 
in those of different countries. To consider the agricultural population
 
as a relatively undifferentiated whole is not only indqutc 
but could also

become dangerous because of the grave mistakes that could be made in economic
 
policy.
 

The foregoing paragraphs have placed crphrisi.on the agricultural activity

bacause, unlike others, it is a way of life rather than a wtay to make a
 
living, and in the last instance productive and trading relations are those
 
which determine the political and social roles and opportunities of the
 
people who take part in them. 

It therefore seems evident that an analynis of relative prices should
 
be made at the level of the different groups that take part in the productive
 
process, as measures thua 
 favorable affect the sectoral distribution of
 
income may be affecting in an entirely undesirable and pernicious way the
 
functional and Eersonal distribution of the income of groups existing within

each sector. 
Hence the analysis should be oriented toward ascertaining upon

whom the cost falls, or who enjoys the benefits of a given decision of price
 
policy.
 

http:crphrisi.on
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Finally, we shall take the position in this study that the identification
 
of what groups of people belong in each sector, as well as of their economic
 
inter-relations, depands on the characteristics that are peculiar to each
 
underdeveloped country. These characteristics can only be evaluated within
 
each countrj's historical and political context, for which reason it makes
 
no sense t& formulate theori s which postulate a priori income flows between
 
given sectors or groups, or which attempt to repeat the experience of already
 
developed countries out of context. It is essential to consider that in
 
most underdeveloped countries a substantial part of the inco.e transfers (and
 
probably many of crucial importance in the formulation of economic policies)
 
will be effected not only between aggregated productive sectcrs but rather
 
between groups of people within each sector; the definition of these groups
 
of people can only be derived from the agricultural activity's historic
 
evolution and from the political, social, and economic inst4tutions that have
 
taken shape therein.
 

The Theoretical Model
 

If we consider all of the goods and services of productive factors
 
generated by a giver group (including consumer goods as well as capital goods)
 
as income, and the destination of this income to the purchase of consumer and
 
capital gocds (including savings, which can be considered as income not
 
consumed at present, but which will make it possible to finance future con­
sumption or invectment) as expenditure, what will happen will be that, per­
manently and by definition, the said group's income will be equal to its
 
expenditure.
 

Relating income to expenditure in period "i", we shall have
 
Income i 

Yi W
 

Expenditurei 

where Yj will be equal to 1. 

However, if upon comparing two time periods we assume that the quantities
 
and colpositon of the goods and services of the productive factors that make
 
up the income and expenditure remain constant with relation to any base period
 
and we let only the prices vary, we shall have Yi 1
1, depending whether
 
Income = Expenditure.


<
 

This is evident as if keeping the physical quantities between the two
 
time periods constant, the prices of the products or productive factors that
 
constitute income increase more than those that make up expenditure, the
 
"package" of products that constitute inccme will be worth more than the
 
"package" that .onstitutes expenditure, and consequently Yi> 1. On another
 
hand, if the (constant) "packagd'of goods and services of productive factors
 
that constitute the expenditure increases in value, because of changes in
 
the price system, in a larger proportion than that which constitutes income
 
Yi< 1. 

Now, variations in the quantity and composition of the products and of
 
the services of productive factors that generate income will be retlecting,
 
in addition to the economic group's preferences or tastes, changes in their
 
productivity, as well as variations in the quantities of productive factors
 
at the group's disposal, and which allow it to generate its income. On
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another hand, for a given income, the quantity and composition of the products
and servkices of productive factors that are acquired depend fundamentally on 
the economic groups' preferences, and also on the substitution elasticity
 
between the different conponents of expenditure.
 

Hence, the assumption that the quantity and composition of the prodLcts

and services of productive factors that constitute income and expenditure

remain constant would imply assuming that:
 

a) in the short run the technology (the proportion in which the factors
 
that generate a given product ccmbine) does not change much.
 

b) in the short run there are no important changes in the productivity

(quantity of product per unit of factor) of the factors belonging

to each economic group and allow it to generate its income.
 

c) in the short run there are no rieaningful changes in the producers'
 
and consumers' tastcs cr preferences.


d) 	the substitution elasticity between the different goods produced or
 
consumed is zero.
 

The first assumption is usual in short run economic analysis as the
 
introduction of technological changes that may modify the relative use of
 
factors meaningfully calls for longer periods of time.
 

For the second assumption to be satisfied, it is not essential that
 
there be no increases of productivity, but rather it would suffice if these
 
increases were proportionately equal in all of the economic groups. 
That
 
is to say, it does not matter if the total income increases in size provided

the proportion of it attributable to each group remains consta*t. Should
 
some important change be detected in the productivity of the factors in the
 
hands of a given economic group, it would be necessary to quantify it and
 
eliminate its influence, deflating by a production index of the said factors.
 

The third assumption is inevitable in that up to now there are no
 
analytical tools that would make it possible to isolate the effect that changes

in tastes have on purchases or sales made by the different economic groups.

This is an obligatory assumption in empirical economic analysis, inasmuch as
 
lifting it would imply knowledge of each economrc group's indifference map.
 

The fourth assumption is the strongest of all, for it implies that,
 
even when variations in relative prices occur, the "package" of goods and
 
services of productive factors that constitute a given eccnomic group's

income or expenditure remains unchanged. This assumption should be adopted,

however, in any analysis in which price index numbers are used.
 

On the basis of these assumptions, i.e., keeping constant the physical

quantities of goods and services of productive factors bought and sold in
 
accord with a given base period 
we 	shall define "Yi" as the Relative Income

of group "i" and it will be refiecting a given welfare situation that could

be caopared with other situations over time.
 

Expressing the variables in physical terms, we would have:
 

j 	 xij vii 

Yi 	= Wij Zij
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where Vii - goods and services of productive factors which, when sold to
 
we group "J", generate income for group "i".
 

Zij - goods and services of productive factors bought from group "J"
 
and which consequently constitute expenditure for group "i".
 

Xij aprice of V j.
 

Wij price of 7ij.
 

If we consider the rates of change of the variables set forth above,
 
weI. have:
Yl aij(xjivlJ) bi(wij+Zib 

complyingwithaj 1l and I b 
1
3iii 


where Yi -rate of variation of Yi
 

xij- rate of variation of Xij
 

vii- rate of variation of Vii
 

wij rate of variation of Wij
 

zij- rate of variation of Z j
 

aij= proportion of income of group "i" that comes from grouo "". 
- proportion of expenditure of group "i" that is destined to
 

group "o". 

Assuming that the quantities of goods and services of productive factors
 
bought and sold stay constant in accord with a base oeriod "0", we shall be able
 
to detect changes in the rate of variation of the Relative Income of groun "i"
 
(Yj) originated by price changes. Consequently, if Vij and Zij are considered
 
constant at a known level, their growth rates would be equal to zero (vij-zijcO),
 
leaving expression (I) as
 

II. Yi aijxlj " bjwij or else
 
III.Yli~ ajxij - bijwij) 

Both "xij" and "iwi" correspond to rates of variation, between two periods,
of price indices of gooas and services of productive factors transacted between 
sectors "i" and "J". Under these conditions, it is evident that the price of 
what group "i" sells to group "J" has to be equal to the grice of what group "J" 
buys from group "i", or in other terms Xij = Wji, Just as Xij = Wji.
 

In line with the foregoing, equation III would become y T (aijxij- bijxj, ) 

For the purpose of calculating the values of variables "xij" and "x ii", we 
can use a modification of Lasneyres' formula, which allows us to obtain i rate of 
variation of a price index in oeriod "t" with respect to a former period "t-l". 

