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PREFACE

The literature of economic development has given congiderable
attention to the role of agrioulture in economic development, the
mechanisms of transfer of resources among sectors and the role of
price in those transfers. There has however been 1ittle empirica)
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-economioc groups.

Roberto Ccheverris makes a larpe contribution by seeing the
allocative and distributive effects of relative price changes and
by seeing the distributive effects as influencing not only relative
rates of capital formation but also relative consumer welfare.

BEcheverria defines a set of socio-economic groups which are a
product of the historical environmment of Chile. He emphasizes that
suoh definition must be specific to each situation. He then develops
& 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 ploneering in all these respects and provides the basis
for important related anslysis in other countries and circumstances,

Roberto Echeverria's study of the relationship between price
policy and intersectoral income transfers has formoed part of a
larger study of agricultural prices carried on at Cornell University.
Much of the larger study has been financed under s contract with USAID.
The early stages of Roberto Echeverria's work weis carried on with
the financial assistance of the Rockefeller Foundation, which also
assisted ‘rith 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
interseotoral income and ocapital transfers; (2) the effect of price
relationships on agricultural production and markeling and; (3) the
faotors affeocting urban prices of agricultural commodities. Thus,
in total these studies are concerned with the effects of agricultural
prices on the nonagricultural sectors of the oconomy, with their effocts
in the agricultural ‘sector and with the manner in which agricultural
prices aro determined. Over the course of tho larger study a substantial
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number of studies are being carried on in various countries and dealing
with various aspects of the processes. At the completion of these studies
an effort will be made to pull them- together into an integrated view of
the role and functioning of agricultural prices in the development
prQCOOS.

. 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 researoh experience so as to enlarge
the pool of trained manpower for the analysis of such problems.

"* Por this purpose, the research in this project 1is acoomplished
primarily by Ph.D. candidates at Cornell University who use 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. Echeverria is part of that program and 1s drawn from
his Ph.D. dissertation entitled "The Eftect of Agricultw.-al Price
Policles on Intersectoral Income Transferc," completed at Cornell
University in 1969,

' This manuscript is an edited and abbreviated version of Roberto

Echeverria's Ph.D. thesis presented at Cornell University. The
initisl editing and condensing were performed by Roger Montgomery.

John W. Mellor
Itha'cg. Rew York

June, 1970 -
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Chapter 1
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
devaelopment theorists to the avallability of capital for investment in
different productive sectors, as well as to the welfare of different
groups of people., The vies that we will try to substantiate in this
study 1s that tho 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 want to make economic analysis
realevant to policy decisions.

One of the mechanisms most frequently mentioned in literature

on economic development, and which would make it possible to effect
income transfers between different economic siotors, is fluctuations in
the relative prices of the goods and services interchanged between
soectors. The Preferred sectors or activities for tho purposes of

carrying out this analysis are agriculture and industry, and reference
" is usually made to the concept of intersoctoral terms of trade as an
instrument that would facilitate the adequate implementation of income
redistribution policios 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 bo the causo of a real income transfer from the agricultural to
the industrial sector, or vice versa.

Many authors have formulated theorios and elaborated development
model s in vhich the terms of trade concept just described is used,
and in which it is employed as a mechanism for the purpose of
extracting--through changes in the relative prices--an economic surplus
from the agricultural soctor, 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 tems of
trade as a tool for economic development, in line with the concept
described in the above parsgraphs, is empirically ambdguous, theoretically
inadequate, and politically inoperetive., We shall propose in this
study an alternative approach to the problem, elaborate an adequate
set of thooretical tools with which to promote this new approsch, and
then verify it empirically with information teken from the Chilean
economy.



Thus, our interest will be only in that part of income transfers
offected 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
economic groups operating therein. These two functions ¢f the price
system are conflioting. If on the one hand the price cystem dotermines
the proportion of income that will correspond to each ecoromic group,
on the othor hand it will be ordenting the producer groups so that
they will use more of those factors whose price is ralatively
cheaper, and vice versa. Social justioe would require that not too
many inequalities will be generated in income distribution, while
economic efficlency would require that a lower price bo assigned to
those factors that are most abundant, and a highor price to those that
are scarcor. 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 policias
and their implications for economic development.

