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-PREFACE 

The literature of economic development has given oonoiderable
 
attention to the role of agriculture in economic developaent, the
 
mechanisms of transfer of resources among sectors and the role of
 
price in those transfers. There has however been little empiricaJ
 
measurement of the transfer effects 
of various price policies.

In addition there has been essentially no recognition of the effects
 
of price induced income transfers on the relative incomes of
 
various socio-economio groups.
 

Roberto Gcheverria makes a large contribution by seeing the 
4allocative and distributive effects of relative pr .ce changes and

by seeing the distributive effects as influencing not only relative 
rates of capital formation but also relative consumer welfare. 

Echeverria defines a set of socio-economic groups which are a
product of the historical environment of Chile. He emphasizes that 
such definition must be specific to each situation. He then develops 
a methodology for measuring the intersectoral flows induced by

.relative price changes and illustrates the use of this methodology
with a carefully constructed set of data for the economy of Chile. 
The work is pioneering in all these respects and provides the basis 
for important related analysis in other countries and circumstances. 

Roberto Echeverria's study of the relationship between price
policy and intersectoral income transfers has formed part of a 
larger study of agricultural prices carried on at Cornell University.
Much of the larger study has been financed under . contract with USAID. 
The early stages of Roberto Echeverrials work were carried on with 
the financial assistance of the Rockefeller Foundation, which also 
assisted 'ith respect to a necessary trip to Chile. Most of the 
study was written while he belonged to the staff of the Institute 
of Economics and Planning of the University of Chile. The material 
facilities and the academic environment provided by this institution 
were most important to the conduct of the study. The fina. stages of 
the research and ancillary services were financed from a USAID research 
contract with Cornell University. 

The broad program of study, of which this study is one part, 
covers three major areas of enquiry: (1) the role of prices in 
inte,.seotoral income and capital transfers; (2) the effect of price
relationships on agricultural production and marketing and; (3) the 
factors affecting urban prices of agricultural commodities. Thus,
in total these studies are concerned with the effects of agricultural 
prices on the nonagricultural sectors of the economy, with their effocts 
in the agricultural seotor and with the mnner in which agricultural
prices are determined. Over the course of the larger study a substantial 
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numbdr of studies are being carried on in various o(ntries and dealing 

with various aspects of the processes. At the completion of these studieb 

an effort will be made to pull thini together into an integrated view of 

the role and functioning of agricultural prices in the development 

process. 

A basic objective of the broad program of study for the conduct 

of this research is not only to produce useful research results but 

also to provide a structured research experience so as to enlarge 

the pool of trained manpower for the analysis of such problems. 
For this purpose, the research in this project is accomplished 

useprimarily by Ph.D. candidates at Cornell University who the 

specific studies conducted as Ph.D. dissertations. The definition 

of the over-all project has purposefully been kept broad and flexible 

to facilitate the attainment of this additional objective. This study 

by Roberto P. Scheverria is part of that program and is drawn from 

his Ph.D. dissertation entitled 'The Efleot of Agricultu.Lal Price 

Policies on Intersectoral Income Transfer.," completed at Cornell 
University in 1969, 

This manuscript is an edited and abbreviated version of Roberto
 
at Cornell University. The
Echeverria's Ph.D. thesis presented 

initial editing and condensing were performed by Roger Montsouery. 

John W. Mellor 

Ithaca, New York 

June, 1970' 
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Chapter I 

Introduction 

The purpose of this study is to investigate the changes in income 
distribution provoked by fluctuations in the price system of an 
economy. These changes in income distribution have been related by
development theorists to the availability of capital for investment in 
different productive sectors, as well as to the welfare of different 
groups of people. The viett that we will try to substantiate in this 
study is that the way of dividing the economy (productive sectors, 
income strata, or groups of people), as well as the criteria used to 
make this division, are crucial if we %ant to make economic analysis 
relevant to policy decisions. 

One of the mechanims most frequently mentioned in literature 
on economic development, and which would make it possible to effect 
income transfers between different economic sjotors, is fluctuations in 
the relative prices of the goods and services interchanged betueon 
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 that ,would facilitate the adequate implementation of income 
redistribution policies in favor of one sector or another. If the 
prices of products sold by the industrial sector are allowed to increase 
faster than those of the products sold by the agricultural sector, this 
would be the cause of a real income transfer from the agricultural to 
the industrial sector, or vice versa. 

hazy authors have formulated theories and elaborated development 
models in ihioh the terms of trade concept jnst 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 is said to allow an increase in 
the capital formation rate in the industrial sector, and would thus 
lead to economic development. 

It appears to us that the use of the intersectoral terms of 
trade as a tool for economic development, in line with the concept 
described in the above paragraphs, is empirically ambiguous, theoretically 
Inadeouate, and politically inoperative. We shall propose in this 
study an alternative approach to the problem, elaborate an adequate 
set of theoretical tools with which to prmate this now approach, and 
then verify it empirically with information taken from the Chilean 
economy. 
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Thus, our interest will be only in that part of income transfers
 
effected by changes in the price system. Notwithstanding, in any
 
monetary economy 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 by the different 
economio groups operating therein. These two functions of the price 
system are conflicting. If on the one hand the price eystem determines 
the proportion of income that will correspond to each economic group, 
on the other 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 inequalities will be generated in income distribution, uhile 
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, this study will concern itself mainly 
with the exploration of the distributive effects 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,
the sectoral division a ould be done in terms of groups of people,
according to their economic their role inpower and the productive 
process. It appears theoretically inadequate to carry out the 
sectoral division 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 does not depend 
on the fact of their being classified as belonginp to a given
productive activity, but on the direct or indirect role that they
perform in the productive process and intersectoral trade. 

This is especially relevant to the agricultural sector in 
underdeveloped countries, which cannot by aiy means be treated as 
a homogeneous set of people faced by one and the same price system,
and supposedly reacting and being affected similarly by relative 
price changes. 

. Within the a.gricultural activity (as somealso in 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 assert that the agricultural sector has been penalized or 
benefited 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 
produccrs("inifundistas"), small and medium producers who produce
for the market, efficient large producers, inefficient large land
owners, "inquilinos", "inquilinos"-sharecroppers, landless or outside 
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laborers, people settled by land reform, sharecroppers, etc. All of 
these groups are contemplated as having different roles in a proces; of 
development, some of which must be protected to subsist while otherd 
must be transformed or disappear. Assuming that it would be worth. 
while to know that an income redistribution has been made from the 
agricultural sector a',a whole to the industrial sector, this tells 
nothing unless we kncr: whether or not these better relative prices 
have benefited the industrial producers (who "could" invest their 
increased profits as the economic development theorists sugrest), 
have been passed on to the urban cons=ers, or have been channelled to 
the government (via taxation) or to the rest of the world. Hence, 
unless the interrelations of the different groups existing within 
each sector, and between sectors, are explicitly taken into account, 
the concept of intersectoral terms of trade is inoperative as an 
indicator that vould allow aM7 improvement in economic policy 
decisions. 

In order to present more clearly the orientation of the present 
study, isre make explicit some general considerations that have influenoed 
the approach that we have taken. 

First, the study is focused on the short-run implications of 
price policies. The reason for this is that in the long run substantial 
changes take place in the parameters and weights used for this type 
of analysis. 

Second, a global approach has been adopted 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. 

Third, while changes in the system of prices undoubtedly create 
income transfers, this knowledge is largely irrelevant for the 
formulation of price policies unless we know who is receiving that 
income and who is being deprived of it. Therefore, we trill try to 
detect which groups of people are benefited and which groups are 
penalized by an induced or spontaneous change in the price system. 
It tould see that the bigg'est issue in economic development is not 
how to achieve Just "development" but "development for whom." If 
we operate at a level of aggregation of productive sectors, we will be 
overlooking some of the most substantial income transfers, that is, 
those that occur ithin each productive sector. 

Last, we shall take the position that the identification of 
what groups of people belong in each sector, as well as of their 
economic in"errelations, depends an the characteristics that are 
peculiar to each underdeveloped comtry. These characteristics 
can only be evaluated within each country's historical and political 
context, for which reason it makes little sense to formulate theories 
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s.t'uhiah postulate A-zgdor income. flows -betwean given, sector-s or groups,
:.."Or,which attempt to repeat the experience of already developed countries 

out of context. 

In-order to verify empiricallyour hypothesis, we need to supply

data for the different economic groups selected in accordance :dth the
 
historical and political context of the Chilean economy. These data 
need to be elaborated to obtain two systems of weights and a group of 
price indexes for specific comuodities. One of the systems of weights
is required to differentiate the different components of income and
 
expenditures of the oconomic groups,, as well as the relative importance

of each group with respect to the others. The second system of weights

permits the aggregation of the various partial price indexes in order
 
to obtain a measure of the change in the price of different baskets of
 
goods transacted among che groups.
 

The proverbial lack of meaningful data in the developing countries 
became.evy1qnt in this*type of research approach, and-on several
 
occasions it has been necessary to complement the existing data with
 
assumptions or personal judgments. Furthermore, ev'.n in cases where
 
fairly; complete statistical series are available,- there are strong

presumwfons against; the accuracy with which the figures reflect
 
reality (such as in the Chilean consumer price index data). Neverthe
less, and although empirical results are obtained that are fairly

consistent with the economic events, and which ta;o into consideration
 
most of the price data available, for the Chilean econt,, the main
 
purpose resides not in the numerical findigs for-a' specific case 
that might be subitantially different fr" ost others, but on the
 
methodology to approach this type of problem in underdeveloped
 
Countries.
 

f. 

Chapter 2 sets the framework for definition of sectors and the
 
terms of trade. In the first part of Chapter 3 we base ourselves in
 
historical evtl.3nce for the Chilean as-, in order to define in a
 
meaningful way the most important economic groups ooprating in the
 
Chilean agriculture. In the second part of Chapter 30a short
 
historical revier is provided of the past price 'policiii and their
 
relation with the process of inflation in Chile. The objective of
 
thiS section is to give smae insight as to how the Chilean econoey
 
operates with respect to price policiss.
 

In the first part of Chapter 4 a model is formulated for the 
analysis and evaluation of relative price policies in the short run.
 
This model is intended to shm the changes in the economic welfare
 
of different groups, as well as the composition of these changes. In
 
the second part of Chapter 4, we make an attempt to the empirical
quantification of the proposed model. In the last part of Chapter 4 

-an attempt is made to evaluate the most recent price policies,

comparing those policies' objectives iith the empirical results
 
obtained with the analytical model. Finally, in Chapter 5 we explore

implications of the analysis for Chile's economic development, and
 
outline some of the general condlusions of the study.
 



Qhapter 2
 

.The Concept'of Sectors and Ters of Trade
 

The area of interest in this study is that which circumscribes the
 
analysis of the terns of trade as a tool of economic policy used for
 
changing income distibution in an economic development process. It
 
is therefore essential that the analysis shall consider different,
 
sectors or economic groups between which those income flors will 
occur. 
It is evident, to,, that any income rodistribution process
 
can only be analyzed in connection with a given economic development
 
strategy, designed to attain specific objectives (explicit or implicit),

failing which it becomes a mere description of an historic-economic
 
phenomenon having no normative implications.
 

Out of the several mechanisms thAt could produce income transfers,
 
this study will only be concerned with those that are related with the
 
price system ruling in the economy, for which reason the analysis
 
must necessarily be oriented toward t:e seZ of productiie and co.nercial 
relationships that decide the interchange of the goods and services of 
productive factors i.i the economy. The area covered is unquestionably
full of political, social and cultural implications. The fact that 
the approach is of an economic nature, and aimed only at isolating 
the effect of the price variable, does not imply that these other 
aspects have been left aside, or that they .lack importance. It is 
basically necessary that they be adequately considered as an insti
tutional frameworc within %*ich the economic variables operate, and 
which conditions the manner in which these variables are interrelated, 
as well as the economic results derived from them. In many underdeveloped 
areas it is possible that those non-economic factors may acquire so 
much importance as to affect seriously the empirical validity of the 
assumptions on which economic theory operates. 

Agriculture and Economic DeaojLn 

There is at oresent an almost unanimous consensus that econcomic
 
development implies different growth rates in the various productive
 
sectors of the economy. In this dynrnic process the industrial sector
 
will eventually groir faster than the agricultural sector rith relation 
to population and ;he contribution to gross national product.
 

If it is admitted that one of the limiting factors in the economin 
development process and in the rate of sectoral growth is the avail
ability of investment funds, the proportion of national income devoted
 
to investment becomes a critical issue, the more so if it is realized
 
tha a'serious development effort should be based mainly on internal
 
savings. Many theoretical essays regarding economic development
 
stratuag emphasize the existence of a large but under-used capacity 
for saving in the agricultural sectors of riost low income countries.
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They furthermore suggest that this saving potential should be used to
 
finance industrial development, and that the adequate mechanisms
 
should be implemented to redistribute the fardng sector's income in
 
favor of the industrial one. Authors such as Mellor (_, .24), Fei
 
and Ranis (L) and Nicholls (2I) put the concept a little more
 
precisely, making it cloar that, if an oconomic development effort
 
is to be successful, the not use of investment funds in the farming
 

.sector should be minimized, or, as far as possible, the *arming 
sector should make a not income contribution toward industrial develop
ment, but with no implication that this should deprive the farming 
sector of investment capital entirely. 

It is also assumed that most countries intend to distribute the
 
benefits of their economic development as widely as possible, and
 
this calls for a large incono Iflow tpardthe farmng soctor to
 
provide basic social capital, oducation, h a~t., industrial canmumer
 
goods, etc., as well &s certain nonagricultural inputs, suh as
 
fertilizers, insecticides, etc., which are required to increase
 
agricultural productivity.
 

It can bo seen that there are t.o theoretically opposed tendencies 
in connection wit) the destination of investment funds generated in
 
the economy, and that more or less solid arguments are advanced on
 
both sides.
 

Consequently, the most important development policies would
 
include those which have to do irith the mochanisms which might create
 
income transl ors from and to the farming sector. Among the general

objectives of this study is the important one of supplying data that
 
dll make it possible to render these transfers adequato in the most
 
efficient possible manner, in order to attain a self-supporting
 
development process with the maxim= welfare for the population.
 

Agriculture and-Icome Redistribution 

There are three principal mechanisms that originate intersectoral 
income transfers:
 

1, Variatons An the vrice system: Both price policies and
 
inrlationary pressures cause changes in relative prices over tise,

which is reflected in the intersectoral terms of trade. This is
 
probably one of the main channels through which irtersectoral income
 
flows move, especially in a context of state intervention in price
 
setting.
 

2. Volumes-ofLoods sevices of productive factors bought 
sold ",ch sector: Another inme redistribution mechanism via

intersectoral transactions would be variations in the physical volume
 
of goods and services of 6.roduotivo factors exchanged between the
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different sectors. In a certain sense, this mechanim is also related 
to prices, depending on price elasticities of supply and demand, but
with this classification we are trying to emphasize the physical flows. 

3. j3 Ijcme Trangfers: Taxation constituted P. fundamental
 
mechanism for extractin, income from different sectoi.s. Taxationb
 
relative importance in each sector, both ,itth relation to other sectors
 
and with respect to the population strata within each sector (e.g.,

measured ,rith relation to each group's contribution to national
 
income), idli determine the magi;ude of the inccme transfer to the
 
government. 
 On the other hand, direct subsidier would be equivalent to 
negative taxation, providing the receiving group with income. Among
direct transfers it would also be relevant to consider inheritances,
donations and other transfers that have no counterpart in goods or 
servicos of productive factors. 

To analyze intersectoral income transfers with any mechanism
(especially in the case of relative prices) it is essential to define
the sectors to be included in the analysis in advance and in such a 
way as to leave no room for mistakes. It is unfortunate that one of 
the aspects of the pertinent literature displaying tho greatest
divergencies and most controversy that of the sectoralis division used 
to analyze problems or underdevelopment. 

Host authors simply evade the problem and, although they specifically
mention other sectors in their zr'lyses of underrieveloped eccnomies,
they concentrate their arguments on the need for expanding the industrial 
sector as quickly as possible. According to tham, this .ould be a
neodssary and sufficient condition for the attainont of economic
development and there uculd be no need for explicit concern about a 
sector like the farming one, inamuch as it tould adapt itself almost 
automatically to the industrial sector's demands and requirements. 

Nevertheless, experience has clearly shown the limitations of
attaching importance only to industrialikation, and at present the
idea that technical progress and the creation of a farm surplus are
decisive strategic factors in the development process is meeting tdth 
increasing acceptance (see , .I, 6, 24). 