In an inflationary context, the variation expressed by a price index can
 
be broken down into two tyoes of movement:
 

a) that part of the variation which is attributable to the increase of
 
all prices simultaneously and in the same proportion and
 

b) that part of the variation which is attributable to changes in the
 
relative prices of certain products, which can cause a given oartial index to
 
increase more or less than the general level of prices in the economy, depending
 
on whether the prices of the goods and services included in it have increased
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more or less than the prices of the rest of the goods and services in the econ­
omy.
 

This last type of movement is that which is of interest in this study, and
 
to isolate it we have to deflate each of the price indices used, via an index
 
that represents the rise in the economy's general price level. In other words,
 
changes in relative prices should be expressed with relation to the economy's
 
implicit inflation index corresponding to the wighted average of the price 
indices of all the goods and services of productive factors transacted in the
 
said economy. Hence, * J xi b 

.yiS (aij xj :bij x j) 

where the symbol "*" indicates that the corresponding variable has been deflated
 
by the economy's inflation rate.
 

This would be the expression that allows one to determine the total real 
variation of the "Relative Income" of group "i" , as well as the composition 
of said variation in accord with the incidence that each of the "j" groups 
with which it trades has on it. 

In the same way, it is possible to obtain a similar equation for each of 
the economic groups considered in the analysis, and we could represent the 
"n" groups that make up the economy by using the following system: 

(al ~l - b11 x11 ) + ('12 '12 - b12 x' ... +(aln -lnX-n) 

2 (a2 1x21 - b2 1 x*2 ) + (a22 x22 - b 2x 2 ) +... - b2nX) 

Y -(a x -b x5)+ (ax* -b , )+.+(a x- -b ,r)3 311 3113 32 32 3223 3n 3n 3n n3 

yn (anlxnl - b + (an2r 2 -bn2 -b x*)
+n)+....(anXn 


n~~ xn -b l~ n2n 2l)+' nnn nn nn
 

This system of equations allows us to isolate and quantify the net 
redistributive effects that are derived from any change that has occurred in 
the price system, i.e., it would enable us to reach our goal of determining 
who are benefitted or prejudiced and to what extent (values of y*) when changes 
in relative prices occur. It also allows us to determine which are the ("j") 
groups that contribute, and in what proportion, to these implicit income 
transfers (aij x4 - bjj Xi). 

Finally, we can also determine --and quantify --whether the implicit
 
income transfers originated from sales (aijxfj) or from purchases (bijxtj) 
of goods and serviccs of productive factors made in the "J"group.
 

If the "n"economic groups considered cover all of the transactions made
 
in the economy, and due too to the fact that the model only detects redistrib­
utive aspects, the su of the variations in the different groups' Relative
 
Income, weighted by the importance of each group in the total income generated
 
in the economy, should equal zero.
 

That is to say, if we call the proportion of total income generated by 
group "i""ci", we shall have F ci yi n 0 where f ci = 1 for i a 1,2, 3, 4,i 

n.
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In other words, having isolated the redistributive effects implies that
 
it is not possible to ure relative price policies to improve a given group
 
without this inplying the simultaneous worsening of another or other groups.
 

The wt.ights used in the equation fur on,-h group (aij, bij ), allow us to 
express the variations of Relative Income with Asortiol to the total income 
generated by the s&ne group. If one irishes to relate %, different values 
of y as well as its cxiponents to the total incomc generaT" in the economy 
in order to make then cornparable irith each other in absolute term.. it will
 
suffice to weight each ireight of income and expenditure in group "j L. 

correspondin' participation in the total income, complying irith 

r Sj a " = i 2, 3, ... n 
and j - 1, 2, 3, ... n. 

The results described aboe correspond to the descriptive solution, which
 
would enable us to quantify and evaluate "ex post" the effects derived from 
adopting certain relative price policies.
 

Howiever, the model can also be used to obtain normative solutions, i.e.,
 
if it is deliberately decided to have recourse to the price system to benefit 
or prejudice given groups to a desired magnitude, one can fix the values of 
yi that one irishes to obtain, and then work out the equation system to determine 
what groups of prices have to be changed, and to what extent, to obtain the 
desired effect. 

As we are dealing with an undetermined equation system (wye have more 
variables than equations), ie shall have to ascume pre-determined values for 
a certain number of variables, so that the number of unknoims shall equal the 
nu.ber of equations. If we have "n" equations, ue shall have a maximum o 
(p2 + n) variables. Out of these, "n" variables will correspond to the Yi 
whose 'aluer we bavg fixed beforehand and shall try to attain. In addition, 
there will be "n" xj variables for i-j which are irrelevant for the resultu 
of the model. That is to say, we shall have "n" equationr. And n(n-I ) unknowns. 
Consequently, if we assign predetermtncd values to n(n-2) unknczmo. we shall 
be able to solve the system for the values of the "n" remaining unkrowns in 
such a way that they will reach the goals of the Yi that we have fixed. 

The Bnvironment for Evaluation of Agricultural Price Policies 

At this stave xwc need to establish a meaningful breakdom of the econ­
omy (groups of people instead of Croups of products) that would enable us 
to evaluate the redistributive effects that recent changes in the price 
system have had in the Chilean agriculture. Furthermore, it is evident 
that any incone redistribution process can only be analyzed, in connection 
with a given econocic develop.,ent strateZy, designed to attain specific 
objectives (explicit or implicit) of the economic authority, failing which 
the analysis becocs a mere description of a historic-econoriic phenomenon 
having no normative implications. Therefore, we feel in the need to pro­
vide also some brief inform.ation regarding the stated goals of the recent 
Coverrnment's price policies, and the general economic conditions prevail­
ing when these policies tried to be implemented. 
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(a) Social environment:
 

Based on an historical analysis of the origin and evolution of thepresent agrarian structure in Chile, we have attempted a first approachto the most important economic groups operating in the agriculturalactivity. These would be: 

Group 1: 
 Large Producers - These correspond to large and medium multi­family farms. Tj all, these exploitations accounted in 1955 for 11.7%of the productive units, had 78.9%, of the arabe lane1at their disposal,
and generated (0.3%of the total value of agricultural and livestockproduction. As a whole (considering omers, renters, oc,.upatuts and co,.cessionhires, resides managers, professionals and technicians), these
exploitatior.- iiere controlled by 9.5%of the total arricultural popula­tion. 
These producers face the market under quite favorable condlcior.swith relation to the rest of the agricultural gzoups).to They have accessforeign trade, the sources of input supplies, Lire connected with bank­ing, business and ..ndustrial interests, and rany -iniftindia exploita­tions, tc..s, villages, ha'-lets and some fanily-:ized exploitations dependon then. The person who directs the exploitation is the owner or renter,or a delegatc of his, who counts on obedience from a sltcable number of
permanent workers, mostly "rnquilinor" and outsiders, vith the estab­lishment between then, of highly dependent living; and workir:g relations.Due to their considerable economic power within the sector, they are ina position to negotiate to their on advantage
policy decisions that night affect them., 
mary of the economic
 

as well es to bring consider­able pressure to bear on the m.king cf those decisions.
 