Our central hypothesis is that, in analyzing relative price
policies as a mechanism for redistributing incomes in the econowmy,
the sectoral division should be done in terms of groups of people,
according to their economic power and their role in the productive
process. It appears theorotically inadequate to carry out the
sectoral division in terms of the type of products or services generated.
Within each productive activity, those who experience inoreases or
decreases in their real incomes are people, not products, and the
way, sense and magnitude in which they aro affected does not depend
on the fact of thoir being classified as belonging to a given
productive activity, but on the direot 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 any means be treated as
a homogeneous set of poople faced by one and the same price systenm,
and supposedly reacting and being affected similarly by relative
price changes,

" Within the asricultural activity (as also in somo other activities)
there are groups of people who are faced by one and tho same change
in relative prices {rom completely different angles, which detormines
the manner in which they aro 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 boen ponalized 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 ("™Minifundistas"), anell and medium producers who produce
for the market, efficient large producers, inefficient large land-
owners, "imquilinos", '"inquilinos'-sharecroppers, landless or outside



laborers, people settled by land reform, sharecroppers, etoc. All of
these groups are contemplated as having different roles in a proces: of
development, some of which must be protected to subsist while others
must be transformed or dissppear. Assuning that it would be worthe
while to know that an incomo redistribution has been made from the
agriocultural sector a: a whole to the industrial sector, this talls
nothing unless we kno: whether or not these better relative prices
have bonefited the industrial producers (who "could" invest :their
inoreased profits as the economic development theorists sugpest),

have been passed on to the urban conmmers, or have been channelled to
the govermment (via taxation) or to the rest of the world. Hence,
unless the intorrelations of the different groups existing irithin
each sector, and between sectors, are explicitly taken into acoount,
the concept of intersectoral terms of trado is inoperative as an
indicator that would allow any improvement in econonic policy
decisions., :

In order to presont more clearly the orientation of the present
study, ire make oxplicit same general considerations that have influenced
the approach that wo have taken.

First, the study is fooused on the short-run implications of
price policies. The reason for this is that in the long run substantial
changes take place in the parametors and veights 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, fraom both their origin and their destingtion.

Third, while changes in the system of prices undoubtedly craiate
inocome transfers, this knowledge is largely irralevant for the
formulation of price policies unless we know who is receiving that
income and vho is being deprived of it. Therefore, we 11ill try to
detect which groups of people are benefited and which groups are
penalized by an induced or spontanecus ehange in tho price system.
It would seem that the bigrest issue in economic development is not
how to achieve just 'development" but "development for vhom." 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 oecur within each productive sector.

Last, ve shall take the position that the identification of
what groups of people belong in each sector, as well as of their
econanic inCerrelations, depends on the characteristics that are
peculiar to each underdevaloped country. These charscteristios .
can only be evaluated within each country's historical and palitical
context, for wvhich reason it makes little sense to formulate theories
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ymhj’.oh boMto g-grgorihir;odmo ﬂoﬁé»béﬁwo&h givw.eécéox‘é or ~~g'ximxpt!.
': "or which attenpt to repeat the experience of already developed countries
out of ocontext.

: In-order to verify empirically’our hypothesis, we noed to supply
data ‘for the different economic groups selected in accordance :rith the
historical and political context of tho Chilean economy. These data
need to be alaborated to obtain two systems of weights and a group of
price indexes for specific commodities. One of the systams of weights
is required to differontiate the different components of incomo and
expenditures of the cconomic groups,, as well as the rolative importance
of each group with respect to the others., The second system of weights
permits the aggroration of the various partial price indexes in order
to obtain a measure of the change in the price of different baskets of
goods {ransacted among che groups.