It is unfortunate that, despite the foregoing,, the framework of
analysis continuos to be confused. To bring other sectors into theanalysis it must first be decided at t of the econo, or wh 
will be included in each sector, and then it is necessary to determine
the composition of the investment and the direction of the capital
4lows (incomes) betieen said sectors during the development process.
It-is precisely in those aspects that most authors fail through
inIiUity to offer an analytical framework important and useful enough
for the formulation of concrete economic policies. We shall define a 
set of sectors appropriate to Chile and our analytical program in 
Chapter 3. 



~~ptersotoralruso J 

The expression 'terms of trade" is usually employed in referring 
to the ratio between the prices of products and services that are 
traded bettween two or more countries, sectors or sooio-eoonomio groups. 
Although the origin as wall as the most extensive use of this concept 
have been related itrth international trade, they have recently been 
generalized to describe changes in the price system of goods generated 
in different productive sectors. 

As a tool for analysis, the terms of trade have been used somewhat 
differently by the several authors. On the one hand there are those 
who paint them as a descriptive tool. In this sense, they ,wouldbe 
dealing with a statistical coeffoioint or index calculated to describe 
long term trade tendencies via the th4storical behavior of the price 
relation of the goods being traded.A/ Another emphasis is that which 
considers the tems of trade as a tcl for Dlicy, which is a generic 
allusion to the fluctuations in the price system existing between 
two sectors, and the effects that those fluctuations (caused either by 
market forces or state intervention) would have on economic activity. 
This is the coloring with which they ull be used in the present 
research project. 

The role of the domestic terms of trade has only been anal zed in 
development literature with relation to the transactions that are 
effected betwreen productive sectors (more specifically, between the 
agricultural and the industrial sectors). The present study wdll offer 
a somewhat different approach. 

The role of intersectoral terms of trade as a tool of economic policy
 
can only be interpreted in the light of that policy's objectives as
 
well as of the results derived from its application. In this sense, one 
can concretely state several functions that can be performed by the
 
intersectoral terms of trade. 

In the first place, the use of intersectdral terms of trade has 
been described as a Mhaisthat .uldmeh.il possile to 
Dsavirrs. This is a position taken by W. A. Lewis in 
referring to agriculture and industry as sectors that produce different 
goods and trade rith each other. Assuming that only industrial profits 
are saved and subseouontly reinvested, any mechar-sm that affects 

L/The approaches of Prtbisch, Singer, Colin Clark, 2 A., would fit 
within this position. Fnr a summary of their statements, &seM= K. 
Atallah's study on long tom fluctuations in interseotoral terms of 
trade (a). Bl6lerby has given them another use in considering the
 
relation bebteen rural and urban retail prices as the cause of the
 
differential between these sectors' incomes. See especially (), 
Chapter XV: "Relative Retail Prices."
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!-those'
profits will affect national savings if the agricultural
 
sector increases its productivity, the econoe~vs wage level will 
tend to increase, which in turn would reduce profits and savings.
 
The only possible way out would therefore be for the terms of trade
 
to change in such a manner that increases in productivity would be"
 
more than offset by reductions in real agricultural prices. If,
 
in line with market conditions (e.g., with an elastic and growinR
 
demand for foodstuffs), the deterioration in agricultural terms
 
of trade should not occur, it would be necessary to have resource
 
to direct taxation to deprive agricultural producers of income
 
derived from productivity increases and turn it into capital formation. 

A second possibility, mentioned by Mellor (I, pp. 95-97 and
 
M.,Pp. 33-34). S. R. Lwis (Z), R. Krishna (16), et g., is to
 
use the terms of trade as an indlrect tool for taxation. This
 
po'.,lation has the same foundation and objective as that formulated 
by W. A. Lewis. Inasmuoh as there is a certain amount of skepticim 
Sabout the likelihood of market forces leading to a deterioration 
of agricultural terms of trade in an underdeveloped country (?,I, 
p. 95), the possibility is suggested that the goverment intervene
 
directly via price setting and control with the objective of -keeping
 
agricultural product (food and raw material) prices low, and'thus
 
transfer to the urban zones, for investment purposes, the benefits
 
derived from a greater agricultural productivity. These measures,
 
which in their final form are the equivalent of heavier taxation
 
on tkt agricultural sector, have been profusely applied in under
developed countries, especially in those that have gone through
 
.ong periods of inflation (Chile is an excellent instance of this),
 
although they have not always had the desired effect.
 

A third use of the terms of trade, which is an open disagree
ment with the foregoinp ones, is that postulated by T. W. Schultz.
 
According to this author, the relative price system performs a most
 
important and irreplaceable function, i.e., lo ener&e incentives 

A /
 for origp~in resourep " production iq an efficient manner.

Schultz, who is a staunah upholder of a free and competitive market
 
system as the conductor of economic activity and as a mechanim
 

1Schultz states that "...there is as yet no known way of organizing
 

and integrating the production activities of nuerous farmers among
 
eacb other and with the rest of the economy except by a system of
 

.prices..." "Moreover, in countries which have been pursuimj a mono
•lithio policy of rapid industrialization one finds, whether in Chile 

or 	India, farm produot prices too low and badly distorted, agrioul
ural. input prices too high and also distorted, and the pricqsiof
 

the consumer goods and services that farm people buy rising relative
 
to the products they sell and the goods declining in ouality"
 
Q p. 62).
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for,.efficient resource distribution, strongly criticizes any attempt
to use the price system as a tool for indirect taxation or for 
.tiransferring income between sectors. He states that the incentives
 

"' increase productivity are destroyed in this way, and that the
 
development process would theree'ore be held back (L8, p. 128).
 

"In some low income countries in which economic
 
growth has become a major goal, one of the aims
 
is to transfer some income out of agriculture to
 
provide, as noted earlier, a part of the capital
required for industrialization." "But, regardless 
of the purpose of such income transfers, whenever
 
they are made by means that either lower or raise
 
farm product or factor prices, the allocative 
efficiency of such prices is impaired. " 

A fourth approach is that postulated by Fei and Ranis, who view 
changes in the tems of trade as a mechaniM for orientin, seotoral 
investment, which would generato incentives tending to maintain a
 
"balanced development" process. 
In this case, in order to destine
 
investment fund to both sectors in a balanced maner, the terms of 
trade should not be deteriorated (in the long run) against either
 
of the two sectors (JL, P. 354). 

The mechanism would work as follows: 
If for any reason too
 
much investment is put into the industrial sector and it expands

faster than it should with relation to the agricultural sector's
 
growth rate,
 

"...the shortage of food will result in a deterioration 
of the terms of trade of the industrial sector and 
will cause an increase in the industrial real wage. 
This will tend to discourage investment in the
 
industrial, and tend to encourage investment in
 
the agricultural sector, thus causing the actual
 
growth path to turn back toward the balanced-growth
path. Goverment policy may be assumed to work in
 
the same direction if the price system proves
 
inadequate."
 

We are going to propose a fifth approach, which, while it has

been neglected in development literature, seams to be the most
 
adequate one for the purposes of this research project. While
 
fluctuations in the tems of trade admittedly cause income flows,

their use as an economic policy tool makes no sense if one is working
 
on a level of sectoral aggrepation. 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 ouintals of wheat are presently needed
 
to buy a plough or a tractor if it is. znotiknown who is buying and 
who is selling these products, and in what proportions, as wrell 
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 transac-tions.
 

If, as already proposed, we consider all of the transactions of 
products and factors, it is evident that what means more inocme for
 
some people involves heavier outlay for others, and ar a large part

of the transactions are effected internally within each sector, one 
and the same over-all outcome can be arrived at via countless
 
combinations of partial results. In other'words, the fact of a
 
productive sector being better or tiorse off than before in terms of
 
real income can be attributed to multiple combinations (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
 
Latin 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 inadequate but could also become
 
dangerous because of the grave mistakes that could be made in
 
economic policy.
 

The foregoinq paragraphs have placed emphasis on the agricultural

activity because, unlike othors, it is a way of life rather than a
 
way 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 analysis of relative prices

should be made at the level of the different groups that take part
in the productive process, as measures that favorably affect tho 
sectoral distribution of income may be affecting in an entirely
undesirable and pernicious way the functional ad personal 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. 

At this breakdown level (groups of people instead of groups of
 
products) the functions of the price system described by the above
mentioned authors become oompletely relevant. Via changes in relative
 
prices, these groups' savings and investment can be oriented,
 
incentives can be generated that would allow efficient resource
 
distribution and production orientation, and income can be redistri
buted between groups and sectors for specific purposes, etc. If
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this is done in the manner proposed, it leads to those measures not
 

being applied blindly, as in the case of one single package deal
 
including traditional large landowners and efficient agricultural
 
entrepreneurs, community exploitations and individual properties,
 
high and low income groups, native population and population descended
 
from immigrants, "inquilinos"l-/ and laborers, small (subsistence
 
level) landoirmers and commercial producers, etc. With this approach 
there is no intention of artificially broaklng down or splitting up
 
populations that have already been disintegrated by historical
 
causes, but ithich for (voluntary or involuntary) lack of knowledge
 
as to how certain income redistribution mechanisms affect them,
 
are assumed to be homogeneous and integrated. On the contrary,
 
what this study is attempting is that the authority on which price
 
policy decisions depend shall have adequate elements of judgTO~tle 
as well as full public responsibility, as to whom those decisions 
penalite or benefit, and how.
 

S 1 1 Chilean denomination for those individuals who have access to a 
certain area of land on which they act as small producers, but who, 
in exchange for their prevarious tenure, have to supply labor to the 
master's enterprise. 



Chapter 3
 

Definition of Sectors for the EoonovW of Chile 

As postulated in the preceding ohapter, to develop a theoretical 
set of instruments to analyze realistically and consistently a given 
economic development problem together with its associated policies, 
one must go into the specific historical context in which those
 
problems or situations were generated. A given historical fact
 
which may lack importance when viewed by itself, becomes fully

relevant wihen placed in a broader scene in which political, economic
 
and social factors are interacting. This also applies to a given
 
economic fact: its adequate interpretation recuires an over-all
 
understanding of the problem, of its historical perspective, of
 
its economic and "non-economic" ramifications, and of the concrete
 
implications that it may present for different socioeconomic groups.
 
On the basis of a survey of the history of Chile's agrarian structure
 
and analysis of the current situation, the economy of Chile has been
 
divided into seven sectors.
 

The "?lural. Stneture of Chilean Amriculture 

Carrying on from the historical data given in the preceding 
sections, we can attempt a first approach to the most important
conoaln groups operating in the agr.*cultural activity. These 

would be: 

A. Large Producers (Grou,1): Included in this category are the 
exploitations called "fundos," "hijuelas" and "'aoiendas.q, In 
accordance with the typology established in the IntepAmerican

Committee for Agricultural Development (CIA) tudy,AJ these 

'/CIDa study (8)defines four large groups of farm exploitations 
according to size, exprossed as the number of men that each exploita
tion renuires per year. Tho SGa-fa (rour includes very snall 
farms on which there are less than two aoL) va poopl o and usually
have less than five hectare of total are#. The famil Group takes 
in all those nxploitations that have an a,-tive population of from 
two to four people, and in the Central Zone vary between five and 
fifty hectares, depending on the quality of the soil. The edi_ 

jjAfjgg Group covers farms that emplcy from four to twelve active 
people per year, and in the Central Zone ,ire exploitations of from 
20 to 200 hectares, according tothequality of the soil. Finally,
there are classified in the Large hutifamLy Group all exploitations 
that employ over twelve permanent workers in the year, as well as
 
farms having a total area of 200 hectares and over (A, p. 283). 

13 
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correspond to the large and medium multifamily exploitations. In 
all, the said exploitations aooounted in 1955 for 11.7 percent of the 
exploitation units, had 78.9 percent of the arable land at their 
disposal, and generated 60.3 percent of the total value of agricultural
and livestock production (8, p. 206). As a whole (considering aimers, 
renters, occupants and concessionaires, besides managers, professionals

'and technicians), these exploitations were controlled by 9.5 percent.of the total agricultural population (8, p. 294). 

Several authors have described these exploitations (see ,
L2, 12 and 70). Among the most recent ones there is CIDA's study
whioh, referring to the large multifamily exploitations, stresses 
the following: 

'nhese exploitations are connected with banking, business
 
and industrial interests, and many minifundia exploi
tations, towns, villages, hamlets and some family-sized

exploitations depend on them. The person who directs the 
exploitation is the owner or renter (the master), or a 
delegate of hit, who count on obedience from a sizeable
 
number of permanent workers, mostly 'inouilinos' and
 
outsiders (transients), with ths establishment between
 
them of highly dependent living and working relations"
 
(1,p. 48). "The labor structuro is in the form of a
 
pyramid. At the top there is a 'master', owner of the
 
exploitation or not, who often delegates his producer

functions to a 'manager,' who is seconded by a sories
 
of supervisors (stewards, strawbosses, helpers, etc.),
 
clerks and employees who take orders directly from 
him (keyholders, warehousemen, stable-hands, etc.) or 
from the supervisors. The last named give orders to a 
whole range of worlomen, resident or not, permanent or 
not, called 'inquilinos' and obligatory laborers, volunteers,
outsiders, laborers, etc., of whom the first named are 
the fundamental base for recruiting the exploitations'

labor force, as most of the volunteers depend on them."
 
"Producers in the large exploitations of Central Qile

keep closely in touch with the country's business or
 
industrial elite, through socioeconomic, political and
 
family connections" (A,p.49).
 

With regard to medium multifumily exploitations, that same study
 
states:
 

'It cannot be said that a different tenure system from
 
that of the large exploitations corresponds to the
 
medium ones. In Central Chile the aspects of tenure
 
shown by the medium group are very similar, on a smaller 
scale, to those of the large one's: they imply the same 
worker classifications; have similar efficiency levels and,
excepting a more intensive average land use, have the 
same production models" (§, pp. 61 and 6.). 
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Hence one can assume that, in that arethose aspects of interestfor this study, there is enough similarity between these two types ofexploitations to justify considering them as a single group, that of


Lar LEucers. 
 These producers apparently face the market underquite favorable conditions (with relation to the rest of the agriculturalgroups), and through relatively well developed marketing channels (theyhave access to foreign trade, private banking, the sources of inputsupplies, etc.). Due to their considerable economic power within thesector, they are in a position to negotiate to their own advantagemany of the economic policy decisions that might affect them, as wellas to bring considerable pressure to bear on the making of those
decisions. 

It must be made clear that, on the strength of the most recentprocesses of change in the agricultural sector, it would appear that
there is a beginning within 
this grou of exploitations to produce a
transition from a relatively traditional productive structure
more businesslike and technically endowed one, under 
to a 

managed similarefficiency and labor relations principles to those of industrial 
enterprises.
 

B. _ro d ucers (Group 2): This category would include the familyand sub-family exploitation groups of the classification elaborated byCIDA. This group would also include the small producers in farmingcounities (native and hereditary). In 1955 the small producers groupcomprised 44.1 percent of the total agricultural population, with abreakdown of: producers on family exploitations, 19.1 percent;producers on sub-family exploitations, 7.7 percent; Indian communitymembers, 13.6 percent; and hereditary comunity members, 3.7 percentp. 9) 

According to CIDA's study, 1955 the smallin producers represented40.4 percent of the exploitation units, controlled 11.6 percent of thearable land area, and generated 16.0 percent of the total value ofagricultural and livestock production (8, p. 206). 

With reference to the majority of the small producers (thetraditional ones), CIDA's study states: 
most 

"Tbe small exploitation's tenure system is managed by aproprietor, renter, concessionaire, occupant, sharecropper, or an eventual combination of those types, who
work the land with their families' help, taking on
 
groups o'" temporary workers 
 (nearly always outsiders)

in-the case of slightly larger exploitations. This system's

traditional form is characterized by the semi-extensive

use-of the land resource (cereals, truck-gardoning and 
 somecattle crop combination), low technical levels, lack of

credit and capital, and no technical advice" (f, p. 65).

"They imitate the cultivation methods 
of their neighborslarge or small. But, in contrast with the large producerswho have motorized farm machinery at their disposal, the

small ones have a couple of oxen, and smetimes just

manpower. They are ignorant about or have no facilities 



for using fertilizers, improved seeds, or other inputs. 
Neither do they have technical advice nor--in many 
caes--the will to take or use it. The said characteristios 
lack of prestige in contemporary agricultural work, 
scarcity of land and capital, ignorance of good
 
techniques, want of credit and technical advice, and
 
problems in the marketing of their products--exemplify
 
the small producer's traditional form of tenure" (,
 
p. 66).
 

With regard to the marketing of their production, a study carried 
out in the Navidad region shows that most of their gross product is 
consumed by the family; another part of it is bartered (with other 
mall producers) for farm goods that they did not produce in their 
exploic4ation, or that they did not harvest in a large enough
quantity to meet their needs; another part is kept as seed for the 
next sowing; and the remainder is sold to traders to obtain cash 
to purchase non-agricultural goods (14, p. 24). 