Group 2: Smallnrod:cers - The small producers include family and sub­family sized exploitation grouL-s. 
 In 1955 they com=nrised 44.1% of the
total agricultural population, with a brea~down of: nroducers sub­onfamily exploitations, 7.7%; Indian community members, 13.6%; and heredi­tary co-,uniy members, 3.7%. They represenited 40.4% of the exploita­tion units, controlled 11.6%of the arable land area, and generated16.0% of the total value of agricultural Lnd livestock production. Thesmall exloitations are managed by a 
proprietor, renter, concessionaire,
occupant, or an eventual combination of those types, %rho work the landwith their fc.mily's help. They can be characterized by the semi-extensiveuse of land resources (cereals, truck-gardening and some cattle-crop combin­ation), lack of credit and capital, and no technical advice. They imitate
the cultivation methods of their neighbors, large or small. Fut, in contrastwith lnrec producers who have motorized farm machinery at their disposal,
the small ones have a couple of oxen, 
 and sometimes Just mannower. 
They are
ignorant about or have no facilities for using fertilizers, improved seeds,
or other inputs- Generally speakirng, one might say that thegrou Small Producersis weakly orientpd toward the market, as 
it keeps n Grcnt deal f-itsproduction for its own consumption. Its prcduction is effected at relatively
low levels of efficiency, so that any marketable sur)luses, as well as
income derived therf~from, tend to be quite small. 
Most of its inccMe goes
to meet its own most elementary consumtion needs, and the investment
corresponds mainly to capital goods generated within its own cxploitation(cattle breeding, light building construction, fencing, ditches, etc.). TheSmall Producers often obtain additional income from the sale of handicraftproducts, or from acting as small middlemen or traders when they are located 
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near urban centers.
 

GrouD 3: Tenant Laborers - With this denomination we wish specifically to
 

designate those individuals whc have accecs to a certain area of land on
 

which they act as small producers, but who, in exchange for their precarious
 

tenure, have to supply labor to the Master's enterprise (or, if they are
 

sharecroppers, hnve to deliver part of the product generated by the sub-tenure).
 

This economic group covers 40.2% of the total agricultural population, and is 

composed of inq'ilinos and inquilino-sharecropper (25.9%), strawbosses and 

skilled workmo', enjoying productive fringe-benefits (7.6%) and sharecrop,Ters 

(7.0%), all o' whom enjoy, as part of their income, the right to cultivate a
 

In 1955 the "'enant Laborers controlled 47.9% of the
certain area of lard. 

country's exploitation units, had access to 9.5% of the arable land area, and
 

generated 23.71 of the total value of agricultural and livestock production.
 

The Tenant Laborers' markret orientation is similar 'o that of the *,oorest
 
to be oJle to buy the
small producers. Generally speaking, they sell enough 


goods that they cannot produce. Their productive efficiency Js relatively low,
 

having regard to the large ar.ounts of family labor used. For another matter,
 

their inputs are few e.nd pribiitive (seeds from the last crop or supplied by
 

the landlord, some cultivating implements and tool,and occasionally animal
 

Capital for exploitation is .ractically non-existent; recourse
haulage porer). 
is often had to the landlord to obtain credits or advances, which are dis­

counted from the crop. Their situation of dep.r.,ency on the master enterprise 

(very limited price bargining power), and their dual role of obligatory 
of labor) and small producerworker (part of their income comes from the sale 

(part of their income comes from the real or imputed sale of products) caunes 

them as a group to face a characteristic price system. In keening with the 

present study's objectives, this fact justifies their inclusion in a separate 

group. 

- This group heading refers specifically to
Crou 4: Agricultural Workers 
landless farm laborers. In 1955 these people represented 6.3% of the total 

agricultural population. They include Volunteers, or permanent farm laborers,
 

and Outsiders, or transient or seasonal farm laborers.
 

To have squeezed all of the diffe-ont fractions that make up the agricul­

tural sector into four economic categories or groups is an evident oversimpli­

fication, as quite strong contradictions probably still exist within these
 

groups (e.g., between traditional small producers and commercial small producers;
 

between inefficient larlowners who are unresponsive to economic stimuli and
 

dynamic, progressive agricultural entrepreneurs, etc.). Nevertheless, these
 

four categories enable u3 to make a first approximation to the problem, and
 

quite adequately represent most of the Chilean agricultural sector.
 

For another matter, inasmuch as this study is especially concerned with
 

the farming sector, ithen we come to consider the rest of the Chilenconoi 
we shall fall into a still great2r oversimplification. In this connection, the
 
rest of the econom would be represented by :
 

Oroup 5: Non-Agricultural Producern - Would be all of those individuals whose
 

income is derived from the sale o: non-agricultural products and services
 

(profits), as well as from capital rents and intare.ts. In termE. of occupa­

tional classification they would be employers and workers for their own
 

According to the 1960 population census, the Non-Agricultural
account. 

Producers would be 18.6% of non-agricultural population, or 13.7% of total
 

population.
 

http:intare.ts
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Group 6: Non-Agricultural Workers - Include the people who supp.1y the Non-
Agricultural Producers with labor, i.e., employees and workerg in non- agricul­
tural activities whose income is fundamentally attributable to salaries and 
wages. In 1960 they were 59.9% of total population. 

Grou 7: Rest of the World - Would corresnond to the group of nations with
 
which Chile maintains commercial relations. Chile's imports would be income
 
for the rest of the world, whereas Chilean exports would be expenditure for the
 
rest of the world.
 

This level of aggregation seems adequate for the purpose of setting forth
 
the set of analytical tools that we wish to propose. This does not mean that
 
in trying to break down the agricultural sector we have fallen into the error
 
of aggregating the rest of the economy excessively. It seems obvious that
 
if it is desired to view the rest of the economy analytically, it would be
 
necessary to consider several additioial economic groups. Nevertheless,
 
just as when we discussed the agricultural sector, it would be a mistake
 
to determine these grous according to the type of products that they
 
generate. In order to have data thL.t would be operationally useful for
 
the formulation of economic policies, it would also be essential to
 
define the said groups with respect to the role they perform in the
 
economy and in a development process.
 

Finally, it must be pointed out that the rapid process of change

that the Chilean agricultural sector is going through makes any relative
 
price analysis other than a short-run one operatively redundant. The
 
parameters and weights calculated for a given period change very rapidly,

hence altering the results of the analysis. Thus, new economic groups
 
are appearing, which perform new roles and figure differentl3, in the 
development process. Urban-rural relations are no longer the sane due
 
to the growi grpenetration of mass cornunication media (political and
 
commercial propaganda, elementary ideological and cultural education,
 
etc.). The traditional agrarian structure is disintegrating, and a
 
large part of agricultural activity is "3eing adap)ted to the needs of
 
the urban areas: less use of the labor force, increasirg moneariza­
tion of the peasantry, signs of the town's effect on cloth1r-, customs,
 
consumption, etc. The new economic roles are at the same time cause
 
and effect of the new social roles, and contribute tcward the creation
 
of a highly dynamic situation of change in the agricultural sector. As
 
we have seen, this situation is reflected in that large producers are
 
using modern technology, are organizing themselves, and are responding
 
quickly to economic stimuli; in that small producers, although weakly
 
organized, will tend to increase through Agrarian Reform; in strong
union organizations wichstrengthen the workers' bargaining power; 
in a growing proletarianization of agricultural labor, based on wage
 
relations and the disappearance of payment in kind or in precarious 
tenures; in the linking of the ;age figure with the economic result 
(piecework and sharing); and in the emergence of a medium and small 
rural burgeoisie based on non-agricultural occupations and roles 
(trade, transportation, services, etc.), etc. The fact that many of
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these roles are of a transitional nature gives all of the economic and 
"aocial variables tremendous dynamism. This, which forms a part of the 
essence ofla modernization and development process, obliges one to
 
reconsider and constantly correct any projections or estimate based
 
on static parameters. 