The proverbial lack of meaningful data in the developing countries
became-evident in this type of research approach, and-on several
occasions it has becn necessary to complement tho existing data with
assumptions or porsonal judgments. Furthermore, exsn in cases where
fairly: pomplete statistical sories are availabla, there are strong
presunptions 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
consistont with tho econosiic events, and which taie into consideration
most of the price data available. for the Chilean econdtfy, the main
purpose resides not in the numerical firdirngs fora'specific case
that might be substantially different fr.a most others, but on the
methodology to approach this type of prohblem in underdevaloped
countries. ‘ . '

Chapter 2 sets the framework for definition of sectors and the
terms of trade. In the first part of Chaptor 3 ve base ourselves in
historical evidance for the Chilean cas~, in order to define in a
meaningful way the most important economic groups opsrating in the
Chilean agriculture., In the second part of Chapter 3 % short
nistorical reviev is provided of the past pricerpoliciés and their
relation with the process of inflation in Chile, The objective of
this seotion is to give saze insight as to how the Chilean economy
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 shou 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 attompt to tho ampirical
quantification of the proposed model. In the last part of Chapter 4

- an attempt i1s made to evaluate the most recent price policies,
comparing those policies' objectives tith the empirical results
obtained with the analytical model. Finally, in Chapter 5 we explore
implications of tho analysis for Chile's economic development, and
outlino some of the general condlusions of the study.



_ . Chapter 2
‘The Concept of Sectors and Terms of Trade

The area of interest in this study is that which circumscribes the
analysis of the terms of trade as a tool of economic policy used for
changing income distiibution in an oconomic development process. It
is therofore essential that the analysis shall consider different .
sectors or economic groups between which these income flous will
occur, IC is evideat, to., that any income redist.ribution process
can only bo analyzed in connection trith a given oconomic dovelopment
strategy, designed to attain specific objectives (explicit or implicit),
failing which it becomes a mere description of an historic-economic
phenomenon having no ncrmative implicatdons.

Out of the several mechanisms that could produco income transfors,
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 the sel of productive and commercial
relationships that decide tho interchange of the goods and services of
productive factors i. the economy. Tho areca covered is unquestionably
full of political, social and cultural implications. The fact that
the approach is of an economic nature, and aimod only at isolating
the effect of the price variable, does not imply thal these other
aspects have boon left aside, or that they lack importancoe, It is
basically necessary that they be adequately considered as an insti-
tutional frameworic within vhich the oconomic variables operate, and
which conditions the mannor in which theso variables are interrelated,
as well as the economic results derived from them. In many underdeveloped
areas it is possible that these non-economic factors may acquire so
much importance as to affect sericusly the empirical validity of the
assumptions on which economic theory operates.

Agriculture and Econamic Development

There is at present an almost unanimous consensus that oconcamic
development implies different growth rates in the various productive
sectors of the economy. In this dynsmic process the industrial sector
will oventually grov faster than the agricultural sector with relation
to population and <he contribution to gross national product.

If 1t is admittnd that one of the limiting factors in the economis
devalopment 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
that: .d'serious dovelopment effort should be based mainly on internal
savings. Many theoretical essays regarding economic development
stratugy emphasize the existence of a large but under-usod onpacify
for saving in the agricultural sectors of most low incame countries.

5
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They furthemeore suggest that this saving potential should be used to
finanoe industrial development, and that the adequate mechanisms
should be implemented to redistribute the fanmng sector's income in
favor of the industrial one. Authors such as Mellor (2}, 22), Fel
.and Ranis (}1) and Nicholls (25) put the concept a little more
precisely, making it clear that, if an oconomic development effort
is to be succossful, the nuot use of investment funds in the farming
_sector should be minimized, or, as far as possible, the ‘arming
sector should make a net income contribution toward industrial develop-
ment, but with no implication that this should deprive the farming
sector of investment capital ontircly.

It is also assumed that most countries intend to distribute the
benefits of thelr economic devalopment as widely as possible, and
this calls for a large incomo flow tmeagdmtEe farming sector to
provide basic social capital, oducation, health, industrial consumer
goods, otc., as wall &s cortain nonagricultural inputs, such as
foertilizors, insecticides, eic., which aro required to increase

agricultural productivity.

It can bu seen that there are two theoretically opposed tendencies
in connection it} the cestination of investment funds generated in
the economy, and that more or less s0lid arguments are advanced on
both sides.