It appears that the balance of labor supply and demand is 
attained to a large extent through the interchange of labor among 
the =All producers themselves. In this respect, the study on the 
Navidad region states: 

'"When a family has more land than it can cultivate with 
its own labor and baulage power, it has to seek another 
family with surplus labor and haulage power in order to 
exploit their surplus land between them." "One family 
enterprise will supply the animals and the manpower, 
and the other the land. They split the remaining 
elements (e.g., fertilizer, seed, tools and the expenses
of harvesting and threshing) between them. The product
 
and the risk is divided between the two parties to the
 
arrangement." "The fact that he who has no land but
 
does have manpower and animals is on an equal footing
 
with the man who does have land but lacks animals and
 
manpmer prevents the lack of land from being an element 
of economic dependency on the proprietor. 6n the contrary, 
he who has animals possesses mobile capital which can be 
more easily traded, whereas the proprietor is subject to 
the location of his land and the risks that go with it" 
(14, pp. 50-51). 

Although sharecropping makes it possible to balance the size of 
the property with the availability of family manpower, at times of 
peak seasonal demand for manpower (sowing, cutting, threshing) the 
head of the family convokes friendly farmers, relatives and neighbors 
and isks them for help. This mechanism, called "returning the hand" 
(mano devuelta), is of a reciprocal nature, as when the others need 
help they will not hesitate to ask for it. There is another practice, 
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6alled "mingaeo," in which all of the ma11 farmers in a neighbor..

hood join forces to do a job of work together (usually threshing),

and then indulge in a feast44or..all (14, pp. 51-5).
 

The introduction of agricultural machinery and its rental in
exchange for part of the product harvested (which praetiee is called
 
"maquila") makes the unpaid exchange of labor tend to disappear,

although the demonetarization and marginal trading position of
 
important groups of mall producers persist. 
In a way, all of these
 
practices (the exchange of different surplus products, mingacos,

maquilas, etc.) reflect the lack of currency and the relatively

autarhic structure of some mall producer counities.
 

A minority within the small producers group is made up of very
dynamic entrepreneurs. 
These people use land in a highly intenive and 
speoalized way, and have a great sense of entrepreneurship. They are 
located near the main consumer centers (Santiago's truck-garden belt 
for instance),.and produce fundamentally for the market. 
Although

they know their business quite well, they are usually exploited by

middlemen, as, due to the generally perishable anti seasonal nature
 
of their products (vegetables), their bargaining position is a very

weak one. Thanks to improved transportation media, to the penetration

of government institutions that give muall producers technical advice
 
and credit (INDAP), to the opening of new markets, etc., this type

of market-oriented small producer has recently tended to increase
 
rapidly.
 

Generally speaking, one say that the mallmight producers group
is weakly oriented tmward the market, as it keeps a great deal of its
 
production for its own consumption. Its production is effected at
 
relatively low levels of efficiency, so that any marketable surpluses,
 
as well as income derived therefrom, tend to be quite small. Most 
of 
its income goes to meet its own most elementary consumption needs, and
 
the investntt corresponds mainly to capital goods generated within
 
its enm exploitition (cattle breeding, light building construction,

fencing, ditcher.. etc.). The mall producers oftwa obtain additional 
income from the sale of handicraft products (woven fabrics, basket
work. pottery, etc.), or from acting as small middlemen or traders
 
when they are located near urban centers (free markets). As to income
 
and living conditions, their situation is very much like those of
 
many "inwuilinos" who enjoy productive fr~.nge-benefits, but they

differ fron those people in that they are (and feel) ineomparably

more free and independent, so much so that most inquilinos' ambition 
is to become small proprietors.
 

orersoGroup1): With this denomination, and following
te-no-en'IAture aoptad UYA's study, wishin we specifically to
designate those ;ndviduals who have access to a certain area of land 
on uhioh they act as mall producers, but who, in exchange for this 
precarious tenure, have to supply labor to the master's enterprise
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-(r _if they are sharecroppers, have to deliver part of the product 
,generated by the sub-tenure). This economic group covers 40.2 percent 
of the total agricultural population, and is composed of irquilinos 
and innuilino-sharecroppers (25.6 percent), strawbosses and skilled 
workmen enjoying productive fringe-benefits (7.6 percent) and share
foroppers (7.0 percent), all of whom enjoy, as part of their income, 
the right to cultivate a certain area of land (8, p. 294). In 1955 
sub-tenures corstituted 47.9 percent of the country's exploitation 
units, had.access to 9.5 percent of the arable land area, and 
gmerated 23.7 percent of the total valr'e of agricultural and cattle
raising production (8., pp. 162-206).
 

Inasuch as the inquilinos are a majority group, we shall 
specially refer to them, assimilating the rest of the tenant laborers 

. into their situation. 

The tenant laborer, in its traditional form, is described quite 
thoroughly by Gene Ellis Martin: 

"In exchange for their labor they receive the owners 
patriarchal protection, a house for their family, a 
=all plot of land of from 1/4 to 1 hectare ("cerco") 
adjacent to the house, or, if there is too little space 
there, the' are given an area in one of the Parm's field 
("racion"). They also have a right to pasture for 
animals on the ownor's land ("talaJe"). This is usually 
valid for two animals, but the figure varies from one 
property to another according to the amount of pasture 
that the owner has available for this purpose. The 
inquilinos' animals are almost invariably.cows. On 
their small plots of land they cultivate mainly maize, 
beans, potatoes and vegetables for their om consumption. 
Close to the house they usually have a grapevine and one 
or two fruit trees. The iquiline generally obtains two 
crops a year from his share of field, as this last area 
falls Athin the oner's crop rotation. In some cases 
the inquilino receives a ration of foodstuffs for every 
day's work, but this custom is being practiced decrea
singly. The ration is invariably bread, sometimes aug
mented wth beans or lentils. He also receives a daily 
wage of a few pesos... It is perfectly legitimate, horr
ever, for the owner to iake benefits like a house, land, 
and pasture into accoi'nt when he calculates the minimum 
wage."I/ "In exchange for the benefits and rights, the 

Martin's desoription is based on observations made in 1954, when it 
was legally authorizedthat up to 75 percent of the minimum wage 

!oould correspond to the.value. imputed totbe fringe-benefits. 
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hiad.of the family has to fulfill his labor contract with 
the owner. In addition, there are usually one or two men
sons, sons-in-law, or nephews-who work on the farm as 
volunteers, and ho are paid the minimum wage set by the 
government for famn workers. It is not obligatory for 
every inquilino's home to supply volunteers, but many pro
prietors prefer those families who can obtain extra hands 
when they are needed. This lessens dependency on outside 
workers at times when work becomes intensive" (1, pp. 100 
and 102). 

Tenant laborer's market orientation is similar to that of the
 
poorest small producers. Generally speaking, they sell enough to
 
buy the goods that they cannot produce. Their productive efficiency
 
is relatively low, when consideration is given to the large amounts
 
•! family labor used. Also, their inputs are few and primitive (seedc
 
from the last crop aresupplid by the master, somo cultivating
 
implements and tools, and occasionally animal haulage power). Capital
 
for exploitation is practically non-existent; recourse is often had
 
to the master to obtain credits or advances, which are discounted
 
from the crop.
 

Their situation of dependency on the master enterprise (slight
 
price bargaining poer), and their dual role of obligatory worker 
(part of their income comes from the sale of labor) and small producer
 
(part of their income comes from real or imputed sale of products)
 
causes them as a group to face a characteristic price system. In
 
keeping with the present studyts objectives, this fact justifies
 
their inclusion in a separate group.
 

__M cultur Work-ors Q(rot): This group headine refers 
specifically to landless farm laborers. According to estimates by 
CID, in 1955 these people represented 6.3 percent of the total 
agricultural population (8, p. 294). They include Volu e. , 
or permanent farm laborers, and 0R sjers, or transient or seasonal 
farm laborers. 

These workmen's general characteristics have already been
 
described (see also 0, p. 140 and 8, pp. 50-52), and their net-wage 
earning status (all of their income is derived from the sale of 
labor), as iell as their increasing importance, justify their 
inclusion in a separate group. 

To have squeezed all of the different fractions that make up 
the agricultural sector into four economio categories or groups is 
an evident oversimplification, as quite strong contradictions 
probably still exist within these groups (e.g., between traditional 
small producers and commercial mall producers; between inefficient 
landowners who are unresponsive to economic stimuli and dynamic,
 
progressive agricultural entrepreneurs, etc.). Nevertheless,
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thes fu enable'-~gri us to make 'a first approxim.ation tothe'problem, and quite adequately represent most of the Chilean 
agricultural sector. 

In addition, inasmuch as this st3Xdy is e3pedally concernedwith the farming sector, when we come to consider the rest of the
Chilean economy shall fallwo into a still greater oversimpliflcation.
In this connection, the rest of the iconomy would be represented
by -&n-ri ultural Producers. Non-Aricoultual Worers, and bytho 
 the World (in that part having to do with Chile's foreign
trade).

SNon-Agricultural Producers (Group 5): 
 would be all of those
individuals whose income 
 fit) is derived from the sale of nonagricultural products and services, as well as from capital rents

and interests. 
in terms of occupational classification they would

be employers and workers for their own account (2, pp. 253-260).
 

F. Non-AUricultural Workers (Group 6): include the people who supplythe non-agricultural producers with labor, i.e., employees and
workers in other productive activities whose income is fundamentally

attributable to salAries and wages.
 

G. Finally, the Rest of theWorld (Group 7): would correspond tothe group of nations with which Chile maintains comercial relations.
Chile's imports would be income for tho 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 ofsetting 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 agprogating tho rest of the eccnomy

excessively. 
It soems obvious that if it is desired to view therest of the economy analytically, it would be necessary to considerseveral additional economic groups. Nevertheless, just as when we
discussed the agric:vJ.tural sector, it would be a mistake to dotermine
these groups accor-'ng to the type of products that they generate.
In ordor to have de.a thtt would be operatln'lly useful for theformulation of ecoricmic policies, it would be essential to define
the said groups with respect to the role they perform in the economy
and in a devalopmont process. In this sense, a Prdamental groupwhich should be ha:dled separately, would be the government, thus
to analyze the transfers that are made from and to other economic
 
groups and have an essentially redistributive effect. Another
 
group, which would approxim.tely correspond to the wholesale and
retail trade activity, would represent middlemen in the marketing
process, which would allow us to analyze the manner in whichmarketing margins (and this grople Income) are affected by ohanges
in tho price system. 
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In the-same way, it might be interestino to isolate those groups 
that obtain'their income from the sale of personal services, which
 
groups are extraordinarily important in Chile, not because the
 
populationts income level makes them feasible (as they are in more
 

,,developed countries), but basically due to the industrial sector's
 
inability to provide productive employment for the growing active
 
urban population.
 

Another interesting group would be made up of exporters ane
 
'importers, who t:ould be the middlemen in foreign trade. These 
.people would face different price systems from those'of the rest
 
of the population (tariffs, preferential exchange rates, quotas,
 
etc.), which would have a differential effect on their income as
 
well as on their decisions.
 

In many of these cases it would be important to see whether
 
income is derived from P2roerty (land and capital) or from labor,
 
as a fluctuation in the price system usually causes changes in the
 
proportion of income corresponding to each productive factor,
 
affecting the economic welfare of those who control it, as well as
 
the proportion on which the said factors combine in the productive
 
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, now economic groups are appearing, which perform new roles and
 
figure differently in the development process. Urban-rural relations
 
are no longer the same duo to the growing penetration of mass communi
cation media (political ancd coiercial propaganda, elementary
 
idealogical and cultural education, etc.). The traditional a.grarian
 
structure is disintegrating, and a large part of agricultural

activity is being adapted to the needs of the urban areas: less
 
use Of the labor force, increasing monetarization of the peasantry,
 
signs of the town's effect on clothing, customs, consumption, etc.
 
Whereas in the past century and the beginning of the present one the
 
cities livad on the countryside, it can now be spid that the country
side has started to live on the cities and will continue to do so
 
progressively. any new roles are being created which, although

they are performed in the rural scene, are of a non-agricultural 
nature. The not economic roles are at the same time cause and 
effect of the new social roles, and contribute toward the creation
 
of a highly dynamic situation of change in the agricultural sector.
 
As we have seen, this situation is reflected in the large producers

who are using modurn technology, are generally speaking well organized 
among themselves, and are responding quickly to economic stimuli;
 
in that small producers, although weakly organized, are becoming
 
more numerous through agrarian reform; in strong union organizations
 



which strengthen the workers' bargaininp power; in a grxdng prole
based on rage relations andtarianization of agricultural labor, 

the disappearance of payment in k3dnd or in precarious tenures; in 

the linklng o! the wage figure with the econoeio result (pieoework 
-and sharing); and in the emergence of a medium and small rural 

and roles (trade,bourgeoisie based on non-agricultural occupations 
transportation, services, etc.), etc. 

The fact that many of these roles are of a transitional nature
 

gives all of the economic and social variables tremendous dynamois.
 
a part of the essence of a moderization and
This, which forms 

development process, obliges one to reconsider and constantly correct 

any projection or estimate based on static parameters. 



*Chaptor .4 

Relative Price Policies 

It is extremely difficult to identify in Chile any set of economic 
measures that can be rightly called a "relative price policy." The 
chronic inflation that has been every government's main problm for 
nearly .acentury (and especially in the last two decades) has led to 
most of the changes in the price system being direct or indirect by
products of the inflation process and of the attempts at stabilization.
 
For this reason, in making a brief smmary of agricultural product

price policies, it is practically imos$ble to avoid frequent
 
references to the inflationary process.!)
 

We have arbitrarily divided this section in sunwhat loosely 
defined periods, trying to stress some changes in the gross orientation 
of price policies among these periods. Thus, in the period from the 
colorW to the early thirties, during most of which agriculture was 
the main eoonomic activity of the country, we can recognize a set of 
eonomic events that were generally favorable to agriculture, and more 
specifically, to the larpe landovmers. From the mid-thirties on, with 
the increased emphasis rn industrialisation and the growing political
importance of urban co'aumers, the agricultural activity did not main
tain its position of pzedominance, neither was it penalized by economic 
policies. From the mid-ifties to the early sixties, with ths aggra
vation of inflation, price policies were oriented mainly to keep
down the urban cost of living, ith the consequence that relative 
prices moved against agricultural products. In the last part of this
 
period, agricultural laborers started gaining importance as a pressure
 
group, demanding increases in wages and living conditions, which up
 

.to then had been extremely depressed. This, together with some
 
structural changes (agrarian reform, peasant unionization, tax
 
reform, eto.), reached full expression during the mid-sixties, with
 
the arrival into porer of a political group endorsinp some of the
 
iieas of the "Structuralist School of economic thought." The following 
pages will reveal price policies in more detail for the period

following 1958.
 

&9 i d the secor4..1jte_ajz~rt innAt12V (195.1964)-

The population's general discontent with this chaotio,situation
 

J, 

'For an excellent and entertaining hifterioal eoonomic study of the 
inflation process in Chile from its'inoeption until 1962, ieo
irol,,.an (jj)."- ., 
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ifas reflected in the presidential election of 1958. Jorge Alessandri,

backed by the Rightist parties and with an austerity program. !ron

the presidential election of 1958 by a very narrow margin (he only
obtained 31 percent 
or the total votes for four candidates), thus beatingSalvador Allenee, the candidate who was backed by the Socialist and
Commuist Parties and had program reforms ina of drastic the social
 
and economic structure.
 

Alessandri's government, postulating a free competition policy,
initiated its attack on inflation in mid-1959. It imposed a severecontrol on credit expansion and set a single exohanpe rate. It created a now monetary unit (1 escudo = 1,000 pesos), valued at par with the
dollar, and used it as an image of stability. 

In order to eliminate the obstacles to foreign trade, the list ofalloiied imports ,ras broadened to the point where it included practically
all of those contemplated in the customs tariff. Horeover, the amounts
of deposits for imports were reduced, as also were several tax rates.

All of these measures led to a considerable increase in imports

during 1960 and 1961, which inundated the domestic market with

products and. naturally, reduced the inflationary pressures. On

the other hand. helped by the image of stability provided by the
exchange rate and the abundance 
 of products, earl,- in 1960 Alessandri's 
government succeeded in imposing a wage adjustment rhich varied onthe average betteen 10 and 20 percent (the rate of inflation in
1959 had been 33 percent). Thereafter, through its influence 
on the
industrial entrepreneurs, it brought pressure to boar for most ofthis 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, sunflovier seed,wheat and milk), and completed the image of stabilization ith ain
austerity program in fiscal expenditures. 