Economic environment:
 

It is extremely difficult to identify in Chile any set of economic
 
measures that can be rightly called a "relative price policy". The
clu'ujaic inflation that has been every government's main problem for
 
nearly a century (and eslecially in the last two decades) has led to
 
most of the changes in the price systeum being direct or indirect by­
products of the inflation process and of the attempts at stabilization.
 
For this reason, in making a brief summnary of agricultural price
policies, it is practically impossible to avoid frequent references
 
to the inflationary process. 
 On the other hand, and especially in
 
the most recent decads, economic policies have been closely rela­
ted with presidential periods. As the President stays in office for
 
six years and cannot be reelected, this fact detracts from the con­
tinuity of economic policies. For another matter, most economic
 
policies are directly or irdirectly related with the inflation process,

and as so far no governm.ent has had any success in the battle against
inflation, every new President tries to apply new ideas and economic
 
policy measures that affect the price system and eventually (conscious­
ly or unconsciously) favor or prejudice certain economic groups.

Therefore, in this brief review we are going to rjfer ourselves to
the last two presidential periods: the six years of President Ales­
sandri (1959-1964) and the f1
.rst three years of President Frei
 
(1965-1967).
 

In the mid-fifties the economic situation in Chile was very dim. 
Despite

a transitory improvement attained in 1956, the outlook turned black in 1957: 
copper prices deteriorated on the international markets; industry had become 
practically stagnant due to credit restrictions and price controls; social
 
discontent was increasing dargerously; there was unemployment and per capita
income was decreasing. In these circumctanca3, the Government lost control

of inflation completely, decreed the liberation of many prices in 'n attempt
to revive the econcmy, and the rate of inflation reached 33% in 1958. 

The population's general discontent with this chaotic situation was
reflected in the presidential elections at the end of 1958. Jorge Alessandri,backed by the rightist narties and with an austerity program and a firm hand, 
won the election by an extrenely narrow margin .over the candidate backed by
the Socialist and Communist tarties, who had a program of drastic reforms in 
the social and economic structure. 

Alessandri's government, postulating a free competition policy, initiated 
its attack on inflation in mid 1959. It imposed a control on creditsevere 
expansion and set a single exchange rate. It crercted a new monetary unit
valued at par with dollar, a.d used it as an Imc of stability, guaranteeing
the availability of foreign exchange. In order to obtain an adequate sunply
of some goods the government eliminated or reduced drastically import
restrictions. All of these measures led to a considerable increa3e in imports
during 1960 and 1961, which Inundated the domectic market with products and
naturally, reduced the inflationary pressures. Or anothex I-and, helped by 
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the image of stability provided by the exchange rate and the abundance of products
 
early in 1960 Alessandri's government succeeded in imposing a wage adjustment

which varied on the ,veroge betwecn 10 and 20 % (the rate of inflation in 1959 
had been 33%). Thereafter, through its influence on the industrial entrepreneurs,
 
it brought pressure to bear for most of this wage increase to be absorbed by 
the enterprises' profits, and not to be reflected in prices. In the domestic 
market, it kept its control over certain key farm products (rice, sugar, sun­
flower seed, wheat and milk), and completed the image of stabilization with an
 
austerity program in fiscal expenditures.
 

Thus under attack from all sides,inflation gave way to it, and only a 5%
 
price increase was recorded in 1960, the lowest since 1938.
 

At the beginning of his term, Alessandri made it clear that one of his
 
primary interests would be to increase agricultural production and gradually
 
recover farm products' purchase value. He stated, however, that having regard
 
to the urgent need to adopt general measures that would make it possible to halt
 
the inflation, it would be necessary to withdraw attention for the moment from
 
the problems that were troubling the agrarian sector. The tax on farm land was
 
reduced and a bonus was being granted for fertilizers, as a palliative for the
 
fixation of low prices for wheat and milk.
 

Although those "sacrifices" were supposed to be transitory, circumstances
 
turned them into permanent ones. Thus, in May 1960 a violent earthquake cocurre.4, 
which seriously affected nearly one third of Chile, especially the farming areas
 
in the south. Against its will (and ideology) the government had to declare
 
the prices of all articles of prime necessity frozen at the levels that had
 
existed on the day of the earthquakc, in order to avoid speculation. Although
 
this lapse from virtue was to have been as short as possible, inflation, despite
 
being considerably diminished, could by no means be considered defeated, and
 
consequently freezing of the main farm product prices remained in force through

1961. In order to offset the impact on the producers, innut bonuses were
 
continued and an attempt was made to increase. ngriculturnl yields thrcugh techn~il 
assistance, but without much effect. In any case, the rate of inflation only
 
reached 10% through 1961.
 

Unfortunately, this great victory over inflation seems to have been a sand­
castle: the demand for imported goods, unsatisfied after long years of controls, 
and favored by a single fixed exchange rate (which had soon substantially over­
valued the Chilean currency), only took two years to exhaust the Central Bank's
 
foreign exchange reserves completely. Even though the government had received
 
large foreign credits (the level of the foreign debt doubled itself between 1958
 
er.d 1962) in addition to important foreign exchange donations because of the
 
earthquake, the monetary authorities "realized" in December 1961 that their
 
foreign currency had become exhausted. This was the beginning of the end.
 
Several restrictive measures tending to control the situation werd taken immedi­
rately: cp' t4cns wit!, foreign exchnng, wer" suspe.dcd r.nd a double exchange 
area was implanted (a banking one for official operations and another very limited 
one for brokers, destined to satisfy in part the needs of invisible trade); 
importation of a large number of products was prohibited, and those that were
 
permitted could only be imported subject to the Central Bank's prior authorization; 
taxes were e-tablished on trips abroad, etc. 
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These-measures were not sufficient, however, and the government was forced
 
to devaluate the national currency in October 1962, thus giving inflation a 
loose rein. The sudden increase of the dollar made it first repercussion on
 
prices of the essential products which have to be imported anyhow (food, raw 
material, spare parts, fuel, etc.), and the effect of these rtises quickly
 
expanded to the rest of the economy, increasing production coats and forcing
 
prices up. This, plus detention of the flow of imported products, fanned the
 
flame of inflation which rose to 28% in 1962 and culminated with 45% in 1963.
 
Another group had had the opportunity to fight inflation, and another battle
 
had been lost.
 

The frustration over Alessandri's unsuccessful attempt to stop inflation
 
was expressed by the fact that in the presidential election of 1964 over 90%
 
of the total votes were obtained by the two candidates whose programs
 
offered drastic structural, social and economic reforms. The victory was for
 
Eduardo Frei, who set forth from the beginning very concrete goals to be achieved
 
during his government, and the corresponding policy measures to implement them. 

The key features of the government's economic program can be summarized 
as follows: a) the detention of inflation; b) redistribution of income in favor
 
of the most neglected sectors; and c) economic development, based substantially
 
on the increase of farming and cattle production and on the promotion of
 
exports.
 

Out of these, the detention of inflation, end those income redistribution
 
features having to do with changes in the prices of products and factors, are
 
those that are of most interest for the present study.
 