Consequontly, the most important development policies would
include those vhich have to do 1ith the mochanisms which might create
income transiers from and to the farming sector. Among the general
objectives of this study is the important one of supplying data that
will mako it possible to render these transfers adequato in the most
efficient possible mannor, in order to attain a saif-supporting
developmont process with the maximum welfare for the population.

Agriculture and Income Redistribution

v There are three principal mechanisms that originate intersectoral
. .income transfers:

1. Varjations in the price system: Both price policies and
inflationary pressures cause changes in relative prices over tiwue,
vhich is reflocted in the intersectoral terms of trade. This is
probably one of the main channels through which irtersectoral income

n::: nove, ospecially in a context of state intorvention ir price
8o NEe

2. Volumes of goods anJ services of productive factors bought
or_sold by each sector: Anothor income redistribution mechanism via
intersectoral transactions would be variations in the physical volume
of goods and sorvices of |, roductive factors exchanged botwoen the




?
different sectors. In a certain socnse, this mechanism is also related
to prices, depending on price elasticities of supply and demand, but
irith this classification we are trying to emphasize the physical flows.

-Jo Direct Income Trangfers: Taxationt constituted » fundamental
mechaniam for extractin; income from different sectois. Taxationh
ralative importance in each sector, both 1Ath relation to other sectors
and with respect to the population strata within each sector (e.g.,
meagsured with relation to each group's contribution to national
income), 1111 determine the magni‘:ude of the incame transfer to the
government. On the other hand, direct subsidier would be equivalent to
nogative taxation, providing the receiving group ith income. Among’
direct transfers it would also be relevant to consider inheritances,-
donations and other transfers that have no counterpart in goods or
servites of productive factors,

Sectoral Mvigion

To analyze intersectoral ir.come transfers with any mechanism
(especially %n the case of relative prices) it is essential to define
the sectors to bo included in the analysis in advance and in such a
way as to leave no room for mistakos. It is unfortunate that one of
the aspects of the pertinent literature displaying tho greatest
divergencies and most controversy is that of the sectoral division used
to analyze prohlems of underdevelopment.

Most authors simply evade the problem and, although they specifically
mentlon other sectors in their zralyses of undereveloped occnomies,
they concentrate their arguments on the need for expanding the industrial
sector as quickly as possible. According to thsm, this would be a
neodssary and sufficient condition for the attaimment of economic
developmont and thoro would be no need for explicit concern about a
sector 1ike the faruing one, inasmuch as it would adapt itself almost
automatically to the industrial sector's demands and requirements.

Novertheless, experience has clearly shown the limitations of
attaching importancn only to industriali:ation, and at present the
idea that technical progress and the creation of a fam surplus are
decisive stratogic factors in the development process is meoting with
increasing accoptance (see 15, 25, 26, 23, 24).

It i3 unfortunate that, despite the foregoing, the framework of
analysis continuos to be confisod., To bring other sectors into the
analysis it must first be decided vhat part of tho economy, or who
will bo included in each sector, and then it is necessary to dotemine
the composition of the investment and the direction of the capital
flous (incomes) between said sectors during the development process.
It -is preciscly in those aspects that most authors fail through
indbility to offer an analytical framework important and useful enough
for tho formulation of concrete economic policies, We shall define a
set of sectors appropriate to Chile and our analytical program in
Chapter 3.




Th Intersoctorel farms of frede

: The oxpression "tems of trade" is usually employed in referring

to the ratio betieen the prices of products and services that are

traded between two or more countries, sectors or socio-économic groups,

"Although the origin as wall as the most extensive use of this concept

~ have been related with internationsl trade, thoy have recently been
‘genoralized to describe changes in the price system of goods generated

in different productive sectors.

B As a tool for analysis, tho termms of trade have been used somevhat
“differently by the several authors. On the one hand thero are those
who paint them as a descriptive tool. In this sense, they would be
dealing with a statistical coefficient or index calculated to describe
long tem trade tendenclies via the historical behavior of the price
relation of the goods being traded. Another emphasis is that which
considers the torms of trade as a tocl for policy, which 1s a generic
allusion to the fluctuations in the price system existing between

two sectors, and the effects that those fluotuations (caused either by
market forces or state intervention) would have on economic activity.
This is the coloring with vhich they w'1l be used in the present
research project,

Tho rolo of the domestic terms of trade has only been analyzed in
devalopment literature with relation to the transactions that are
effocted betueen nroductive sectors (more specifically, between the
agricultural and the industrial sectors). The present study 1All 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 concretaly state several functions that can be performed by the
intersectoral terms of trade.