Thus under attack from all sides, inflation gave way to its and
only a 5 percent prioe increase was recorded in -1960, -the lowest since
 
.938. 

'At the beginning of his term, Alessandri made it clear that one of

his primary interests would be
 

"...to promote an agrarian policy the objective of
 
which would be to increase production and gradually
 
recover farm products' purchase -value" (1, 1959,
 

.. "p. 81). 

He stated, however, that. having regard to thi urgent need to adopt
- enera). measures that would make it possible to halt the inflation,
it would be necessary to withdraw attention for the moment from
problems that were troubling the agrarian sector. Although those

the 

"sacrifices" were supposed to be transitory, circumstances turned
them into permanent ones. Thus, in May 1960 a violent earthquake 



occurred, which seriously affected nearly one-third of Chile,. especially 
the farming areas in the South. Against its will- (and idedlogy)-
the governmernt had to declare the prices of all articles of prime 
necessity frozen at the levels that had existed on the day of the earth
quake, in order to avoid speculation.
 

Notwithstanding, although inflation had ben considerably
 
diminished, it 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 this impact in part, input
 
bonuses were continued and an attempt ,eas made to increase agricultural
 
yields through technical advice, but without much effect. In any 
case, the rate of inflation only reached 10 percent through 1961.
 

Unfortinately, this great victory over inflation seems to have
 
been a sandcastle. The demand for imported goods, unsatisfied after
 
long years of controls, and favored by a single fixed exchanve rate
 
(which had soon substantially overvalued the escudo), only took two
 
years to exhaust the Central Bank's foreign exchange reserves completely.
 
Even though the Povernment had received large foreian credits (the 
level of the foreign debt doubled itself between 1958 and 1962) in
 
addition to important foreign exchange donations on the strenqth of
 
the earthouake, the monetary authorities "realized" in December 1961
 
that their foreign currency had come to an end. This was the beginninp
 
of the end. Several restrictive measures tending to control the
 
situation were taken immediately: operations with foreign exchange were
 

suspended ana 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 larpe
 

nuber of proeucts was prohibited, and those that were permitted
 
could only be imported subject to the Central Bank's prior authorization;
 
taxes wore established on trips abroad, etc.
 

These measures were not sufficient, however, and the government
 
was forced to devaluate the escudo in October 1962, thus giving
 
inflation a loose rein. The sudden increase of the dollar made its
 
first repercussion on prices of the essential products which have
 
to be imported (food, raw material, spare parts, fuel, etc.). and the
 
effect of these raises quickly expanded to the rest of the economy,
 
increasing production costs and forcing prioes up. This, plus
 
detention of the flow of imported products, fanned the flame of 
inflation which rose to 28 percent in 1962 and culminated with 45
 
percent in 1963 (which rate had only been exceeded by Ibanez' three
 
worst years). Another group had had the opportunity to fight in
flation, and another battle had been lost. 

As from the mid-1950s, and stimulated by Ibanez' andAlessandri's 
frustrated attempts to halt inflation through orth6dox eonoo'.." 

• .',
 



'po ie; I-a sttv1* leftward shift of both economists and voters
 
began to,take pliob.
 

The economists' letiast tendency was expressed through the
 
at_ . doctrine, / which emphasizes that the traditional
 
measures of economic policy, such as reduction of the money supply
 
through credit control, taxes, the freezing of salaries and wages,
 
price control, etc. are merely a palliative which attacks the
 
symptoms of a far more serious disorder, originated by certain
 
structural imbalances or pressures within the oconomy. Among the
 
main structural factors there are mentioned agriculture's low produc
tivity, unequal income distribution, the small importing capacity, and
 
the instability, inflexibility and regressivity of the taxation
 
system. These structural factors originate ascendant pressures on
 
the prices of specific and important groups of goods, eventually
 
affecting the general price level. This leads to salary and wage 
adjustments as well as to consequent fiscal deficits, which factors
 
in turn contribute to the acceleration of inflation. Traditional
 
economic measures (credit control, the reduction of fiscal expenditures,
 
tpxes, etc.), while they are very important and should not be
 

.discarded, only help to mask the rundamental problem that crea" es 
inflation. In this way these measures can be more prejudicial than
 
beneficial, since, if they do not affect the structural factors, a 
reduction of the effective demand creates strong social pressures,
 
reduces production, and loads to unemployment, seriously compromising
 
any possibility of development. That is to say, we have here a
 
theory in which, within its policies for action to overcome inflation,
 
a drastic change is vitally important in both the production structure
 
and in that of agriculture's incomes. The guilt for the 10i ram
 
productivity rests with the land tenure structure and the large
 
landowners' lack of entrepreneurial initiative, factors which do 
not let the food supply respond adequately to the technological
 
opportunities and to the greater demand, and consequently create a
 
oonstant pressure for higher food prices as well as the need to
 
import more food. 

The votert leftist tendency was expressed in the presidential
election of 1964 when over 90 percent of the total votes were 
obtained by the two candidates whose programs offered drastio 
.structural., social and economic reforms. 

An important feature of the now battle against inflation was
 
that 'no attempt would be made to defeat it out of hand, but that it
 
would be fought by following a gradual process. As and when the
 

-For-a.fairly oaplete bibliography on-the "Structuralist School," 
seb.Hirohman (.U footnotes'on pp.,2,. an 283). 
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struotural "' changes advocated by ,the, ?overmnent. had effect,, the price."-groth'ate was to be reduced slacily until it reach'ed' er4o after a 
,lapse of,four. years. 

In line with this study's interest, holrever, iihat conititutd a
 
real innovation compared with what had happened under former govern
ments was that the agricultural sector became crucially important
 
in the development process.
 

The key features of the governent's economic program can be
 
sumarized as follts: (a) decreasing the rate of inflation; (b)

redistribution ot Jncome in favor of the most neglectel sectors; and
 
(o)economic development, based substantially on the increase of
 
farsing and cattle production and on the promotion of exports.
 

Out of these, decreasing the rate of inflation, and 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.
 

* -In order to retard inflation, in addition to the usual controls 
over foreign trade (import restrictions, fixing of the exchange rate, 
etc.) and over the amount of money (standbys, credit and issue 
restrictions, etc.), the strugple against inflation was to be based 
on a riid price control, through both state inspectors and a 
campaign to educate the consumer. These prices -ere not supposed to
 
exceed certain growth goals established beforehand. Very briefly,
 
the general targets uere as follnrs: During 1965, with the object of
 
reducing the rate of inflation to 25 percent, price increases of
 
about .8percent would be allowed for agricultral products and
 
2 percent for industrial products; during 1966, in order to reduce 
the rate of inflation to 15 percent, increases of 17.5 percent

would be authorized for farm products and of 12.5 percent for industrial 
ones; during 1967, in order to reach a target of 12 percent of inflation, 
all products (agricultural and industrial) would be allowed an average

maximum price increase of 12 percent, and from then onward minimm
 
rates of inflation would be achieved, with the intention of only

adjusting prices to maintain the real value of the different products.
 

As it can 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 meat, much higher price increases were to be authorized.
 
In order to avoid the farm price adjustments having a very stronp

repercussion on consumers, marketing margins were to be reduced bY
 
trying to eliminate unproductive middlemen as much as possible.
 
After 1967 the policy of stimulating farmers was to continue, but
 
increasing their real inccie not through better prices for tbdr
 
-products but by reducing the prices of inputs, increasing productivity, 
"and rationalizing marketing throuph the creation of ooophrativep
(9,1966 and 1967). 
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"Gien"The iviiportnoe attributed to the gradual stabilization
 
program a to the concrete targets for inoreases 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 goverment's
 
action, a' similar role to that ihioh the fixed exchange rate had
 
h kd under the previous government.
 

The policy regarding renumeration was based on the grartin, of 
waee adjustments equivalent to 100 percent of the increase in the cost 
of living durino the previous period for everyone, seekin the collabo

.. ration of the stron'est and best organized guilds so that they 
would not press for larger adjustments. The exception within this 
scheme was to be farm vorkers, for whom substantial increases were 
contemplated to the point where they would be level wdth urban 
workers in terms of minimum wage and family allowances, together 

.with legislation for all of their minimum wage to be paid in cash. 

In addition ta the redistribution of incomes via price and ,age
 
systems, a strong redistribution was to be provoked through the tax


.sYstem, by increasing taxes and maJdnr thm more progressive,
 
introducing a tax on personal assets, and severely checking evasion.
 
Moreover, fiscal expenditures were ':o be reoriented tWard the most
 

*neglected groups, by initiating housing, education, health and 
agrarian reform programs. 

The redistributive effects of the. price and wage policies
 
announced are clear. On the 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 intended to conserve the non-agricultural workers' buying power
 
and substantially increase farm laborers' real incomes, this
 
redistribution was being forced to come out of non-agricultural
 
producers (or the rest of the world) 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 by-product of the Viotnam War); it had a 
team of professionals and economists of the highest quality; and further
more, being a no political departure that could provide the solution 
for eradicating communism in Latin America, it could count on the 
financial support (renegotiations of the foreign debt) and sympathy 
(the sending of material assistance and many experts) of important 
countries and international credit c-rganisms. 
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During the first two years results as regards the price policy 
were fairly acceptable: with a target of 25 percent increase in 
1965. the end of December was reached with an effective increase of 
26 percent. In 1966 the effective price increase was 17 percent.
whereas the target had been 15 percent. In 1966, however, and 
still more so in 1967, the stabilization program beqan to run into 
difficulties. In the aericul.tural sector, although it was within 
the government's policy to favor wage increases exceeding the 
increase in the cost of living, the explosive growth of unions 
was of such magnitude and their bargainino power so great that 
early in 1968 the government admitted that "the average (agricultural) 
wages, measured by the same monetary value, have doubled" (2, 1968, 
P. 35). Union pressures had similar effects in the rest of the 
econocy, although on a much smaller scale. The result was thet, 
on the average, considerably higher wage increases were obtained !.n 
the private sector than those anticipated (the stabilization pro
jections 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 deceleration of inflation 
occurred in 1965 and 1966 implies a substantial increase in the cost 
of labor in all types of activities. 

The problem became more serious in 1967, in that, in line vith 
the projected rate of inflation, price adjustments of 12 percent
only were permitted. The rise in labor costs, increased demand due 
to some groups' larper buying power, periodical increases of the 
exchange rate (every fortnieht) 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 percent in 1967, measured 
by the consumer price index. Furthermore, since this index represented
the government's major anti-inflationary measure, the government
exercised rigid control over the prices of the products figured 
therein, which tended to cause an underestimation of the price
level's real rise, while also affecting the prices of agricultural
products more seriously (in the present index, items coming under 
the heading of foodstuffs represent nearly 50 percent of the total 
weight). 

Although the government reiterated its decision to improve farm 
prices, the outlook for 1968 was not very promising. In the "ace of 
an acceleration 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 the other hand. the prices of farm products were 
subjected to strict controls to avoid a rise in the oonsumer price
index as far as possible. And, as if all of the foregoing -ere not 
enouah, it was aggravated by an extraordinary drought, augurinp
losses of crops and animals, a decrease in the marketable surplus, 
a scarcity of food for agriculture's own consumption, and unmploy
uent for farm laborers. That is to say, it was foreseaeble that the 
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-shift,of inoMee .viaichanges in.the relative.priee of,produtive 
goods and -factors would. turn against th. agriculturSl economic 
groups, so that part or all of the ground gained in 1965 and 1966 
would be lost. 

- With this brief description of the different goverments' farm, 
price policies' most relevant features, there has been no intention 
to judge those governments' administrative action, as this would
 
reouire the analysis and statistical confirmation of a large amount
 
of economic and social policy decisions, many of which are of no
 
direct interest for the present study's objectives (although in one 
way or another any economic policy decision is indirectly reflected 

factor price system and level). The intentionin the product and 

haa been rather to provide some over-all information that will make
 

it possible to understand better the tentative empirical results
 
that will be obtained in the following chapter.
 



.. Chapter5, 

The "nltolModl 

In this chapter we aim to develop and empirically verify a set 
of theoretical instruments to isolate the effect of the price variable, 
and to detect quantitatively what influence it may have on the economic 
welfare of the different groups that participate in economic activity.
In oher words, it is intended to determine who benofits and to ihat 
extent, and who are prejudiced and to what extent when spontaneous 
or directed changes occur in relative prices. 

SDoreW z rulatio 

In a monetary econocy, the eooncedc welfare of a person or a 
group of persons till be determined (ai. least to a great extent) by 
the possibility of purchasing a larger or smaller amount of goos
and services with the available income. The magnitude of its 
monetary income may vary either because the quantity and composition 
of the products and/or services of productive factors that the said 
group delivers to the econom (and for which it receives income) vary, 
or because the price that it receives for them varies. In the same 
way, the expense is determined and varies in line w-Ith changes in 
the amount and composition of the products and services of productive
factors that it acquires, as well as due to variations in the prices 
that it has to pay for thems A change in any of these variables 
can affect the welfare of a given individual or group, in relation 
to other economic groups. That is to say, the connection between 
monetary income and welfare can only be analyzed as a relative 
concept, as it ,411 depend on the quantity of goods that can 
be obtained with that income, or, in other words, on the buying power 
(or acquisitive capacity) o: said income. In this study we concern 
ourselves fundamentally with the effect that variations in the prices 
of goods bought and sold have on the economic welfare of different 
groups of people. 

If te consider all of the goods and services of productive
factors generated by a given group (including consumer goods as well 
as capital goods) as oS.m, and the destination of this income to 
the purchase of consumer and capital goods (including savings, which 
can be considered as income not consumed at present, but which i;lIl 
make it possible to finance future consumption or investment) as 

e!n lturg, what All happen ,ill be that, permanently and by 
definition, the said group's innome will he equal to Its expenditure. 

31 
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Relating income to exeidt tin period "i," we shall haveIncome
i
 

where T. il be equal to 1. 

S... However, if upon omparing two time periods we assume that the
 
quantities and composition of the goods and services of the productive
 
factors that make up the income and expenditure n tin constant with
 
relation to any base period, and we let only the prices vary, we shall
 

have Yj 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 incoae increase more Than those that make up 
expenditure, the "package" of products that constitute income ill be 
worth more than the "paclcage" that constitute expenditure, and conse
auently Y. > 1. On another hand, if th% (constant) "package" of 

qoods 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 constit,.tes inc~me, i < 1. 

Now, variations in the quantity and composition of the products 
and of the services of productive factors that generate income will 
be reflecting, 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 another hand, for a given income, 
the q'uantity and composition of the products and services of productive 
factors that are accuired depend fundamentally on the economic 
groups' preferences, and also on the substitution elasticity between 
the different components of expenditure. 

Hence, the assuuption that the cuantity and composition of the 
products and services of produot ie factors that constitute income 

.and expenditure remain constant qould imply assuing that: 

(a) in the short run the technology (the proportion in which-the 
factors that generate a given product combine) 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 that allor it to generate its 
income. 

(o) in the short run there are no meaningful ohanges in the
 
producers' and consiners' tastes or preferences.
 

(d) the substitution elasticity botween the different goods
 
produced or consued is zero.
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,,' 'The f.a'assmption is usual in short run economio analysis, as
 
the-introduction of technological changes that may modify the relative
 
ue of :factors meaningfully calls for longer periods of time.
 

Fbr the second assumption to be satisfied, it is not essential
 
that there be no increases oC 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 constant. 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, deilating 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 economic
 
group's indifference map.
 

The fourth assunption is the strongest of all, for it implies
 
that, even when variations in relative prices occur, the "package"
 

•of goods and services or productive factors that constitute a given 
economic group's income or expenditure remains unchanged. This 
assumption should be adopted,.owever, in any analysis in 4dhich 
price index numbers are used.A/ 

JThe need for this assumption causes Laspeyres' index to tend to ovex
estimate the actual price increase, as a greater than real weight is 
attributed to the products which become relatively more expensive. On 
another hand, Paasche's index (which uses each period's tiuantities as 
weights) irould tend to undor-estimate the price increase, as it would 
give too ruch ,reight to goods whose relative price has decreased. This 
ill depend, hoirevor, on the real substitution elasticity between the 
different goods: if it is zero, both indices (Laspeyres' and Paasche's)
 
would give the same estimate* if it is negative (iihich is unlikely, as 
the rood iihose price has gone up should be an inferior one), Paasche
 
would overestimate more than Laspeyres; if it is positive, Paasche's
 
estimate would be belot Laspayres', but not necessarily below the real
 
value. For an interesting discussion of these aspects, see (L8, pp.
 