What constituted a real innovation compared with what had happened under 
former governments ww that the agricultural activity became crucially important 
for the development process. As stated in the rresident's Inaugur'l address, 
"There is no possibility of getting out of stngnation, overcoming the scourge 
of inflation and achieving a better equilibrium in our balance of payments (since 
we are importing over 120 million dollars per year in food alone) if we are not 
capable of materializing an agrarian policy that will increase our farm and 
livestock production substantially." Among the different measures contemplated 
to achieve agricultural development (agrariai reform, organization of the 
peasants, technical assistance, etc.), ,),ere were important real price increases 
to incentivate the production of -st important crops, and improvements in the 
marketing of several agrieit%,,al inputs in order to reduce production costs. 

An important feaL,, e of the new battle against inflation was that no attempt
-L*,:d be made to dP"vat it out of hand, but that it would be fcught by following 

- .
a grad,,al plvcp - As and when the structural changes advocated by the govern­
-ment had ef -t, the price growth rate was to be reduced slowly until it reached
 

zero af4tr a lapse of four years.
 

In order.to detain inflation, in addition to the usual controls over foreign 
trade ( import restrictions, control of the exchange rate, etc.) and over the 
amount of money (standbys, credt and issue restrictions, etc.), 'he struggle 
against inflation was to be based on a rigid price control, through both state 
-inspectors and a campaign to educate the consumer. The..- prices were not sup­
posed to exceed certain growth goals established beforehand. Very briefly, 
the general targets were as follows: During 1965, with the object of reducing 
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the rate of inflation to 25%,price increases of about 28%would be allowed 
for agricultural products and 22% for industrial products; during 1966, in order 
to reduce the rate of inflation to 15%, increases of 17.5% would be authorized
 
for farm products and of 12.5- for industrial ones; during 1967, in order to 
reach a target of 12% of infulation, all products (agricultural and industrial) 

would be allowed an average maximum price increase of 121% and from then onward 
minimum rates of inflation would be achieved, with the intention of only adjusting 
prices to maintain the real value of the different products. 

As it car.be seen, a substantial improvement in average farm prices compared 
with the rest of the economy was contemplated for the first two years. For 
certain strategic products, such as milk, wheat and milk, much higher price 
increases were to be authorized. In order to avoid the farm price adjustments 
having a very strong repercussion on consumers, marketing margins were to be 
reduced by trying to eliminate unproductive middlemen as much as possible. 

Given the importance attributed to the gradual stabilization program and 
to the conrete targets for increases in the price level announced by the
 
government at the outset, the Consumer Price Index became the image or indicator
 
of the results of the government's action, a similar role to that which the
 
fixed exchange re.te had had under the previous government.
 

The policy regarding remuneration was based on the granting of wage adjust­
ments equivalent to 100% of the increase in the cost of living during the
 
previous period for everyone, seeking the collaboration of the strongest and
 
best organized guilds so that they would not press for larger adjustments. The
 
exception within this scheme was to be farm workers, for whom substantial in­
creases were contemplated to the point where they would be level with urban
 
workers in terms of minimum wage and family allowances, together with legislation
 
for all of their ninimum wage to be paid ih cash.
 

The redistributive effects of the price and wage policies announced are
 
clear. On one hand, the intention was to transfer to the agricultural sector,
 
via better prices for its products and lower ones for the inputs, part of the
 
non-agricultural sectors' incomes. But at the same time, through the wage policy 
which was intenddd to conserve the licn-Agrilcitural Workers' buying power and 
substantially increase farm laborers' real incomes, this redistribution was 
being forced to come out of Ncn-Agriculturcl Prcducerl. (or the Por~t of the Ulor!4), 
and, passing through the Agricultural Producers' hands, finally to reach the 
Agricultural Laborers. 

The government initiated this program under the best of auspices: it counted 
on a strong majority backing and a revolutionary mysticism regarding individual 
liberties (the presidential campaign slogan was "revolution in liberty"). Soon 
after being elected it achieved an absolute majority in the Chamber of Deputies, 
thus counting on a better parliamentary backing than any previous government, 
although it did have some problems in the Senate; copper prices reached the 
highest levels in history (a byproduct of the Vietnam War); it had a team of 
professionals and economists of the highest quality; and furthermore, being a 
new political departure that could provide the solution for erradicating communism 
in Latin America, it could count on the financial support (renegotiation of the 
foreign debt) and sympathy ( the sending of material assistance and many experts) 
of important countries and international credit organisms. 
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During the first two years results as regards the price policy were 

fairly acceptable: with a target of 25% increase in 1965, the end of December 

was reached with an effective increase of 20%. In 1966 the effective price 
In 1966, howcver, and stillincrease was 17%, whereas the terget had been 15%. 


moreso in 1967, the stabilization program began to run into difficulties. In
 

the agricultural sector, although it was within the government's policy to favor
 

wage increases exceeding the increase in the cost of living, the explosive
 
there were
increase in unionization was of such magnitude (by the end of 1964 

only 24 agricultural unions in the country, with 1,658 members; by the end of 

1967 there were 412, with over 80,000 members) and their bargaining power so 

great that early in 1968 the government believed that agricultural real wages 

should have close to doubled the level they had in 1964. 

Union pressures had similar effects in the rest of the economy, although on
 

The result was that, on the average considerable hi her
a much smaller scale. 

wage increases were obtained in the private sector than those anticipated (the
 

stabilization projections had been made on the basis of an average wage increase
 

equal to the increase in the consumer price index), and although it was possible
 

to keep adjustments within the public sector close to the projected limits, the
 

fact that a decellcration of inflation occurred in 1965 and 1966 implied a
 

substantial. increase in the cost of labor in all types of activities
 

The problem became more serious in 1967, in that, in line with the projected
 

rate of inflation, price adjustments of 12% only were permitted. The rise in
 

labor costs, increased demand due to some groups' larger buying power, periodical
 

increases of the exchange rate (every fortnight) and the extraordinary increase
 

in public expenditures, led to loss of control over many prices, and the rate of
 

inflation again soared up to 22 in 1967, measured by the Consumer Price Index.
 

Furthermore, the fact of this index being the image of the government's anti­

inflationary action caused the exercise of a rigid control over the prices of
 

products figuring therein, which tended on one hand toward an under-estimate of
 

the price level's real rise, and on another affected the prices of agricultural
 

products more seriously (in the present index, items coming under the heading
 

of foodstuffs represent nearly 50% of the total weight).
 

Although the government reiterated its decision to improve farm prices, the
 

outlook for 1968 was not very promising. In the face of an accelaration of 

inflation in 1967, and with prospects of larger price increases in 1968, the 

different guilds, the strong agricultural unions among them, were pressing for
 

the highest possible wage adjustments. On another hand, the prices of farm
 

products were subjected to strict controls to avoid a rise in the Consumer Price
 

Index as far as possible. And, as if all of the foregoing were not much, it
 

was aggravated by an extraordinary drought, auguring losses of crops and animals,
 

a decrease in the marketable surplus, a scarcity of food for agriculture's own
 

consumption, and unemployment for farm laborers. That is to say, it was fore­

seeable that the shift of incomes via changes in the relative prices of productive
 

goods and factors will turn against the agricultural economic groups, so that
 

part or all of the ground gained in 1965 and 1966 will be lost. 
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A Sample of Empirical Results
 

Having regard to the availability of statintiroa1 information, the
 
fact that the base for the weights is 1962, as well as the int.rptting 
changes that have reccntly occurred in economic policy, we have decided
 
to choose the nine year period of 1959 to 1967, inclusive, in this attmpt
 
at quantification. For purposes of analysis, this period has been Mab­
divided into three: the three year periods of 1959-1961 and 1962-1964,
 
which comprise the first and second halves of President Alessandri's
 
administration, respectively, and the three year period of 1965-1967,
 
which covers the first half of President Frei's adiministration.
 