) In the first place, the use of intersectdéral terms of trade has

" been described as a mechanism that irould make it possible to increase
savinrs, This is a position taken by W. A. Lewis in

reierring to agriculture and industry as soctors that produce different

- goods and trade irith each other. Assuming that only industrial profits

are saved and subsecouontly reinvested, any mecharise that affects

-

uT’ho approaches of Prebisch, Singer, (olin CQlark, ot al., would fit
tithin this position. for a summary of their statements, see M. K.
Atallah's study on long toxm fluctuations in intersectoral terms of
trade (2). Bellerby has given them another use in consicering the
relation betveen rural and urban retail prices as the cause of the
differential betieen these sectors' incomes. See especially (4),
Chavter XV: 'Relative Retall Prices."



-i’'those  profits will affect national savings if the agricultural
sector increases its productivity, the economy's wage level will

© tend to increase, which ir turn would reduce profits and savings.
The only possible way out would therefore be for the tems 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 alastic and growing
demand for foodstuffs), the deterioration in sgricultural temms
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 (21, pp. $5-97 and
22, ppe 33-2), S. R. Lewds (17), R. Krishna (16), ot al., 1s to
use the terms of trade as an indirect tool for tgxation. This
pos. llation has the same foundation and objective as that formulated
by W. A, Lewis, Inasmuch as there is a certain amount of skepticism
-.about the 1likelihood of market forces leading to a deterioration
of agricultural tems of trade in an underdeveloped country (21,
pPe 95), the possibility is suggested that the govermment intervene
direotly 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 the agricultural sector, have been profusely applied in under-
developed countries, especially in those that have gone through
iong 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 i8 an open disagree-
ment with the foregoing ones, is that postulated by T. W, Schultz.
According to this author, tho relative price system performs a most
important and irreplaceable function, i.e., %o generate gncontﬁos
for orienting resources roduction in an efficient manner.
Schulte, who is a staunoch upholder of a free and competitive market
system as the conductor of economic activity and as a mechaniem

‘ USchultz states that ",,.there is as yet no known way of organizing
and integrating the production activities of numerous farmers among
sach other and with the rest of the economy except by a system of

~prices..." 'Moreover, in countries which have been pursuipg a mono=

~14thioc policy of rapid industrialization one finds, whether in Chile
or India, fam product prices too low ani badly distorted, agrioul-
cural input prices too high and also distorted, and the prices of
the consumer goods and services that farm people buy rising relative
to the produots they sell and the goods declining in aquality"

(31' p’ 62) [
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fox;',réffl'icimt resource distribution, strongly criticizes any attempt
to use the price system as a tool for indirect taxation or for
;transferring income between sectors. He states that the incentives
""td inorease productivity are destroyed in this way, and that the
develomment process would thereiore be hald back (28, p. 128).

"In some low income. countries in which economic
growth has become a major goal, one of the aims
is to transfcr 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 produot 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 terms of trade as a mec for orienting sectopal
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 manner, the temms of
trade should not be deteriorated (in the long run) against either
of the two sectors (lg. P y‘5).

The mechanisn 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,

",eethe 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 actusl
growth path to turn back toward the balanced-growth
path. Govermment policy may be assumed to work in
the same direction if the price system proves
inadequate, "

We are going to propose a fifth approsch, which, widle it has

been neglected in development literature, seems to be the most

~ adequate one for the purposes of this research project., Uhile

" fluctuations in the terms of trade admittedly cause income flows,
their use as an economic policy tool makes no sense if one is woridng
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 inoome distribution and
affecting its production incentives.
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- For the purposes of orienting econumic policy, it is entirely
irrelevart to know that more auintals of wheat are presently needed
to buy a plough or a tractor if it is.not known who is buying and
_,who 1s selling these products, and in what proportions, as well
as the inputs and factors reeded to produce them, and who, in the
last instance, within each sector, pays for or receives the benefits
of theso transaciions,