502-536, espoially section 3). For a complete saumried exposition
 
of the economic theory of price indices, see the works of Staehle
 
( ) and R. G. D. Allen ("
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-On the basis of these assmptions, iee.,.keeping constant the 
',3osioal quantities of goods and servioes .,o. pruotdtve factors 
bought and sold in accord with a given..base period, we shall define 
iryi" as the Dlative Income of Froup "i," and it will be reflecting 

a given welfare situation that could be compared with other situations
 
over time.
 

Aa savings and investment are considered included, it is evident 
that in the base period income will be equal to expenditure, and the 
relative income index will be equal to 1. However, when variations in 
relative prices occur, the initial composition of income and expenditure 
remaining constant, both magnitudes could change, causinR positive or 
negative variations in the index, and that would only be reflecting 
the effect that changes in the price system have on the economic welfare 
of the group in question. If T. increases from one period to another, 

group "i" has possibilities of raising its consumption level (keeping 
iAs composition constant) and hence its welfare.
 

If we consider the eonmW as a whole, we shall have saving,
 
"ex post" allways equal to investment; but while this is applicable to
 
all of the economic groups in the agpregate, it is not necessarily
 
valid for each group, in that expenditure might be greater than
 
income in a given group (so that there would be negative saving).
 
For this to happen, however, another group must have received income
 
in excess of expenditure, and would consequently have a surplus
 
saving that would allow financing of the first group's larger
 
consumption. These transfers ill be considered a source of income
 
coming from the group having surplus savlnfs, which will charge for
 
the use of those transfers a price cnual to the comuercial interest
 
rate for short term loans. On the other hand, for the groups that
 
receive savings transfers, these will constitute a component of 
expenditure whose cost will be equal to the interest rate just
 
mentioned.
 

Like the goods and services of productive factors, of course,
 
iInestment and savinvs are also subject to our assumptions of
 
substitution elasticity being equal to zero (i.e., there will be
 
no variation in the percentages saved and invested although the
 
interest rate changes) and of constant tastes of preferences in
 
the short run.
 

As this model is intended to quantify income transfers caused by
 
the interchange of goods and services of productive factors, the
 
hoarding of both inoome and products and services of productive
 
factors will be excluded from the analysis.
 

Qxpressing the variahle in physical ters, we would have: 
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Xi= i-Y, i 

where-v,°. 	 goods and services of productive factors ohich, 1hen-sold 
t group .ttJ generate income for group "i'.. 

- dand services of productive factors bought frem group 
1Podwhich oonwuently constitute ezpendit~ure for 

group' ",1. 

wlj = price of V.
 

vi price of Zi
 

.If we consider the rates of change of the variable set forth
 
above.,.we have 

E"aj (xi- + vij) - 'bj (wjj + zj) 

comuplying with 7-a~j ~ .b 

where Y, = 	 rate of variation of Y, 

x, - rate of variation of Xi 

vii = rate of variation of Vii
 

wi j = rate of variation of Wij 

Z m rate of variation of Zij 

aij-= proportion of income of group "i" that comes from group 1Jt.
 

bi = proportion of expenditure of group "il that is destined 
to group jl.ll 

Assuming that the quantities of goods and services of productive 
factors bought anod sold stay constant in accord with a base period
"0", we shall be able to detect changes in the rate of change of the 
relative income of group "il (yi) originated by price variations. 

Consequently, if Vii and Zij are considered constant at a knotm level,
 

their growth rates would be equal to zero (vij = zj = 0), leaving 

expression (I) as 

or else 

http:above.,.we


(InJ) y1 (a xi-b w) 

Both "x1 j" 	 and ' ij" oorrespond to rates of varation, between 

two-periods, of price indices of goods and services of productive 
factors transacted between sectors Ili and J". Uder these 
conditions, it is evident that the price of what group Ili" sells to 
group "J" has to be equal to the price of what group "j" buys from 

oupri."orjn other toms j =.wi. Just as xj = vw. 

In 	 line with the foregoing, e.uation (II). would beoome 

(IV) Yj 	 , Z(aij xij - bij gjj) 

i: 	t For, the-prpose of c.alclating the-values of variables "xij and 
~j we can use a modification of Laspeyreo t formula, which' allows 

us to obtain a r.eof variationof a price indox in period 'It" with 
respect to a former period "t-." 

In 	 these terms2. &_, 
r 05j1k.OVko . 

and likewise 

Xio r. o
 
Xii X ,o zro
 

,where k'u 	the quantity of:goods and services of productive factors 
bought by sector "J" and which generate income f or sector

':" "i.':! 
, 

r u the quantity of goods and services of productive factors 
.sold by sector "J" and which !represent expW&iture -for 
sector -Ii." 

.0 	a 7base period. 

t= year for Wdich the index rate of variation is determined. 

Hence both 	xij and xj, represent the rate of variation, between 

period "t-I" and period "t," in price indices for goods and services 
of 	productive factors, weighted by the proportion of income or, 
expenC2Lture attributable to each of time in a base period "0." 
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, In an.inflationary context, the.variation expressed by a price

index can be broken down int two types of movewent:
 

(a) that part of the variation-whioh 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 ohanges
in the relativo prices of certain products. ich can cause a given
partial 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 nore or less than the
 
pricse of the rest of the goods and services in the economy.
 

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 weighted average of the price indices of all the 
goods and services of productive factors transacted in the said 
eoono. . Hence, 

Y = 7 (aij xij bii xii" 

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 eouation for 
each of the economic groulos considered in the analysis, and we could 
represent the "n" groups t'at make up the soono by using the following 
system:


@ * C • C * 5* 

Y (a,, x1 " b,, x,) + (a,, x,2 - b1 2 x2 1 ) +.9 ***+(alnxblxnl) 

Y2 " 1 b2 1x1 2 ) (a22j2 +** (a " + 'bx22) .*+(a ) 

y , "+ - . b,1 X1 ;) +.(a, b ; +000. 

yn (an Xl " bn ix ), (an2.x, 1 bn2 )- ",-:"+ (an.nxbnXnn) 

http:attributable.to
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A32: of tho~se tieiminwi~71 (aj :bi,'xi~ 'ar irrelevant for 
the model's results, as they oanoel theqselves out utuallvy. For
 
instance, in group "i" .if. i n J, aii xi, (aii - b,, z 0 as ai "- bij
) 

'by fenition (if income equals expenditure, the proportion of increase
 
.coming from sales made within the 
same group is obviously equal to
 
the proportion of expenditure corresponding to purchases made with the
 
same group).
 

This system of equations allWs us to isolate anduantlfy 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 yho are benefitted or projudiced and to what 
,extent (values of Y ) when changes in relative prices occur. It also 
,-allows us to detergne which are the ("J") groups that contrib~te, and 
in what proportion, to these implicit income transfers (ajj xij - bijxji). 

Finally, we can also determine-and quantfy.--whether the implicit 
income transfers originated from sales (aij xj ) eor from purchases 
(bij xji) of goods and services of productive factors made in the "J" 

groups. 

If the "n" econoc groups considered cover all of the transactions
made in the economy, and due also to the fact that the model only detects 
redistributive aspects, the mn of the variations in the different
 
grodpq' relative income, weighted by the importance of each group in
 
the total income generated in the economy, should equal tero.
 

That is to say, if we call tht proportion of tota income generated
by group "V'l licit" we shall. have C i ci,=1I forci Y, 2of where 

i'a 1, 0-,'39 49.......n*
 

In other words, havins. isolated the.redistributive effects implies

that it is not possible to use relative price policies to improve a

given group without this implying the simultaneous worsening of another
 
or other groups.
 

The weiahts" used in the equation for each group (aij , bij) , allows 
us to express the variations of relative income with relation to the

totel income generated by the same group. If one wishes to relate the
 
different values of y as well as its components to the total income

generated in the econ., in order to make them comparat'.e with each
 
other in absolute te, it will suffice to weight each veight of income
and expenditure in group "i" its co i~pation in the£ relponding pa

total income, complying with i = 
 o 

Jul, 2, 3...'n and jJ I2,.:3, *o n* 
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The results described above correspond to the descriptive solu
tion, ifhoh iould enable'us to quantify and evaluate "ex post" the 
effects derived from adopting certain relative price policies. 

Eo;ever, Vie model can also be used to obtain normative solutions, 
i.e.. if it is deliberately decided to have recourse to the price
 
system to bone.it or prejudige given proups to a desired magnitude, 
one can fix the values of y that one wishes to obtain, and then work 
out the enuation system to etemine what groups of prices have to be 
changed, and to what extent, to obtain the desired effect.
 

As we aro dealing with an undetermined equation system (we have more
 
variables than equations), we shall have to assume predetermined values
 
for a certain number of variables, so that the number of unknowns shall 
eaual the number of ,ruations. If we have "n" equations, we shall have 

-
a :-ud-= of (n + n) variables. Out of these, "n" variables will 
correspond to the y * whose values we havo ixed beforehand and shall 
try to attain. In dition, there til be "n" xi* variables for i = j 
which are irrelevant for the result of the model. That is to say, we 
shall have "n" equations anJ n(n-1) unknowns, we shall be able to solve
 
the system for the values of the "n" remaining unknomns in such a way
 

e
that they will reach the goels of y that wie have fixed. 

Azx~gition of the M 

In this section we analyze the epirical results obtained by

applying the proposed model to Chile. From the historical information 
presented in Chapter 3 we have sein that, especially in recent decades, 
economic policies have been closely related with presidential poriods. 
Having reqard,to the availability o. the statistical information, the 
fact that tho base for the weights is 1962, as well as the interesting 
chanpes that have recently occurred in economic policy, we have
 
decided to choose the line year period of 1959 to 1967, inclusive.
 
in an attempt at this quantification. For purposes of analysis, this
 
period has been sub-dividee into three: the three-year periods of
 
1959-1961 and 1962-1964, which comprise the first and second halves
 
oT Alessandri's administration, respectively, and the three-year period
 
of 1965-1967, which covers the first half of Frei's administration.
 

We me:e the main comparisons by using the average fiprres for each 
of these three-year periods, thus avoiding circumstantial alterations
 
in the price system caused by elements that are foreign to ,conomic
 
policy (earthquakes, for instance). The sectors utied are those
 
presented in Chapter 3.
 

Table I shows the changes that have occurred in the relative 
income of the different gToups between the three-year periods in 
1959-1961 and 1962-1964.A/ Tables I and 2 show, for different periods 

,he Aponuixpresents details on oloulations of Tables ! and 2. 



Table 1., Total and partial changes in relative inccme. a Period of 1959-61/1962-.. 

Gimwn and 
Total Weight
of 'the Groupb 

ji" 

Total 
Variation -in 

Relative 
Income 

-Inc i
'jij.ji..... 

0 Compo. 
n d 

Partial components attributablg to ekah grUp 
-- (a ifij)'(bixji)o -

Fon- Non-. ResrtLarpe Sual Tenant Agric. Agrc. Agrio, of theProducers Producers Laborers Workrs Producers Wrkers Wotrld(Grou, 1)(Group 2) (Group 3)(Group 4) (Group 5) (Gr*oup 6) (GOp 7) 

1.Laz,.e Podcers 
(4..,-%) + 4.92 

INC 
EXP 
NET 

(-0.03) 
-G..O,07) 

-.0.01 

(-0.06) 
. 

-1.08 

(0.01) 
0,-. 31) 

.0.30 

(1.52) 
4-3,14 

W.-66--

(0.22) ( 213) 
- ) 4-. )
+o.2 7+1.r3 

2.3maUl Producers 
(1.1,3%) + 1.39 

INC 
He 

(-0.08) 
-(-,0,10) 

0NET+0.02-

(-0.03)
_-L - )4

-003 

(0.86) (1.09)
-1.O 

+2.49 -1.09 
3.Tenant Laborers 

(2.08%) +'2.57 
INC 
EL-)
NET 

(2.08) 

+2.21 

(-0.02) ( - ) 
Li.2tj3
+1.03 

(G0.65) 

" 
4.igric 

(0.11%). 
iral Wbers. 

- .+11.97 

INC 
EXP 

(11.90) 
-. ,4) 

(-.) 
--

(.) 
. it,)

(-) 

"NET +11.66 +0.32 40-3-0.35 
5.Nci-Agwicultural 
Pro.ucers 
(68.58%) + 1.28 

INC 
E 
NKr 

(0.20) 
( 0.10) 
-. 30 

(-.003) 
Lo .99J 

.0 

(-.003) 

-0.03 

(0.00) 

40.00 
. 

(-0.83).. 
..... 

( 2.69) 
. 

6 .Non-agricultur 
Woicers -P 

Ic ( - ) 
-(o051 

(
A-. 

- ) ( - )
-(9.o ) 

(-2.90) 
4-3 

.:( )
4.C 

(18.6'80) - 4.6o NET -0.05 +0.07 +0.07 4 J U T 
7.Rest of the World 
(6.1%) 

: 
- 6.14 

INC 

NLT 

(0.57) 

-1.172 

.(13.36) (17.57). 
435 ) ,( 

+17.-57 
-. 

(,o tnotes. on next. pale) 
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Tablel.' (tootnotes) 

aThe Changes have been expressed as percentages of variation between
the' limits of the period considered. Total variation corresponds to 
the algebraic'sum of partial variations. 

bThe "Total Weight of the Group" represent each economic group's 
importance in the Total Income (or Expenditures) of the economy.
(Table ) 

CThe sum of the variations of Relative Incme in all groups, weighted
by the importance of each group in the total income generated in
the economy is equal to zero. (Table 10) 

dINC-Income Component; EXP-Expenditure Component; rTETdifference 
between INC and EXP. 
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of time, the total and partial changes in the relative inomo of eachof the groups studied, ewressed as percentages of ohange in the totalincome received by the group in the base period, between the time

limits o: the period considered.
 

Each Ugure reflects the redistributive income effects only.originated amonp, the different Rroups due to changes in the price
system. In each table, therefore, the sum 
 of all of the groups'
relative income, wreighted by each group's importance in the total

income generated in the econce, equuls zero. 

It will be recalled that the most important events in that
perioe wore the monetary devaluation that took place in 1962 and
the increase in the 
rate of inflation in the second three-year
period. Moreover, an occurrence that was not very important initself, but thich-served the basisas for measures that were taken
later, was thc. passing of an Aprarian Reform Lair (Law 15,020, 
 ofNovember 27, 1962). In accord° with this lair, a decree (Decreoirith Forco of Law N 21) was dictated in 1963, establishing a raise of'50 percent in agricultural iages and ruling that at least 30 percontof them had to be paid in cash in 1963, which percentage was to increaseto 50 percent in 1964. The decrease in in~lation during 1.960 and ,161was attained partly through the exchange policy (over-valuation of
the escudo) and partly by grantins smaller wage adjustments than the
cost of living increaso in the preceding period. When devaluation
occurred in 1962 an pricos started to rise again, union pressurescommenced to increase, tending toward obtaining larger ware adjustmontsthan the rise in prices, as a defense against expected faster inflation. 

Those facts are clearly reflected in Table 1, where, too, theirimportance for the dilferent groups is quantified. So the A
od_2 (Group 1) saw their situation improve 
between the tWo periods,mainly due to their inputs costing less. This is attributable tobonuses granted toward the price of certain inputs, as rell. as toinflation which substantially reduced the cost o %thichcredits,
represented an important part of the said group's expenditure. There was also a rise in the price of certain agricultural products usedas inputs in non-agricultural activities (beotroot and wtool especially),which strengthened the last mentioned effect. In this tray, the nonagricultural producers' (among ihom the credit institutions figure)contribution to the increase of the relative income of Group 1 amountedto 4.7 percent. On another hand, devaluation made returns on agriculturalexports substantially 1arger, offsetting the hirbor cost of inputimports and giving a creeit balance of 1.4 percent. Those gains werepartly offset by an increase in the cost of farm labor, the greatestimpact coming from the tenant laborers (they tore supplying most oftho labor needed by the large producers) with -1.1 percent, reinforcedby -0.3 percent corresponding to agricultural workors. The positiveoffects of devaluation and inflation were greater than those of thehi3her cost of labor, so that the large producers' economic welfareimproved by 4.9 percent between the tWo periods. 
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The Sman Proftors (Group 2) improved their relative income by
.about 1.4 percent, mainly through income transfers coming from Group 5
aid 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 producers, and high
relative prices of the inputs sold by them to other activities).
However, the price of consumer goods they sell declined, causinp areduction of the corresponding income components, the strongest of
which is that coming from the non-agricultural workers (-1.1%).
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 uf labor (it is assumed that they used 
family labor or exchanged it within the same group). 

The Tenant Laborers (Group 3) experienced an increase of 2.6

percent in their economic welfare, 
 between the two periods considered.
 
This is higher than that of the small producers, since they simul
taneously enjoyed the favorable 
effect of the increase in t)e cost
of labor (2.1%) and of the reduction in the relative price of inputs

and non-agricultural consumer goods (1.0%).
 