We have seen fit to make the nain comparisons by using the average
 
figures for each of these three year periods, thus avoiding circumatntiLl
 
alterations in the pricc system caused by elements that are foreign to
 
economic policy (earthquakes, for instance).
 

Table I shows the changes that have occurred in the Relative Income 
of the different groups between the three-year periods of 1959-1961 and 
1962-1964. It will be recalled that the most important events in that 
period were the monetary devaluation that took place in 1962 and the in­
crease in the rate of inflation in the second three-year period. More­
over, an occurrence that was not very important in itself, but which served 
as the basis for measures that were taken later, was the passirg of a mild 
agrarian reform liaw at the end of 1962. In accord with this law, a decree 
was dictated in 1963, establishing a raise of 50% in a.-ricultural wages 
and ruling that at least 301, of the-. had to be paid in cash in 1963, which 
percentage was to increase to 501% in 1964. The decrease in inflation 
during 1960 and 1961 was attained partly through the exchange policy (over­
valuation of the Escudo) and partly by granting smaller wage adjustments 
than the cost of living increase in the preceding period. When devalua­
tion occurred in 19c2 and prices started to rise again, union pressures 
cormenced to increase, tending toward obtaining larger wage adjustments 
than the rise in prices, as a defense against expected faster inflation. 

These facts are clearly refelcted in Table 8, where, too, their im­
portance for the different groups is quantified. So the Large Producers
 
(Group 1) saw their situation improve between the two periods, mainly due
 
to their inputs costing less. This is attributable to bonupse granted to­
ward the price of certain inputs, as well as to iflat.'aa which substan­

oo tited 
tially reduced the cost of credits, which ren- an important part
 
of the said group's expenditure. Ther" -ds also a rise in the price of
 
certain agricultural products us-1 as inputs in non-agricultural activities
 
(beetroot and wool espeein''-, which strengthened the last mentioned effect.
 
In this way, the Nor 46ricultureLl Producers' (among whom the credit in­
stitutions flm.-) contribution to the increase of the RI of Group 1
 

1. In what follows "Relative Income" will be abbreviated as RI.
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amounted to 7.4%. 
On another hand, devaluation made returns on agricultural

exports substantially larger, offsetting the higher cost of input imports and
giving a credit balance of 1.4%. 
These gains were nartly offset by an increase
in the cost of farm labor, the Greatest imnact coming from the Tenant Laborers
(they were supplying most of the labor needed by the Large Producers) with
-3.2%, reinforced by -0.4% correspording to Farm Laborers. 
The positive effects
of devaluation and inflation were greater than those of the higher cost of
labor, so that the Large Producers' economic welfare improved by 5.5% between
 
the two periods.
 

The Small Producers (Group 2) also improved their RI by about 5%, mainly
through income transfers coming from Group 5 and for similar reasons to those
mentioned with regard to the Large Producers (reduction of the relative prices
of the inputs and non-agricultural consumer goods used by the Small Pr--ducers,
and higher relative prices of the inputs sold by them to other activities).
Although they derived no benefits from devaluation (it is assumed that they
exported nothing), neither were they negatively affected by the increase in the
cost of labor (it is assumed that they used family labor or exchanged it within
 
the same group).
 

The Tenant Laborers (Group 3) substantially increased their economic
welfare between the two periods(by 7.5%), as they simultaneously enjoyed the
favorable effect of the increase in the cost of labor (5.1%) and of the
reduction in the relative price of inputs and agricultural consumer goods (3.0%).
 

The Agricultural Workers (Group 4) 
were those who benefitted most from
price policies, obtaining a 12% 
increase in their RI, attributable almost
entirely to the effect of the real rise in the level of farm wages between the
 
two periods.
 

The Non-Agricultural Producers 
 (Group 5) maintained their situation
practicall-y"unchag-ed-(thii fI in-ncreased by 1%). 
 The negative effects ori­ginated 
by the drop in the relative price of inputs sold to agriculture

(credit, fertilizers and bonused transpurtation, etc.), which effects are
reflected in the negative sign of the RI com-onents attributable to Groups 1,
2 ard 3, 
were more then offset by the increase in income derived from better
prices in Escudos for exports (+1.7%), attributable to devaluation and possibly
to better international cop:)er prices. 
 It is most interesting to note that
the Non-Agricultural Producers' net result with respect to the Non-Agricultural
Workers is zero. 
Breakirg this figure down, we find that the inccme cc.ponent's
influence (a56 '16) equals -0.8%, which is exactly offset by expenditure's
influence (b
56 x465 ), which arIounts to +0.8%. 
This seems to indicate that

urban union pressures were not strong enough to hold back the negative effect
of accelerated inflation on non-agricultural salaries and wages, so that a
real reduction of 0.8% took place in Non-Agricultural Producers' exnenditure
due to this concept. However, the decrease of 0.8% in their inccnes because
of the drop in the relative nrices of consumer goods sold to Group 6 conpensates

exactly for the above effect.
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In like manner, upon analyzing the results for Non-Agricultural

Workers (Group 6), the opposite effect can be appreciated. The income
 
component attributable to Group 5 (a x) am~ounts to -2.9%, and 
 is
 
neutralized by the expnditure compo r. :,ith respect to Group 5 (b6 ,X~)
which is also 2.9%. This means that, dezpite stronger union pressur; id
 
higher wage adjustments, a real decrease took place in Non-Agricultural

Workers' incomes between the two three-year periods, but without consequences
for then as that decrease was offset by a lower cost of non-agricultural 
consumer products. Despite the foregoing, the total change in Nion-Agri­
cultural Workers' RI was negative and sizeable (-4.8%). This loss of
 
economic welfare is attributable almost entirely to the increase in the
 
prices of imported consumer articles betteen the two periods, caused by
 
the devaluation.
 

Fin'lly, the Rest of the World (Group 7) clearly shows the effects
 
of the devaluation of the Escudo, having experienced decreases in its RI
 
due to a higher price for exports in Escudos, and at the same time in­
creases becasue the devaluation made the prices of imported goods rise 
within the country, thus partly neutralizing the above effect. The rise 
in the price of exports see.is to have been considerably larger than that 
in the price of imports, as, for instance, the deterioration in the Rest 
of the World's RI attributable to Non-Agricultural Producers (22.6%)
breaks dowm into 13.4, corresponding to higher income fro- the sale of
 
Imports (a xQ), and -36.0% attributable to larger expenditure on the 
purchase o 'Elforts (bx0). This is probably where an upward tendency
in copper prices in th51nernational rarkets began to have influence, re­
inforcing the internal effect of the devaluation. If the deterioration of 
the Rest of the 'Iorld's RI was no greater, it was fundamentally due to 
the important income transfer from the Non-Agrlcultural !-orkers, caused 
by a higher cost of imported consuer goods. 

It is of interest to stress the fact that all of the figures are 
proportionate to the magnitude of the income generated in each group.
Thus, althoutkh we can see that the Large Producers, Small Producers and 
Tenant Laborers have experienced large increases in their economic welfare 
due to deterioration in the relative prices of some inputs (credits, trans­
portation, fertilizers, etc.) and consumer goods co.ming from non-agricul­
tural activities, as well as to the increase in the relative price of certain
 
inputs destined to non-agricultural activities (sugarbeet, wool), this
 
had an almost negligible impact on the Non-Agricultural Producers' RI,
 
as the gross income generated by them was eight times that of the three
 
agricultural producer groups.
 