If, as already proposed, we consider all of the transactions of
products and factors, it is evident that what means moro inocme for
some people involves heavier outlay for others, and ar a large part
of the transactions are effectod 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 irorse off than before in tems of
real income can be attributed to multiple combinations (many of them
entirely opposed and conflicting among themselves) of benofits and
sacrifices on the part of the different groups of people of whom
each sector is composed. This situation is especially valid in
Latin Amerioca, 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 48 not only inadequate but could also become
dangerous because of the grave mistakes that could be made in
economic policy,

The foregoing paragraphs have placed emphasis on the agricultural
activity because, unlike othors, it i1s a way of 1ife rather than a
way to make a 1living, and in the last instance productive and trading
relations are those which determine the political and social roles
ard 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
gectoral distribution of income may be affecting in an entirely
undesirable and pernicious way the functional and personal distribution
of the income of groups existing within each soctor. Hence the
analysis should be oriented toward asoertaining upon whom the cost
falls, or who enjoys the benefits of a given decision of price

polioy.

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,
inoentives 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) landotmers and commercial producers, etc. With this approach
there is no intention of artificially brealdng down or splitting up
populations that have already beon disintegrated by historical
causes, but vhich for (voluntary or involuntary) lack of knowledge
a8 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 judgBent;

as wall as full public responsibility, as to whom those decisions
penalize or benefit, and how.

“¥»"Y chilean denomination for those individuals who have access to a

certain area of land on which they aot as small producers, but who,
~ in .exchange for their prevarious tenure, have to supply labor to the
“master's enterpriso, '



Chaptor 3
Definition of Sectors for the Economy of Chile

As postulated in the preceding chapter, to develop a theoretical
set of instruments to analyre 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 vhen viewed by itself, becomes fully
relevant when placed in a broader scene in which political, economic
and social factors aro interacting. This also applies to a given
econonic fact: 4its adequate interpretation reauires an over-all
understanding of the problem, of its historical perspective, of
its economic and "noneeconomic" ramifications, and of the concrete
impiications 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.

e ! " cture of Chilean culture

Carrying on from the historical data given in the preceding
seotions, we can attempt a first approach to the most important

econonis groups operating in the agricultural sotivity. These
would be:

As__Llarge Producers (Group }): Inocluded in this category are the
exploitations called 'fundos,” "hijuelas" and "haciendas.™ In
accordance with the typology established in the Intep,American
Cormittes for Agricultural Development (CIDA) study,d/ these

Y CIDA's study (8) defines four large groups of farm exploitations
acoording to size, exprossed as the number of men that each exploita-
tion requires per year. Tho Sub-Family Grour includes very small
farms on which there are less than two aclive poople and usually
have less than five hectares of total ares. The Family Group takes
in all those axplojtations that have an astive population of from
two to four poople, and in the Contral Zone vary between five and
fifty hectares, depending on the quality of the soil. The Medium
Multifemily Group covers fams that emplcy from four to twelve active
people per year, and in the Central Zone are exploitations of from
20 to 200 hectares, according tothequality of the soil. Finally,
there are classified in the Large Multifamily Group all explodtstions
that employ over twelve pormanont workers in the year, as well as
{arms having a total area of 200 hectares and over (8, p. 283),

13
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corresponc to the large and medium multifamily exploitations. In

all, the said exploitations accounted 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 ovmers,
renters, occupants and concessionaires, besides managors, 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 3, 5,
12, 19 and 70). Among the most recent ones there is CIDA's study
which, referring to the large multifamily exploitations, stresses
the following:

'These exploitations are conneoted 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 18 the owner or rentor {the master), or a
delegate of hig, who count on obe’ience from a sizeable
number of permanent workers, mostly 'inouilinos' and
outsiders (transients), with thc establishment botween
them of highly dependent living and workdng relations"
(8, p. 48). "The labor structuroc is in the form of a
pyramid. At the top thore is a 'master', owner of the
exploitation or not, who often dolegates his producer
functions to a 'manager,' who is seconded by a sories
of supervisors (stewards, strawbosses, halpers, etc.),
cierks and employees who take orders directly from

him (keyholders, warehousemon, stable-hands, etc.) or .
from the supervisors. The last named give orders to a
whole range of woricmen, resident or not, pormanent or
not, called 'imuilinos' and obligatory laborers, volunteers,
outsiders, laborers, etc., of whom the first named are
the fundamental base for recruiting the oxploitations'
labor force, as most of the volunteers depend on them."
"Producers in the large exploitations of Central Cuile
koep closely in touch with the country's business or
industrial elite, through socioeconomic, political and
family connections" (8, p. 49).

With regard to medium multifemily 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

shoin 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" (8, pp. gl and 62),
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Hence one ocan assume that, in those aspects that are of interest
for this study, there is enough similarity between these two types of
exploitations to justify considering them as a single group, that of
Large Producers. These producers apparently face the market under
quite favorable conditions (with relation to the rest of the agricultural
groups), and through relatively well developed marketing channals (they
have access to foreign trade, private banking, the sources of input
supplies, etc.). Due to their considerable economic power within the
sector, they are in a position to negotiate to their own advantage
many of the economic policy decisions that might affect them, as well
as to bring considerable pressure to bear on the making of those
decisions.

It must be made clear that, on the strength of the most recent
processes of change in the agricultural sector, it would appear that
there 1s a beginning within this group of exploitations to produce a
transition from a relatively traditionsl productive structure to a -
more businesslike and technically endowed one, managed undor similar
efficiency and labor relations principles to those of industrial
enterprises,

B. _Small Producers (Group 2): This category would include the family
and sub-family exploitation groups of the classification elaborated by
CIDA. This group would also include the small producers in faming
comunities (native and hereditary). In 1955 the small producers group
comprised 44.1 percent of the total agricultural population, with a
breakdown of: producers on family oxploitations, 19.1 percent;
producers on sub-family exploitations, 7.7 percent; Indian community
:(ngbora;g}gﬁ percent; and hereditary community members, 3.7 percent
pPe 294),

According to CIDA's study, in 1955 the small producers represented
Lo.4 percent of the exploitation units, controlled 11.6 percent of the
arable land area, and generated 16.0 percent of the total value of
sgricultural and livestock production (8, p. 206).

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

"The small exploitation's tenure system is managed by a
propristor, renter, concessionaire, occupant, share-
oropper, or an eventual combination of those types, who
work the land with their families' halp, taking on

Rroups of temporary workers (nearly always outsiders)
in-the caso of alightly larger exploitations. This systen's
traditional form is characterized by the semi-extensive
use-of the lard resource (cereals, truck-gardoning and some
cattle crop combination), low technical levels, lack of
credit and capital, and no technical advice" (8, p. 65).
"Thoy imitate the cultivation methods of their neighdbors
large or small, But, in contrast with the large producers
who have motorized fam machinery at their disposal, the
small ones have a couple of oxen, and sometimes just
manpowsr. They are ignorant about or have no facilities
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. for using fertilizers, improved seeds, or other inputs,
Neither do they have technical advice nor--in many .
. cases-~the will to take or use it. The said charecteristios--
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 thelr products--exemplify
.thoég:;all producer's traditional form of tenure" (8,
Pe .

With regard to the marketing of their production, & 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
suall producers) for farm goods that they did not produce in their
exploication, 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 (i, 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 mmall 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 haulage power, it has to seek another
famlly 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 1s 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
manpover prevents the lack of land from being an element
of economic dependency on the proprietor. On 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 shareoropping 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 noighbors
and 18ks 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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" called "iiingaco." in which all of the saall farmers in a neighbor-
hood join forees to do a job of work together (usually threshing),

and then indulge in a feast-for-all (i4, pp. Si-54).