The Aricultural Workers (Group 4) were those who benefited
 
most from price policies, ob'.aining a 12 percent increase in their

relative income, attributable almost entirely to the effect of the

real riso in the level of 
farm wages between the two periods. 

The Non-Agricultural prducers (Group 5) show a somewhat modest
increase in their-economic welfare-(their relative income increased by1.3%.. The negative effects originated by the drop in the relative
price of inputs sold to agriculture (credit, fertilizers and bonused
transportation, etc.), which effects are reflected in the negative
sign of the partial components attributable in Groups 1, 2 and 3, were 
more than offset by the increase in income derived from better prices
in escudos for exports (2.7%), attributable to devaluation and possibly
to better international copper prices. It is most interesting to note
that the non-agricultural producers' net result with respect to the
non-agricultural workers is very close to zero. Breaking this fiure
down, we find that the income component's influence (a x;) equals
-0.83 p~rcent which is almost exactly offset by expenditure's influence 
(b56x), which amounts to +0.79 percent. This seams 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 0.79 percent took place in
non-agricultural producers' expenditure due to this concept. How
ever, the decrease of 0.83 percent in their incomes because of thedrop in the relative price of consumer goods sold to Group 6 compensates
exactly for the above effect. 
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:In like manner, upon- analyzing the results for N rikur'4. -a 
4 (Group 6), the opposite effect caj be appreciated. The income 

component attributable to Group 5 (a6 5 x6 5 ) amounts to -2.9 percent, 

and is neutralized by the expenditure component with respect to Group 
5 (b 5x*) which is + 3.06 percent. This means thst, despite stronger 
unio 'presure and higher wage adjustments, a real *lecrease took 
place in non-agricultural workers' incomes between the two three-year 
periods, but without consequences for them as that decrease was offset 
by a lower cost of non-agricultural oonsuer products. Despite the 
foregoing, the total chanee in non-agricultural workers' relative income 
was negative and sizeable (-4.6 %). This loss of ooonomio welfare is 
attributable in an important part to the increase in the prices of 
imported consumer articles between the tWo periods, caused by the 
devaluation. 

Finally, the Rest of the World (Group 7) clearly shows the effects 
of the devaluation of the escudo, having experienced decreases in its 
relative income due to a higher price for exports in escudos, and at 
the same timeo increases because 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 seems to have been 
considerably larger than that in the price of imports, as, for instance, 
the deterioration in the rest of the world's relative income attributable 
to non-agricultural producers (22.5%) breaks down into 13.4 perient 
corresponding to higher income from the sale of imports (a75 ' 7 5 ), and 

-35.9 percent attributable to larger expenditure on the purchase of 
exports (b7 5 x5 7 ). This is probably ,ihere anupward tendency in copper 

prices in the international markets began to have influence, reinforcing 
the internal effect of the devaluation. If the deterioration :f the 
rest of the world's relative income was no greater, it was furamentally 
due to the important income transfer from the non-agricultural worke.-, 
caused by a higher cost of imported consumer goods. 

It is of interest to stress the fact that all of the figures are 
pronortionate to the magnitude of the income generated in each group. 
Thus, although we can see that the large producers, smaUl producers 
and tenant laborers have experienced large increases in their economic 
welfare due to deterioration in the relative prices of some inputs 
(credits, transportation, fertilizers, etc.) and consuner goods coming 
from non-agricultural activities, as well as to increase in the relative 
price of certain inputs destined to non-agricultural activities (sugar 
beets, wool), this hae an almost negligible impact on the non-agricultural 
producers t relative income, as the gross income generated by them vas 
more than eight times that of the three agricultural producer groups. 

'When the change of government occurred in late 1964, several 
important modifications took place in economic policy. Among the 
most relevant ones for the objectives of this study, we might mention: 
the intention of improving the real prices of agricultural and cattle 
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farming produots; the will to favor the real increase in farm uages

(stimulating peasant unionization and putting farm laborers on a
 
level with urban ones in terms of minimum ivge and family allowanoo) 
and the upkeep of non-agiicultural workers' purchasing power (through 
ware adjustments equivalent to 100 percent of the increase inliving
costs); promotion of a redistribution o! income toward te neediest
 
groups (through both price systems and direct transfer.'); and the
 
encouragement of exports by means of a more realistic exchange rate
 
which (complemented by returns of taxes and other export facilities),
 
upon periodical adjustment, was intended to maintain the real internal
 
value of exports.
 

Table 2 gives the empirical results obtained from a comparison of
 
the last three-year period of Alessandri's government with the first
 
three-year period of Frei's government.
 

It iould appear that, out of the policies mentioned above, thai 
which ras best carried out was that bf raising workmen's iages in 
general, and especially those of agricultural workers. Thus wze can 
appreciate that the Lare Producers saw their relative income decrease 
by 4.1 percent due to the higher cost of tenant laborers' labor, and 
by 1.1 percent through the hiphor cost of agricultural workers. This 
was only partly offset by a positive transfer of 0.8 percent coming from 
the non-agricultural producers, but this cannot be attributed to better 
relative farm prices (as had been anticipaced when the policy was formu
lated) but rather to a real deterioration in tts prices of inputs 
and consumer go'cs of industrial origin (b1 5 x5l = + 1.0). That is 
to say, industrial prices increased less than agricultural ones, these
 
last remaining practically unchanged. In part, this was established
 
in the policy formulated by the government, as the intention was (and

it was apparently attained) to decrease substantially the real prices
 
of agricultural inputs, mainly through a reduction of the marketing
 
margins. The transfers mentioned, which seem to have been the most
 
important implicit incoerd transfers, caused a total reduction of 4.0
 
percent in the large producers' relative income. Howver, there is a
 
figure which, although it hi -no influence on relative income, it is
 
of interest to analyze in ior. detail. The net relative income
 
component attributable to Cio rest of the world is practically nil, 
which would indicate that. no net transfers have occurred. But upon
 
analyzing income and expeiitu~e corresponding to this component
separately, it is seen that farm exports caused a reduction in the
 
relative income of Group I of approxdmately 1.4 percent, which was
 
compensated by an increase of relative income, attributable to
 
imports, also of about 1.4 percent. This seems to indicate a decrease
 
in the relative price of exports and a reduction in the cost of imports.

Although part of this last feature could be attributed to lower
 
marketing costs for machinery and other imported inputs, the double
 
effect on exports and imports is more symptomatic of an over-valuation
 
of the escudo. And as the escudo has permanently lost value (during
 
Frei's first three years) with approximate relation to the oonsumer
 



Table 2. Total and partial changes in relative inoue." Period 19(2-64/1965.-67. 

Partial coponents attributable to each groip'rot,~( ( x*iS _ 	 .)-(bt )
Total __________I__UVariation in Nob- Ion- RestGroup and Relative Laree SalI Tenant Agric. Agric. A~do. of 'theTotal Weaih 
 Incae Coup- Producer Producers Laborers Workers Producers Workers Worldf the X * -b x nent (Group 1) (Group 2) (Group 3) (Group 4) (Group 5) (Group 6) (Group 7) 

1.Large Producers 	 INC 0 j 0.38) (-0.01) (-o.2) 5-0 (-(.: )
(4.*7%) - 4.0 	 U .1.0o0 4 -c 1.( ) -)-L _L_-_-_.__
 

N~r 	 +0. .7 
 -3.74 -1.12 +0.78 -. e 4n.05
 
2.5aall Producers 
 INC (-0.14) 	 (-0.05) (-0.89) (-1.88)

(1.1o) 	 - 0.96 EXP 0,871 	 05
-( ,
 

NET -1.01 
 -0.05 
3.Tenant Laborers 
 INC (8.43) 	 (-0.03) ( ) (-1.lz)(2.08%) 	 +10.02 
 .- A.i. Li L_ 

N-'r -0.03 +3.53 -1.1 
4.Agricultural 'Wbrkere INC (42.70) () ( ) 	 (-)

(0.11 	 . - 49.01 ' -(-0.28) 0(.4,

NET +4298 +0.55 .0.
59 

.5.Non-AgAcultural INC (-0.06) (-0.04) (-.i) (-0.01)
Producers LXP --	 0) -- - )..L

(68.8%) - 6.93 N0 -0.05 -0.03 -0.11 -0.01 

6.Nors dtural INC ( ) ( ) ( ) (22.00)
Workers 	 E =-0._.06) -0,11) -0,12 -(-7.,4(18.68%) 	 +33o04 40.11NET 	 -0+06 40.13 *29.X2 " +3.32 
7.Rest or'the World 
 INC (-1.17) 
 (-18.14) (-12.03)
(5.16%) -29.55 	 Er (1.,170 2-0.67)--L '.

NET -0.05 -17.47 -1.03
 

(footnotes on.nextpage)
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Table 2. (footnotes)
 

aThe changes have been expressed as percentages of variation between
 
the limits of the period considered. Total variation corresponds to
 
the algebraic sn of partial variations. 

bTe "Total Weight of the Group" represent each economic group's 
importance in the Total Income (or Expenditures) of the economy.
 
(Table 10 ) 

cThe sum of the variations of Relative Income in all groups, weighted
by the importance of each group in the total income generated in 
the economy is equal to zero. (Table 10) 

dINC=Inccme Coponent; DPExenditure Component; NETadifference
 
between INC and EV. 
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price index, this would lead us to think that the said index greatly
 
underestimates not only the economy's real price level when it is
 
used as an indicator of inflation (it does not include many important
 
prices, that or labor among thin), but would also be underestimating
 
the consumer price level (farm exports are mainly consumer goods).
 

The § _.Yr.tqd M who were not affected by the increase in the 
:cost of labor, show a deterioration in their relative income of about 
I percent, attributable _-Auxamentally to lower prices of the consumer 
goods that they sell (all of their income components are negative). This 
implicit transfer of income was especially important with respect to 
non-agricultural workers (-1.9%), who are the main buers of agricultural 
oonsumer goods. However, the negative effect just mentioned was party 
offset by loirer prices of physical inputs and consumer goods purchased 
from non-agricultural activities (2.9%). 

The Tenant La ers improved their economic telfare substantially 
(by 10.0%), as they derived benefit from both the rise of farm trages 
(an increase of 8.4 percent in relative income is attributable to 
this factor) and the lower relative price of inputs and non-agricultural 
consumer goods (3.5 percent 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 percent of their relative income, derived from sales 
of agricultural consuer goods to non-agricultural workers. 

The xrlcutural Jorker as wage earners pure and simple, had a 
spectacular increase of economic welfare. Between the two periods 
their relative income increased 49 percent, 43 percent of which is 
attributable to better wages and the rest to a reduction of the real 
price of agricultural products (0.55% and 0.59%), and, to a greater 
extent, to a decrease in the real price of non-agricultural consumer 
goods (4.9%). 

The Non-AgjicuAtural Producer saw their relative income diminish 
substantially (-6.9%), due especially to a higher cost of labor, which, 
added to a decrease in the real price of the products that they sold in 
the internal market, gave a loss of over 8 percent. This loss was 
partly compensated by an increase of 1.3 percent in their relative 
income duo to favorable prices in their trade with the rest of the 
world. This, which could be explained perfectly by the extraordinary
rices 2f copper, is not as clear as it looks. The income component
 
a5 xn) is practically nil (.005%), while the expenditure component
 

(b 5 x75) amounted to +1.35 percent. The only plausible explanation 
for this phenomenon would be in the over-valuation of the escudo, 
which would have caused an instante--ous 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 neutraliged. On the 
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"otbci hand, the expenditure component. purchaae of, imported.goods
-:and inputs) would have caused an increia. of-the relative income, 

as the cost of imported products would have decreased upon over
valuation of the escudo. 

An analysis of the figures orrespondine to No-Ariultural 
Workers confirms the foregoing hypothesis, as this group, which 
purchases only consumer goods from abroad, saw its relative income 
increase by 3.3 percent due to the reduction in the price of imports.
In addition to this income, the non-agricultural workers enjoyed a 
considerable increase in their relative income, mainly at the expense 
of non-agricultural producers (29.4%). The increase was due mainly 
to better real wages (22.0%), reinforced by a reduction in the price
of non-agricultural consumer goods (7.4%). Besides the above, they 
also received less important transfers from the agricultural producer 
groups, owing to a decrease in the real prices of agricultural 
consumer products.
 

Group 7, which reflects the situation of trade relations with 
the rest of the world, clearly shows the unfavorable impact of the 
overvaluatirn: of the escudo, and, what is even more important, of 
the high prices that copper reached in the second period. Altogothor,
their relative income was reduced by 29.6 percent. The overvaluation 
of the escudo results in similar decreases of both the internal price 
of exports and imports, which can be seen clearly in the foreign trade 
components corresponding to large producers. In the same context, 
the higher price of copper would cause an increase of the international 
price of Chilean exports (expenditure of the rest of the world).
However in the results of Table 9 for that expenditure component 
(b75 x5 7 ) we can appreciate that the effect of the overvaluation 
(lower internal price of exports) and the effect of higher prices of 
copper almost cancel each other out, leaving a net income in the 
prices of Chilean non-agricultural exports of 0.67 percent. 

From the analysis contained in Table 2. we can uzuaritse some 
aspects related with the goals fixed by the govei'ment. In the first 
place, there has been a strong income redistribution toward the worker 
groups (both agricultural and urban) due to higher wage rates. With 
regard to the prices of agricultural products, although the government's
wish had been to improve substantially their real price level, it can 
be stated that their real level could only barely be maintained, 
uma1l decreases being noted in all of the selling proups. Notwith
standing, 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 igidities existing in the 
marketing 1argins of most consmer 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 
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-oonsumer'price index would not only not give an adequate estimate of the 
econoey's real prioe level (as it only includes conswer goods), but 

also be substantially underestimati the price level for consmerwould 

articles. This would also enable us to explain the possible over

urervaluation of he escudo, for if the conainer price index were to 
estimate the rise of the price level very much, adjustments in the
 
price of the dollar would not be enough to maintain parity, thus
 
tending toward a grovinp2 overvaluation of the escudo.
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General Conclusions 

The main purpose of this study has bean to draw attention to an
 
area of research, that of income transfers among different proups or
 
soctors, which up to not.; has been relatively neglected in development
 
literature. We have tried to state the problems involved, and propose
 
a method of analysis that will make it possible to improve economic
 
decision making and policy formulation. Therefore, the main over-all
 
findings are of a methodological nature.
 

If the proposed approach is to be used efficiently for the formula
tion of price policies, it would be desirable to break down the economic 
groups considered still further, including explicitly and separately: 
the government; the middlemen in marketing; a sub-sivision of small 
producers, malcing a separate group of those who display a better 
business orientation (truok.'ardnors in the provinces of Santiago and 
Aconcagua, small fruit-grolirs, agrarian reform settlers, etc.); 
probably a separation of the large producers who devote themselves 
fundamentally to cattle farming, in order to detect the impact of 
policies to encourage cattle raising; etc., etc., i.e., all of the 
necessary sub-dividions to have the greatest possible homogeneity 
within each group of people and the greatest heterogeneity among 
different groups, '4th respect to be part of the price system that they 
face. 

Among some of the most important over-all conclusions, we high
liaht the following:
 

(1) Different econtoic groups within one and the same activity are 
affected in a substantially different way when changes in the price 
system occur, for which reason ageregated results for the entire 
activity as a whole may lead to mistaken interpretations of a given 
price policyts implications. This can be clearly seen when comparing 
the total variations in the relative income of the different agricultural 
groups in Tables 1 and 1. 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. This 
result will cover the internal transfers between the groups that make 
up the activity. This may be fundamentally important in the evaluation 
of policies. 

(2) It can be clearly appreciated, more so in countries liko thile 
-where 	 agricultural 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 trtween the magnitude of 
the transfer and the total gross income generated by each economic group, 
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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' relative income. Inversely, if
 
an attempt were made. in a countzy such as Chile, to utilize agricultural
 
activity as a source of capital for non-agricultural development, the
 
magnitude of the income transfers that would have to be extracted from
 
agricultural activity to have any impact on the non-agrioultural
 
activities' capital formation rate would be so great that it would
 
seriously affect productive capacity and incentives in the agricultural
 
activity. 

(3) In analyzing the income transfers caused by changes in the price 
system, it is fundamental to consider all of the econoy'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 
aw attempt to improve their real inoo-mo through bettor prices for 
their-products. In the same way, in considering solely prices of goods 
in elaborating an ecoromy's inflation indices, without including 
therein prices like those of capital, land and labor (thought could 
oven be -given to some form of including the tax rate as the price of 
services rendered by the government), strong biases are being created 
in the estimates o: the inflation rate (dowmard 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 econoaW. 