When the change of gover.ent occurred in late 1964, several impor­
tant modifications took place in economic policy. Among the most rele­
vant ones for the objectives of this study, we might recall the intention
 
of improving the real prices of aaricultural and cattle farming products;

the will to favor the real increase in farm wages (stimulating peasant

unionization and putting farm laborers on a level with urban ones in 
terms of minimum wiage and family allowance) and the upkeep of Non-Aricul­
tural Workers' buying paver (through wage adjustments equivalent to 100% 
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of the increase in living costs); promotion of a redistribution of income 

toward the neediest groups (through both price systems and direct trans­

fers); and the encouragcment of exports by means of a r.ore realistic ex­

change rate which (complanented by returns of taxes and other export 
facilities), upon pericdical adjustment, was intended to maintain the real 

internal value of exports.
 

Table II gives the empirical results obtained from a comparison of 

the last three-year period of Alessandri's government irith the first three­

year period of Frei's government. 

It would appear that, out of the policies mentioned above, that which 

was best carried out was that of raising workmen's wages in general, and 

especially those of Agricultural Laborers. Thus we can appreciate that the 

Large Producers saw their RI decrease by 9.5% due to the higher cost of 

Tenant Laborers' labor, and by 1.6%through the higher cost of Agricultural 

Workers. This uas partly offset by a positive transfer of 4.7% coming from 

the Iron-Agricultural Producers, but this cannot be attributed to better 

relative farm. prices (as had been antlcipated then the policy was formulated) 
but rather to a real deterioration in the prices of inputs and consumer 

goods of industy-al oriCin (b rx*= +4.9). That is to say, industrial 

prices increased less than aCKIcttural ones, these last remaining prac­

tically unchanged. In part, this war established in the policy formulated 
by the goveriLn.ent, as the intention was (and it wras appa.rently attained) 
to decrease substantially the real prices of agricultural inputs, mainly
 

through a reduction of the marheting margins. Pie transfers Mentioned, 
which seen to have been the most important implicit income transfers, 
caused a reduction of 6.4% in the Large Producers RI. However, there is a 

figure which, although it has no influence on RI, it is of interest to 
analyze in more detail. The R! component attributable to the Rest of the
 

World is practically nil, which would indicate that no net transfers have
 

occurred. But upon analyzing income and expenditure corresponding to
 
this component separately, it is seen that farm exports caused a reduction
 

in the RI of Group 1 of approximately 1.,14%,which was compensated by an
 
increase of RI, attributable to imports, also of about 1.4%. This seems
 

to indicate a decrease in the relative price of exports and a reduction
 
in the cost of inports. Although part of this last feature could be 
attributed to loiter r.rketing costs for machinery and other imported inputs,
 

the double effect on exports and imports is more sy.ptc-.atic of an over­
valuation of the Escudo. And as the Escudo has permanently lost value 

with approximate relation to the Concumer Price Index, this would lead us 
to think that the said Index greatly under-estimates not only the economy's
 

real price level when it is used as an indicator of inflation (it does 
not include rany important prices, that of labor among them), but would 
also be under-estimating the consumer price level (farm exports are mainly 
consumer goods).
 

The Small Producers, who were not affected by the increase in the
 

cost of labor, show an improvement in their RI of about 3%, attributable 
fundamentally to lower prices of physical inputs and consumer goods pur­
chased from non-agricultural activities. The prices of the agricultural 
products that they sold did not experience a real improvement, which had 
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been the intention in the formulation of the policy; on the contrary, they 
dropped, as shown by an implicit transfer of 2% of their income to the Non-
Agricultural Workers (who are the main buyers of agricultural consumer goods), 
sc that they lost part of the advantage gained due to lower prices for non­
agricultural products. 

The Tenant Laborerz improved their economic welfare substantially (by 22.3%), 
as they derived benefit from both the rise of farm wages (an increase of 15.3%
 
in RI attributable to this factor) and the lower relative price of inputs and
 
non-agricultural conmer goods (8.1% attributable to these factors). The decrease
 

in the real price of agricultural products sold by the Tenant Laborers (although
 
it was smaller than that suffered by the real price of non-agricultural products)
 
is seen to have been reflected in a reduction of 1.1% of their RI, derived from
 
sales of agricultural consumer goods to Non-Agricultural Workers.
 

The Agricultural Workers, as pure and simple wage earners had a spectacular
 
increase of economic welfare. Between the two periods their RI increased 50%,
 
47% of which is attributable to better wages and the rest to a reduction of the
 
real price of agricultural products (o.4% and o.6%), and, to a greater extent,
 
to a decrease in the real price of non-agricultural consumer goods (6.2%).
 

The Non-Agricultural Producers saw their RI diminish substantially (-7.4%),
 
due especially to a higher cost of labor, which, added to a cecrease in the real
 
price of the products that they sold in the internal market, gave a loss of over
 
8%. This loss was partly compcnsated by an increase of 1.3% in their RI due to
 
favorable prices in their trade with the Rest of the World. This, which could
 
be explained perfectly by the extraordinary prices of copper, is r.ot as clear as
 
it looks. The income comporent (ag.x*7 ) is practically nil (-O.1'),'hile the
 

75 ) amo tV3 to +1.4%. The only plausible explanation
expenditure component (b7)':

for this phencmenon would be in the over-valuation of the Escudo, which w uld
 
have caused an ir.stantaneous reduction of the higher copper prices (in dollars)
 
when they were converted into Escudos at the official exchange rate, so that
 
their favorable effect was neutralized. On the other hand, the expenditure
 
component (purchase of imported goods and inputs) would have caused an increase
 
of the RI, as the cost of imported products would have decreased upon over ­
valuation of the Escudo.
 

An analysis of the figures corresponding to Non-Agricultural Workers confirms
 
the foregoing hypothesis, as this group, which purchases only consumer goods
 
from abroad sew its RI increase by 3.3% due to the reduction in the price of
 
imports. In addition to this income, the Non-Agricultural Workers enjoyed a
 
considerable increase in their RI, mainly at the expense of Non-Agricultural
 
Producers (29.3%). This increase was due mainly to better real wages (22.1%),
 
reinforced by a reduction in the price of non-agricultural consumer goods (7.2%).
 
Besides to the above, they also received less important transfers from the
 
agricultural producer groups, owing to a decrease in the real prices of agricul­
turnl ccnsun:er products.
 

Finally, analyzing the figures for the Rest of the World, we clearly see the
 
effects of the over-valuation of the Escudo, as thiA group suffered a decrease
 
of almost 30% in it RI, caused mainly be lower import prices. 

From the analysis contained in Table II,we can sumarize some aspects related 
with the goals fixed by the government. In the first place, there has been a
 
strong income redistribution toward the wmrker groups (both agricultural and
 
urban) due to higher wage rates. With regard to the prices of agricultural
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products, although the government's wish had been to improve substantially their
 
real price level, we can see that their previous acquisitive power could only
 
barely be maintained, small decreases being noted in the income component of
 
all agricultural producer groups. Notwithstanding, the objective of improving 
them with relation to industrial products was fully attained, as these last 
deteriorated considerably more. Now, as we are aware of the rigidities existing
 
in the marketing margins of most consumer products in Chile , it seems extremely 
doubtful that the producers could have faced the large increases in the cost
 
of labor without passing a large part of them on to the product's final price.
 