(4) The different groups in each activity, as well a3 the type of price
 
policies and their orientation, depend fundamentally on each country's
 
historical and political reality, so that it is inadequate to recomend
 
or transfer price policy schemes from one country to another without
 
iaking the necessary adjustments and modifications to interlock with
 
and within that reality. It can be appreciated from Chaptem 3 and 4
 
that existing political, sooial and economic conditions in Chile make
 
up a structure of relative prices and economic groups which differs
 
distinctly from that existing in other Latin American countries. In
 
the same way, in the Chilean context decisions can be made which,
 

.although 	 just as desirable, might not be feasible in other countries, 
and vice versa. In this sense, relative price policies have been 
freauently used as a substitute for taxatlon in underdeveloped countries, 
where the tax systems are characterized by their infloxibilit7 and 
inefficiency. Although in economic terms this may be a very poor way 
of extracting income from some groups to benefit others, in many 
instances it is the only alternative that is politically feasible. 
However, and as the empirical results of this study have shown, the 
im 1.ications of a change in relative prices are multiple and very 
difficult to isolate. Frequently price policy measures have results 
completely different, or even opposite, to the results desired. 
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(5) Before concluding we would like to stress -soeconsiderations 
tat, although not directly derived from the empirical findings, are 
extremely relevant because of their implications for the Chilean 
development process. 

In this stu-1y we have so far discussed and analyzed the role of 
the price system as a mechanim-! for redistributing income among different 
economic groups. We have elaborated a model that enables us to isolate 
solely this redistrl4butive effect, and have made empirical estImates 
for the Chilean cconoay. The rhilean case is a particularly interesting 
workshop for thJ s kind of analysis, since the strong inflation continu
ously generates shifts in the price system. Additionally, in an 
attempt to halt inflation and to keep the cost of living do, n, successive 
governments have been forced by urban consumers (the majority of the 
voters) to impose a rigid control over the prices of the most important 
consumer goods, creating further alterations in the price system. 
The political awakening and organization or large sectors of the 
population (especially agricultural workers) has originated stronr 
income redistribution pressures, especially through higher wapes. 
Depending on their political and economic power, each group -f people 
tries to obtain privileges, or to create automatic economic mechanisms, 
to protect themselves against inflation. The different degrees of 
success of the various groups generate shifts in the price system. All 
these variations in the relative prices originate, as was clearly 
demonstrated in the numerical findings of this study, important 
implicit transfers of i4ncome among the different groups. 

Howe.er, in ary monetary economy, be it socialist or capitalist, 
the price system also has simultaneously the function of being a 
guide for the efficient allocation of the economWs resources. In 
other words, since the productive resources are controlled by the 
different svcio-economic groups, the price system will determine to 
some extent what proportion of the income generated in the econ' 411 
correspond to each economic group (distribution implications). At 
the same time the price system irll guide the producer groups so that 
they will use more of thoso products or factors whose price is relatively 
lower, and less of those whose price is relatively higher (efficiency 
implications). Those two functions of the price system, which to r 
large extent are conflicting among themselves, are crucial fcr the 
formulation of a strategy of economic development. On ihe one hand, 
social equity demands a distribution of income and wealth that will 
not result in too large disparities in the level of liring of different 
Mroups of people, and the price system is one of the sbvoral mechanisms 
taxes, subsidies, etc.) that can be used to achieve this objective. 

On the other hand, economic and productive efficiency ,?ould reqiuire that 
higher prices would be set for scarce resources and lower for those 
that are abundant. 

In Ctile this can be clearly appreciated in the agricultural
activity with regard to the prioe of labor, which is the most important 
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prive in the economy. A wage fixed in terms of efflcioncy in the use 
"of available resources should be quite low (equal to the marginal ..... 
productivity of labor), as labor is relatively plentiful (one-third
of the active population is used to produce one-eighth of the national 
product). However, due to the extreme concentration of land and capital
in Chilean agriculture (which has made an agrarian reform absolutely 
necessary), this fact would imply that a very small part of total 
agricultural income is going to the wo-ers, while the greater part
corresponds to rents, interests and profits, all concentrated in the 
hands ;f the people who own most of the land and the capital. However,
if wages are raised substantially in order to redistribute Lcome 
more fairly, the people i'.,o are responsible for combining Lhe pro- " 
ductive factors will tend to use less labor and substitute it with 
capital. This higher iraqe, which could be perfectly desirable in 
terms of social justice, is to a large extent undesirable in terms of 
economic eficiency. What this situation could lead to is, for 
instance, that instead of producing vevetables and fruit, the tendency
would be to produce cereals and other easily meohanizable crops which 
would yield a very inferior agricultural product to that which could 
be obtained by using the factors efficiently. 

It can be argued that, as has happened in the Chilean case, labor 
unemployment can be avoided by passing an immovability law. Although
this law may have some effect during a very brief period, the 
adjustment dill soon tend to materialite through at least two 
mechanisms: On the one hand, and assuming that no labor is dismissed, 
to generate unemployment the producers would only have to abstain from 
hiring the people who enter the labor force) from year to year. This 
could be supplemented by using capital intensive technologies, which 
would make it possble to do without a great deal of seasonal labor. 
This means that although no workmen are dismissed no new employment
opportunities will be generated and agricultural labor will huve to 
migrate to the cities, where the same phenomenon is occurring on a 
smaller scale. &,e net result is that, P'though a hiph real wage is 
maintained for those who are still employed, the workers' share in 
the national income diminishes because of increased unemployment.
On the other hand, when this imbalance in the cost of actors occurs,
and if adjustment through unemployment is not allowed, there will 
tend to be an increase in the monetary selling price of goods, off
settinq the rise in the monetary wage rate, thus reducing the real 
wage rate enough to maintain full employment, and at the same time 
again reducing the workers t share in the national income* 

These aspects of efficiency and redistribution -which we have 
described very superficially for labor's case, are also valid for the 
relative prices of the different goods and services generated in the 
economy. In view of these complexities, it seems to us that in Chile 
the use of the price system as a tool for income distribution is not 
recommandable. A small prod act in the econocy, inefficiency in 
rescurce use, unemployment ar.d inflation appear to us to be too. high 
a cost for the attainment of N-ial justice through this m6oh9r.eii. 
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It would be much more sensible (although far more difficult) to 
reach the income distribution goals by making the ownership of the 
factors more homogeneous, i.e., by reducing the concentration of land 
and oapital in few hands, so that profits, rents and interests would 
be distributed among the workers to a greater extent. This process.
which is a part of what is intended as an achievement through Chilean 
agrarian reform, is a very slow one, and at best would only benefit 
a am-al part of the workers. Another mechanism, just as difficult to 
attain, would be to extract through taxation that part of profts, 
rents and interests considered socially excessive, and to redistribute 
it more homogeneously to the ccmunity, through mechanisms that would 
be independent of the price of the factors, such as family allowances, 
educational infrastructure, health and welfare insurance, transportation, 
recreation, etc. 

We have mentioned that these alternative mechanisms (redistribution
of property and/or redistribution of income) are quite difficult to 
use, as they are bound to destroy privileges and over-ride vested 
interests. Agrarian and tax reforms usually meet with solid opposition 
precisely on the part of those who hold economic power and, directly or 
indirectly, political power. Moreover, during the implementation process 
as well as in its subsequent application, there is the danger that 
inef.oiciencies will be generated, that incen.'.ives will be affecLed 
and that uncertainties will be bred. Given the re!ative mobility of 
the capital factor and entrepreneurial cappcity between different 
countries, the outcome could be a flight of capital and entrepreneurs to 
other nations that may offer better advantages. Unfortunately, th6re 
is no easy solution for this problem in a society in which relative 
individual liberty is preserved. 

Despite the difficulties presented by these reforms, we believe 
that, if it is desired to improve the distribution of income and oppor
tunity in a society, it is essential to tackle those difficulties instead 
of yielding to the temptation of falling back on the price system to 
generate the transfers in question. Although it seems easier to achieve, 
redistribution produced by changes in the price system is usually short
livod and generates pressures that take away what has been gained,
while at the same time the economy's produotive capacity is used 
inefficiently. It would therefore appear more fitting to reserve for 
the price system the function of serving as a guide to what is 
plentiful and what is scarce, so that the people who have to make 
economic decisions from day to day may do so efficiently in accord 
with the economy's resource endowment, and the greatest possible
product may be achieved with conseouent welfare for the ooamity. 





Appendix.
 

Several price Indices representing the most important sets of
 
products exchanged between the economic groups have been determined
 
(9). The s1gary of these price indices is presented in Table 3,
 
which shows the values of each index for the different years included
 
between 1959 and 1967, as well as averages for some selected periods, 
all expressed with relation to 1959 - 100. 

In the matrix represented in Table 4, we show the different variables
 
of model (Xj); the horizontal lines correspond to the sets of goods
 

and services that constitute the incoce of the groups that sell, and 
the columns to the sots of goods and services that constitute the 
expendituro of the groups that buy. In both cases the variable is 
shown in brackets, followed by the internal*',ei hts (which allow 
aggregation of partial indices among themselves), and by the symbol 
that represents the pertinent price index, as shown in Table 3. 

From tho information contained in Tables 1 and 2 we have calculated
 
the value corresponding to each of the model's variables for certain
 
selected years within the period of 1959 - 1967. These values are
 
shona in Table 5, and correspond to the average nominal magnitudes 
of the model's variables in the years or groups of years indicated
 
in the Table's heading.
 

Variations in the price system should be computed rith relation 
to an inflation index covering all of the economy's prices, adequately 
weighted according to their importance. (Z p. 137). 

Deflating the variables' nominal values by the implicit inflation
 
index corresponding to each period, we obtain the real values of the
 
model's variables, which appear in Table 6. These real magnitudes
 
are euivalent to expressing the variables' values, in the different
 
periods selected, as a percentage of the inflation index corresponding
 
to that period.
 

In Table 7 we have computed real (deflated) groith rates (xiJ) 

out of some of the periods selected previously. These growth rates
 
have been expressed as a percentage of net increase (or decrease)
 
between the tio periods considered in each crse.
 

The total weights of the income variables (aij). which allow us 

to give the different variables' real growth rates an importance that 
is proportionate to the percentage of income generated in each group 
by the sale of the goods and services that oonsdtute the variable, 
appear in Table 8. In like manner, the total weights of the expenldi
ture variables (bij). whioh ^a1o-e as to give the different variables' 
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real growth rates an importanoe that'is proportionate to the expenditure 
incurred by eaoh group, are set forth in Table 9. In both tables, in 
.,order to facilitate identification, the corresponding variable is 
Sshown in brackets alongside of each weight. 

WIth the for~goinq data (Xij,. aij and btj) we can calculate the 

magnitude and composition of the changes in the relative income of the
 
seven economio groups (as presented in main text tablcs I and 2), 
as per the expression
 

Y, =j (aij x1j bij xj*) 

where i z 1, 2, 3, 4, 5, 6, . 

J a t, 2, 3, 4v, , 6, . 



Table 3. Sumary of price indexes. 8 

Average Average 

Price Idex for; 
(IDrectConsumption Agricultural Products 

(G-neral Index) 
(12) Direct Consumption Agricultural Products 

(Index for Small Producers and Tenant 

19919.961 

00.0 11.9 1.9 

19594961 

116.6 

196 

147.8 

1963 

199.4 

1964 

310.4 

1962-W94 

219.1 

Laborers) 100.0 128.3 133.0 .120.4 142.7 207.4 307.3 219.1 

(13) Agricultural Inputs destined to Agri
cultural Activity 100.0 124.3 142.9 122.4 146.7 208.9 304.3 220.0 

(14) 

(15) 

Agricultural Inputs destined to Non.-
Agricultural Activities 

Exports of Agricultural Origin 

100.0 

100.0 

106.0 

101.4 

I04.8 

99.4 

103.6 

100.3 

132.0 

178.4 

212.6 

298.1 

319.3 

331.2 

221.3 

269.9 

(16) Agricultural Labor (Tenant Laborers 
and Africultural Workers) 100.0 111.3 153.0 121.4 179.1 238.1 344.9 254.0 

(17) Non-Agricultural Consumer Goods and 
Services purchased by High Income 
Urban Consmners 100.0 112.0 118.8 110.3 134.4 188.0 M70.7 197.7 

(18) Non-Agricultural Consumer Goods and 
Services purchased by Low Income 
Urban Consumers 100.0 107.8 111.0 106.6 123.5 184.7 i65.7 191.3 

(I9) Non-Agricultural Consumer Goods and 
Services purchased by Lot Income 
aural Consumers 100.0 104.6 106.0 103.5 113.3 191.4 281.2 195.3 

(1o)Non-Agricultural Inputs destined 
Agricultural Activity 

to 
100.0 106.9 112.6 106.5 124.5 173.3 745.5 181.1 

(II!) Non-Agricultural Capital Goods destined 
to the Agricultural Activity 

(I12) Non-Agricultural Activitiest Exports 

100.0 

100.0 

114.0 

103.0 

120.3 

96.4 

111.4 

99.8 

141.2 

164.3 

200.3 

232.5 

175.3 

321.7 

205.6 

256.2 

(continued) 



Table 3- (continued) 

Price Index for: 

(113) Non-A icultural Workers' Salaries 
and Wages 

(114) Consumer Goods, purchased fr omthe 
Rest of the World 

(1 5) Imported Inputs, destined to the 
Agricultural Activity 

(116) Imported Inputs, destined to No.-
Agricultural Activities 

(I 17) Imported Capital Goods destined to 
the Agricultural Activity 

(118) Imported Caeltal Goods, destined to 
Non-Agricultural Activities 

121 

100.0 

100.0 

100.0 

1O.0 

100.0 

100.0 

16 

115.1 

92.7 

96.0 

95.6 

103.5 

10.3 

1961 

132.5 

98.3 

97.7 

8i.o 

108.5 

108.9 

AvoraFOAerg 
A2Ver§119aAeeg

1929196 196? 

115.9 150.9 

97.0 175.1 

97.9 99-3 

92.5 17.4 

104.0 111.5 

103.7 160.0 

19P.:16 

205.7 "-4.3 210.3. 
. .... 

306.0 332.6 .71.2 

169.8 .47.9 17.? 

.30.1 >24.4 19L.' 

195.8 . M.4 195.6 

289.1 373.0 274.o 

(6ontinuid) 



Table 3. (continued) 

Price Index for ____.- . 96i..J6 
Average 

-1697 

(II) 

(1 2 ) 

Direct Consumption Agricultural Products 
(Genoral Index)
itrect Consmption Agricultural Products(Index for Small Producers and Tenant Laborers) 

406.4 

346.7 

517.0 

537.6 

616.4 

595.> 

513.3 

493.P 

(1 3 ) Agricultural Inputs destinod to Agricultural Activity 4.6.1 586.3 797.2 503.2 
(14) 

(15 ) 

Agricultural Inputs destined to Non-Agricultural 
Activities 

Exports of Agricultural Oripin 
09.5 

335.4 

516.7 

465.7 
596.5 

570.3 

514.? 

457.1 

(6) Agricultural Labor (Tenant Laborers and Agricultural'Workers) ,66.0 8855. 1,140.0 353.939 

(17) Non-Agricultural Consumer Goods and Services 
purchased by High Income Urban Consumers 351.6 447.6 561.4 453.5 

(18) 

(Ia) 

Non-Agricultural Consumer Goods and Services 
purchased by Low Income Urban Consumers 

Non-Agricultural Consumer Goods and Services 
purchased by I w Income Rural Consumers 

330.' 

337.5 

400.1 

387.4 

490.8 

461.5 

407.0 

395.5 
(I10) Non-Agricultural Inputs destinedAgricultural Activity to 335.0'. 431.23.2 510.25o2 425.7 

(1ll) Non-Agricultural Capite_. 
Arricultural Activity 

Goods destined to the 
368.7 465.1 587.8 473.9 

(112) Non-Agricultural Activities' Exports 411.9 622.7 762.7 599.1 

(continued) 



Table 3. (continued) 

ice dex for: 
Edge joexfor:ivera 

_91965 .6.. 1967 
ge 

-

(113) 5=.Asricultural Workers' Salaries and Wages 422.4 574.5 817m2 604.7 
(I 4) Consmer Goods, purchased frce the Rest of the World 408.8 386.3 473*1 4i22 

( 15) Imporzted Inputs, destined to the Agricultural Activity 320.3 337.3 386.3 348.6 
(116) Imported Inputs. destined to Non-Agricultural Activities 263.4 292.9 358.7 305:0 

(117) Imported Capital Goods destined to the AgricutLral 
Activity I1 392.8 418.7 511.8 41. 