If so, this would mean that the Consumer Price Index would not only not give
 
an adequate estimate of the economy's real price level (as it only includes
 
consumer goods), but would also be substantially under-estimating the price
 
level for consumer articles. This would also enable us to explain the possible
 
over-valuation of the Escudo, for if the Consumer Price Index were to under­
estimate the rise of the price level very much, adjustments in the price of
 
the dollar based upon this irdex would not be enough to maintain parity, thus
 
tending toward a growing over-valuation of the Escudo.
 

Among some of the most important overall conclusions, we might tentatively
 
highlight the following: 

(1) Different economic groups within one and the same activity are affected 
in a substantially different way when changes in the price system occur, for 
which reason aggregated results for the entire activity as a whole may lead to 
mistaken interpretations of a given price policy's implications. This can be 
clearly seen when comparing the total variations in the RI of the different
 
agricultural groups in Tables I and II. Depending on the importance that each
 
group has in the total gross income generated in the sector, a favorable or
 
unfavorable result will be obtained for the activity as a whole, which result
 
will be covering the internal transfers being made between the groups that
 
make up the activity, and %ay be fundamentally important in the evaluation of
 
policies. 

(2) It can be clearly appreciated, mereso in countries like Chile where
 
agric'dtural activity as a whole has relatively little importance, that it is
 
fundamentally essential when making the analysis of income transfers to maintain
 
the adequate proportion between the magnitude of the transfer and the total gross
 
income generated by each economic group, in order to keep a proper perspective.
 
Thus, for instance, it can be seen from the different tables calculated that
 
those income transfers from Non-Agricultural Producers that made it possible
 
to improve the agricultural groups' situation substantially had a negligible
 
effect on the Non-Agricultural Producers' RI. Inversely, if an attempt were
 
made to utilize agricultural activity as a source of capital for non-agricultural
 
development, the magnitude of the inccme transfers that would have to be ex­
tracted from agricultural activity to have any impact on the non-agricultural
 
activities' capital formation rate would be so great that it would seriously
 
affect productive capacity and incentives in the agricultural activity.
 

(3) In analyztng income transfers motivated by changes in the price system, 
it is fundamental to consider all of the economy's prices, especially the price
 
of labor, which is the most important of all. It can be clearly seen from the
 
results of the model that the producer groups' economic welfare is greatly
 
diminished when increases in the wage rate occur, which, as in the case of the
 
Large Producers, neutralizes any attempt to improve their real income through
 
better prices for their products. In the same way, in considering solely
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prices of goods in elaborating an economy's inflation indices, without 
including therein prices like those of co;ital, land and labor (thought
could even be given to some form of including the tax rate as the price of 
services rendered by the government), strong biaset are being created in the 
estimates of the inflation rate (downward when wages are omitted and upward
when the interest rate is omitted). These omissions create serious problems

for evaluating the impact that changes in the price system have on income
 
distribution in the economy.
 

Prepared by
 
Roberto Echeverria
 





TABLE I 
TOTAL AND PARTIAL CHANGES IN RELATIVE INCO'.Ta PERqIOD OF 1959-61/1962-64 

Total Variation b Partial components attributable to each group (ai - bi x*) 
in Relative Income Large Snallf(aijJ b Tenant Agricultural Non-Agric.xi Producers Non-Agric.Producers Laborers Workersajj ij (Group 1) (Group 2) Producers WorkersUi (Group 3) (Group 4) (Group 5) (Group 6)
 

Large 
Producers(Group 1) +5.49 (-0.02)-(-0.01) (-0.50)-(2.71) (O.ol)-(o.4 3 ) (1.54)-(-5.90) (O.25)( - ) 

small 
Producers
 
(Group 2) 
 +4.97 (-0.05)-(-0.07) (-0.03)-( - ) (1.04)-(-5.16) (-1.22)-( - ) 

Tenant
 
Laborers
(Group 3) +7.50 (4.35)-(-O.79) (-0.O2)-( - ) ( - )-(-3.O1) (-0.63)-( - ) 

Agricultural 
Workers 
(Group 4) +U.96 (12.0)-(0.20) ( - )-(-0.26) (-)-(-0.34) ( - (0.4) 

Non-Agricultural
 
Producers
 
(Group 5) +1.01 (-0.37)-(O.10) (-O.09)-(O.02) (-O.1u1)-( (o -(-) (-0.79)-(-0.79) 

Non-Aricultural 
Workers
 
(Group 6) -4.76 
 ( - )-(0.06) (-)-(-0.O7) (-)-(-0.09) (-2.90)-(-2.91) 

Rest of the World
(Group 7) -6.o9 (0.57)-(1.79) ('.3.40)-(35 .96) (17.69)-( ­PREL~hWA FIGURES--NOT FOR QUOTATIONaThe chanres have been expressed as percentages of variation between the limits of the period considered. Total variation corresponds

algebraic sum of partial variations.bThe sum of the variations of Relative Income in all groups, weighted by the importance of each group in the total income generated in
is equal to zero.
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http:O.09)-(O.02
http:0.37)-(O.10
http:12.0)-(0.20
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http:0.05)-(-0.07
http:1.54)-(-5.90
http:0.50)-(2.71
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http:INCO'.Ta


TAMlLE II 
TOTAT AND PA RTAI. CHANGES Tll RFnATIVE TN OMEa PERIOD OF 1962-64/1965-67 

Total Variation 
in Relative Incomeb 
E(aijx* -b x* ) 

ij ij jj 

Large 
Producers 
(Group 1) 

Partial 
Small 
Producers 
(Group 2) 

comrponents attributable to each croup (a Jx 1 
Tenant Agricultural Non- :. 
Laborers Workers Producers 
(Group 3) Group 4) (Group 5) -

- r 

Non Agric. 
Workers 
(Group 6) 

Large 
Producers
(Group 1) -6.37 (0.23)-(-0.02) (0.39)-(9.93) (-0.01)-(1.54) (-0.20)-(-4.87) (-0.25)-(- ) 

Producers
(Group 2) +3.O4 (-O.09)-(0.88) (-o.O6)-( - ) (-0.64)-(-6.78) (-2.07)-( - ) 

Tenant Laborers

(Group 3) +22.31 (15.91)-(0.62) (-0.04)-( - ) ( - )-(-.3) (-1.o7)-( -) 

Agricultural
 
Workers
 
(Group 4) +50.14 (42.70)-(-0.20) ( - )-(-0.44) ( - )-(-o.58) ( - )-(-6.22) 

Non-Agricultural 
Producers(Group 5) -7.42 (-0.31)-(-0.01) (-0.12)-(-0.01) (-0.31)-( - ) (-0.01)-( - ) (-1.97)-(6.01) (­

Non-Agricultural 
Workers

(Group 6) +32.98 (-)-(-0.06) (-)-(-0.12) (-)-(-O.15) (22.10)-(-7.23) 

Rest of the World 
(Group 7) 29.44 (-1.17)-(-1.14) (-18.u)-(-O.77)(-l2.O7)-( - ) 
PRELDMIARY FIGURES-OT FOR QUOTATION 
aThe changes have been expressed as percentages of variation between the limits of the period considered. Total variation corresponds
algebraic sum of partial variations. 

bThe sum of the variations of Relative Income in all groups, weighted by the importance of each group in the total income generated ineconomy is equal to zero. 
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