('I8) Imported Capital Goods,Actviie destined to IFon.Agrlcultural59 300.3 4-9 590 46. 

aSowrce: "The Effect of Agricultural Price Policies on Intersetoral Income Transfers," by Roberto P. 

Echeverria, unpublished Ph.r,. Thesis, Cornell University, "June19(9. 



Table 4. Composition ane internal weights of the model's variables.a 

Groups that 
i. La~re smal Tenant A-.Acultural 

Groups tha Producers Producers Laborers Workers 
". S . \ .. __ _ (Group I) (Grop 2) (Group 3) - ( o' -4)' 

1) 197118.- 71.41
 

Large Producers (141) 48.2 13 (X12) 19.1 13 (X) 28.6 1) (1.4).100.0 I
 
(Group (oup)19.7 I 80.9 z i z
 

321b
 

(G Prou cers (X21) 100.0 12 (I22.) (1.9 13 (X2 3 ) (X2) 100.0 12
 
(Group 2) 29.1 12
 

9.0b
 

Tenant Laborers ( ) 63.7 16 (X3.) ( ) 12. 13 (4) 100.0 12
 
(Group 3) 363 12 77.4 12
 

Azrcultural Workers (X4) 100.0 U)) (X43) (OW6 


(Group 4) 11100~ 13
 
Non-Arricultural Producers (X51)37.8 1 (X) 50. 1 (X 36.. 1 ( 100.0
 

(Group 37) 15110 (,)5 0. 110 (5)364 10 54)10.

40.6 17 50.0 19 63.6 19
 
21.6 Ill 

(61 ) "63)Non-Aricultural Workers ¢62) (X64) 
(Group 6)
 

Reut o" the World (7)46.3 1 12

(Group 7) 

--

22.0 " 

31.7 117
 

(continued)
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Table 4. (continued) 
Groups that 
 Non- -- * 

Buy Agricultural Ariczultural Rest of
Group _ s-el l. - ,_ Producers Workers.: . . ( Group 5) _( GrMM_6) t h. r l 

the corresDondirg Price Index, according to Table 3. For the definition oF 

.Large Producers(Group 1) (1)4
(x 5 ) 43.1 1(4 ('6) 100.0 I1 :(X7) 100.0 15 

Small Producers 
(Group 2) (Li5) 38.7

61.8 
14
I?. (X 6) woo~ 12, (X;.7) 

Tenant Laborers (x) • (xL) 100.0 12 
(Group 3) 

Acricultural 
(Group 4) 

Woicers(X)(.)X) 
(X4) X46) 

Non-Atricultural 

(Group 5) 
Producers 

(X5565•, 
4 3 . 3 b 
47.7 1? 

(X ) 100.0 1 ( ) !00.0 1 

9.0 b • ., 
, 
., ; , : , 

Non-Agricultural 
(Grouw 6). 

Workers (15) 100.0 113 (xv) 

lost of th. World P(X75) F6.i I1 (XF) 100.0 114 .(i?)
(Group 7) X.4 14 

f.4 
L 

Source: ,p. 
~ 
206. 

- - - 27 5 118 
:, 

in each case the variable appears in brackets, followed by the internal weights an the symb'i reope-sting 
the variables, ae the text. 

bsee the text for an explanation of these variables. 



Table 5. Nominal values of the modelts variables, for some seolcted periods betwem 1959 and 1 9 6 7 .a 

GLobal 
Weightsb Variables 0 -1 1gid 

0208 ?l19. 7 57.1 306.1 420.4 566.? 74.8 
0.38 112 117.7 219.3 530.5 309.2 410.2 530. 650.9 
0.39 113 118.3 219.4 539.0 308.7 412.0 536.8 668.1 
0.04 X1 4 116.6 219.1 513.3 310.4 406.4 517.0 616.4 
1.0? 115 111.0 220.0 513.7 314.2 416.4 516.9 (07.8 
1.58 X16 116.6 219.1 513.3 310.4 406.4 517.0 616.4 
0.21 X17 100.3 269.? 457.1 331.? 335.4 465.7 570.3 
0.03 X;1 110.4 219.1 493.2 307.3 346.7 537.6 595.2 
0.31 Y-2 121.8 219.7 568.0 305.3 400.7 570.7 73..6 
0.01 124 120.4 219.1 493.9> 307.3 346.7 537.6 595.2 
0.30 '25 114.0 i19.9 5D1.2 311.9 378.3 529.6 595.7 
0.47 x26 120.4 219.1 493. 2 307.3 346.7 537.6 595.? 

.0.65 X31 121.0 241.3 723.0 331.3 486.4 70.2 942.2 
0.90 X33 1.10.7 2!19.2 508.2 306.9 357.5 544.2 622.7 
0.01 120.4 219.1 493.' 307.3 346.7 5)7.6 595.2 
O 52 13610.4 219.1 493.2 307.3 346.7 537.6 595.2 
0.11 1 121.4 ;!54.0 853.9 344.9 566.0 855.7 1,140.0 

.?.5 x51 109.1 193.1 447.4 262.2 Y49.2 445.2 547.? 
O0.44 105.0 188.2 410.6 263.4 336.6 409.3 485.9 

(continued) 



Table 5. (continued) 

0.93 
 •190.1 406.5 268.2 336.8 403'3 479.2
o.54 103.5 195.3 395.5 281.P 337.5 387.4
 

4.6X 5110.3 
 197.7 453.5 2 0.7
14.28 .FeA106.6 351. 447.6 .56...4191.3 
 407.0 .?65.7 330.2 40.1 490.8
4*96 99.8 '.56., 599.1 321.7 411.9 622.7 76'..? 
18.68 X5115.9 2.10.3 604.7 274.3 4244 574.50.36 8).7*X71 99.6 M01.4 394. 276.4 362.8 373.9 446.1
2.97 95.9 '20.9 3*.L4 '72.2 299.4 346.i 423.9 
1,84 
 97.0 .71. 42.7 3j-.6 408.8 386.3 473.1 

Implicit Index of Inflation 110.0 
 205.6 484.5 
 -7.3 367.8 476.2 09.-5
 
We have exclded those variablOs having a total wejht equal to zero, 
since they are irreleva t for the
results or the model. 

bSource: Table 10.
 
CFor the delnition of the variables, see the text.
 
dThe indexes corresponding to each period have been elaborated from the data in 
 Tables 3 and 4. 

eThe Index of Inflation implicit in the model corresponds to the weighted average (Weighted by theQaobal Weights) of the indexes of the dilfere't variables in each period.
 



Table 6. Real values of -e model's variables, for some selected periods bet-en 1959 and 1967. a 

Varables -9! 196I 7-4S-!97_ 1w 06 96- 16 
12 107.0 106.7 109.5 111.5 111.5 111.3 106.8 
'13 107.5 106.7 111.' 111.3 112.0 112.7 109.6 

X14 106.0 106.f 105.9 111.9 110.5 108.6 101.1 
115 100.9 107.0 106.0 113.3 113.2 108.5 99.7 

1,16 106.0 106.6 105.9 111.9 1-0.5 108.6 101.1 

X17 91.2 130.9 94.3 119.4 91.2 97.8 93.6 
21 109.5 106.6 101.8 110.8 94.3 112.9 97.7 

' 4 109.5 iof(.6 101.8 110.8 94.3 112.9 97.7 
125 103.6 107.0 103.4 112.5 102.9 111. 97.7 
X26 109.5 1o6.6 101.8 110.8 94.3 112.9 97.7 

X31 110.0 117.4 149.2 119.5 132.2 155. 1.54.6 

i 109.5 1O6.6 101.8 110.8 94.3 112.9 97.7 
Zif 109.5 10f.6 101.8 110.8 94.3. 112.9 97.7 

41 110.4 113.5 176.P 124.4 153.9 179.7 IR7.0 

X51 99.2 93.9 92.3 94.6 94.9 93.5- "69.9 " 

95.5 91.5 84.7 95.0 91.5 86.0 9.7 
5 95.1 92.5 83.9 96.7 91.6 94.7 78.6L 
54.53 94.1 95.0 81.( 101.4 91.8 81 , 75.'* 

r . 96.9 93.0 84.0 95.8 89.8 84.0 80.5 

5,- 90.7 124.( 123.7 116.0 112.0 130.8 

(continued) 



Table 6. (continued) 

Variables 19w9-1961 196,-j9_ 
Periods 

19S.16' -
. 

195 C 1 
105.4 102.3 14.6 9&. 114.8 1'. 

90.5 98.o 81.4 99.7 98.6 7 3.2 
872730-6 98.'2 81.4 7?7 .69.5 

88.2 131.9 87.2 119.9 111.1 81 6 

aource: Table 5. The nomina]-.iues o the variables have been deflated.by the Index of Infaton 
imolicit in the model. ..... 



Tale 7. Real rates of growtha of the model's variables (x between some selected periods. 

Real Rate or rroth in uich Period (, . ) 

bVariables 

X2 
X3 

4 
xi 5 

1959-1-
196?-64 

- 0.3 

- 0.7 
.6 

6.0 

19IW6W1 
1965:-6? 

2.6 

4.2 
- 0.7 
- 0,9 

9/1965 

0.0 
0.6 

- 1.3 
- 0.1 

1965/1966 

- 0.' 
0.6 

- 1.7 
- 4.' 

1966/196-7 

- 4.o 

- 2.8 
- 6.9 
- 8.1 

196L4f1967

- 4.2 

- 1.5 
- 9.7 
- 8.o 

], 
117 

! 21 

0.6 
43.5 

- 2.6 

- 0.7 
-28.0 

- 4.5 

- 1.3 
-23.6 

-14.9 

- 1.3 
7.' 

19.7 

- 6.9 
- 4.3 

-13.5 

- 9.7 

-. 1.6 

-11.8 

X24 

;25 

131 

-

-

2.6 

3.3 

'.. 

6.7 

- 4.5 

- 3.4 

- 4.5 

27.1 

-14.9 

- 8.5 

-14.9 

10.6 

19.7 

8.1 

19.7 
17.5 

-13.5 

-12.1 

-13.5 
- 0.5 

-11;8 

-13.2 

-11.8 

.9.4 

- 2.6 - It.5 -14.9 19.7 -13.5 -11.8 

X36 

"41 

x51 

- 2.( 

11.9 

- 5.3 

- 4.5 

42.7 

- 1.7 

-14.9 

23.7 

0.3 

19.7 

16.8 

- 1.-5 

-13.5 

4.1 

- 3.9 

-11.8 

50.3 

- 5.0 
x5 

X5, 

-

-

4. 
2.7 

-

-

7.4 
9.3 

-

-

3.7 
5.3 

-

-

6.0 

7.5 
-
-

7.3 
7.2 

-15.1 
-13.7 

(continued) 
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Table 7. (continued) 

Real Rate of Growth in each Poriodio
 

12-/ -6L99-6/ 1 964T - " 1965/196 '966/1967 T4/1 
Yje s12k&.64- 1965-6Z____________ 

Y 1.0 -14.1 - 9-5 -11.3 - 7.0 
 -25.,3 
- 4-.0 - 9.7 - 6.3 - 6.4 4.2 .o37.4 - 0.7 - 3.4 16.8 - 4.4 7.8 

X65 
 - 2.9 V,.0 16.1 5.1 11.2 35..6
 
ZI 8.3 -16.9 - 1.1 -. - 6.8 .6
 

23.2 -31.5 -17.1 -10.7 - 4.4 .-9.: 
X6 49..5 -33.9 - 7.3 -270 - 4.3 -35.3 

aSouzzce: Table 6. The real rates of grout)' have bean expressed as the net perceitage of variation between
period "t-1" and period '.It.
 
bt have exIuded those vari.bles hen i=J, alongsde those havi atnotalwe b.of 
zro. for being
 
imelevant, for the results of the 3ol. 

http:s12k&.64


Table 8. Total weights (a j) of income variables a 

Percentage of income coming from each group (ai ) 
Non- Von-

Total Large SuafI Tenant Agricultural Agric. Agric. Rest of 
'Income -Producers Producers Laborers Workers Producers Workers the World 
(in %) (Group 1) (Group 2) (Group 3) (Group 4) (Group 5) (Group 6) (Group 7) 

Lare Proouce ' 
(Group 1) 100.0 13.7 (;,) 8.9 (X12) 9.1 (L 3 ) 1.0 (X14 ) 25.3 (X15 ) 37.1 (116) 4.9(11) 

Small Producers 
(Group 9) 100.0 3.0 (X1) 27.8 (X22) 0.0 (x23) 1.2 (X24) 26.? (x5) 41.8 (06) . (20 ) 

Tenant Laborers . 
(Gr*up 3) 100.0 31.1 .31) 0.0 (X3) 43.-3 (X33 ) 0.7 (X ) 0.0 (55) 24.9 (136) 0.0 (X, ) 

Agricultural 
Workers (Group 4) 100.0 100.0 00 ) 0.0 (X43 ) 0.0 (X44) 0.0 (X45) 0.0 (XiV) 0.0 (X7,
Non-A-ricultural• 
 . "
 
Produers(Group*5) 100.0 3.7 (xs1) 0.6 (X5) 1.2 (x5) 0.1 (x5) 66.4 (x55) 20.8 (156) 7.2 (X5 ) 
Non-Agricultural

Workers(Group 6) 100.0 o.0(X6 1 ) 0.0 (X6) 0.0 ( 0.06 3 ) (X6) 1000. (X65) 0.0 (X66) 0.0(x 
Rest of the
 
World (Group 7) 100.0 6.9 (Y) . ) 0.0 (x3) 0.0 (x) 57.6 (X75) 355 (X76) 0.0 (X7)
 

Source: 2,Pp. 204-291. 
5
a n each case the correpon. .Z variable appears in brackets on the right side of the weights.
 



Table 9. Total weights (bij) of expenditure variables,a 

Peet agje of expenciture destined to each rou 

Total Ron- Non
- Expendi- Large mall Temm Aricultural Agric. Agric. Rest of 

ture Producers 
-

Producers Laborers Workers - ProduCers Workers the World• L
•in__....- j_...1) (Gr%1 g ,e-) (GrogR,4) _(gzm 5)19ro 6) (Oroa-27 
Lz'ge Producers . , 
(Croup 100..0 13.4 (XI) 0.8 (X2) V.2 (X1) 2.6 (X4) .3 (x-,) 0.0(XI) 8.4 

Producers
(Group

P 
2) 100.0 .33.4(12) 7.8 (X2) 0.0 () o.0 42) 38.8 (X5) o.(62) 0.0 (Z7) 

Tenant Laborer 
(Group 3) 100.0 18.7 ( ) 0.0 (23) 43.3 (X3) 0.0 (x43 ) 38.0 (X5) 0.0 (X63) 0. (1.)' 

Agricultural 
Workers (Group 4) 100.0 39. () 12.2 (124) 13.2 (x3) 0.0 (x44) 34.7 (X5) 0.0 (x64) 6.0 (X4)..
Non-gricultural
Producers (Group 5) 100.0 1.6 (1S) 0.4 (X25). 0.0 (X35) 0.0 (x4,) 664 (I5) 27.3 (x6c5) 4. 3* (X.,)-
Non-Aricultural 
Workers (Group 6) 100. 8.4 (X1) 2.5 (X2) 2.8 (X3) 0.0 (V) 76.5 .0 9.8 (X.)/ 
Rest of the " . - .
World (Group 7) 100.0 4.0 17) 0.0 (127) 0.0 (X37) 0.0 (147) 9.0 (X57) 0.0 (?) .0 (7)' 

Source: 2, Pp. 24-29k... 

aln each case the corresponding variable apears in brackets on the kit side of "theweghts. 



Table 10. 
Global Weights of the Model's Variables
 

r Slnon-
Large Sall 

Producers Producers 
(Group 1) (GrouPP) 

Tenant Agricultural 
Laborers Workers 
(Group 3) (Group 4) 

Non- Rest. 
Agriculturat Agricultural of'tbe 
Producers Workers Pord 
(Group 5) (Group 6) _(Group 7) TOM 

Large Pr6ducers 
(Group 1).. 0.581 0.376 0.388 O.O43 1.072 1.575 0.208 4.243 

Amall Producers 
(Group 2). 0.034 0.313 0.013 0.295 O.470 1.125 

Tenant Laborers
 
(Group 3) o.647 
 0.901 0.014 
 0.517 .2. 2.0-. 

Agricultural Workers

(Group 4) o.1o 0.1l0
 

Non-Agricultural

Producers (Group 5) 2.518 0.436 0.791 
 0.038 45.558 14.281 4.957 68"57;
 

Non-Agricultural

Workers (Group 6) 
 18.682 
 18.682
 

Rest of the World
 
(Group 7) 0.355 
 2.973 1.836 5.164
 

TOM 4.25 1.125 2.080 0.108 68.580 18.679 "5.i65 100.00
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