The introduction of agricultural machinery and its rentsl in
exohange for part of the produet harvested (which practiece is called
"maquila") makes the unpaid exchange of labor tend to disappesr,
although the demonetarization and marginal trading position of
important groups of small producers persist. In a way, all of theso
practices (the exchange of different surplus produots, mingacos,
maquilas, etc.) reflect the lack of currency and the ralatively
autarchic structure of some small produser communities.

A minority within the small producers group is made up of very
dynamic entrepreneurs, These people use land in a highly inten:ive and
specialized way, and have a great sense of entreprensurship. They are
located near the main eonsumer centers (Santiago's trucke-garden balt
for instance),.and produee fundamentally for the market. Although
they know their business quite wall, they are usually exploited by
middlemen, as, due to the generally perishable and seasonal nature
of their products (vepetables), their bargaining position is a very
weak one, Thanks to improved transportstion media, to the penetration
of government institutions that give small producers technicsal advice
and oredit (INDAP), to the opening of new maricets, stc., this type
of market-oriented small producer has recently tended to increase
rapidly.

Generally spealdng, one nmight ssy that the small producers group
1s veakly oriented toward 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 inoomo goes to meet its ovn most elenentary consumption needs, and
the investmunt corresponds mainly to capital goods generated within
its ovm exploitition (cattle breeding, light building construction,
fencing, ditcher, etc.). The small producers oftus obtain additional
income from the sale of handicraft products (woven fabrics, baskot-
worl, pottery, ete.), or from acting as small middlemen or traders
when thoy are located near urban centers (free markets). As to income
and living conditions, their situation is vory much like those of
many "imquilinos" who enjoy productive fringesbenefits, but they
differ fran those people in that they are (and feel) incomparably
more freo and independent, so much so that most inquilinos' ambition
is to become small proprietors.

Co Tenan’, Laborers (Group 3): With this denomination, and following
e nomenclature adoptad in CIDA's study, we wish specifically to

designate thogse individusls who have sccess to a certain area of land

on vhich thay act as small preducers, but who, in exchange for this

precarious tenure, have to supply labor to the master's enterprise
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«(or;:4f they are sharecroppers, have to daliver part of the product
generated by the sub-temure). This economic group covers 40.2 percent
of the total agricultural population, and is composed of imquilinos
and imuilino-sharecroppers (25.6 percent), strawbosses and sldlled
worlimen enjoy3~z productive fringe-benefits (7.6 percent) and share-

« ‘oroppers (7.0 percent), all of whom enjoy, as part of their income,
the right to cultivate a certain area of land (8, p. 29%4). In 1955
sub-tenures corstituted 47.9 percent of the country's exploitation
units, had access to 9.5 percent of the srable land area, and
geunerated 23.7 percent of the total valtve of agricultural and cattle-
raising production (8, pp. 162-206). .

Inasmuch as the imquilinos are a majority group, we shall
- specially refer to them, assimilating the rest of the tenant laborers
-*into thelr situation. -

f The tenant laborer, in its traditionsl form, is desoribed quite
" thoroughly by Gene Ellis Martin: . o

"In exchange for their labor they receive the owners
patriarchal protection, a house for their family, a
small plot of land of from 1/4 to 1 hectare ("cerco")
adjacent to the house, or, Af there is too little space
there, the’ are given an area in one of the fam'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
imuilinos' animals aro almost invariably cows, On

. their small plots of land they cultivate mainly maize,
beans, potatoes and vegetables for their ovm consumption.
Close to the house they usually have a grapevine and one
or two fruit trees. The imuilinc generaliy obtains two
crops a year from his share of field, as this last area
falls within the owner's orop rotation. In some casos
the inquilino roceivos 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 with beans or lentils. Ho also receives a daily
wage of a few posos... It is perfectly legitimate, hotr-
ever, for the awmor to iake benefits like a house, land,
‘and pasture into accovnt when he calculates the minimum
wage." "In exchange for the benefits and sights, the

2 Y Phx:t.in'.b doraorript..ion As based on observations made in 1954, when it
‘was logally authorized.that up.to 75 percent of the minimum wage
:'-oould correspond to the.value imputed tothe fringe-benefits.
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‘head ‘of the family has to fulfill his labor contraoct with
the ovmer. In addition, there are usually one or two men--
sons, sons-in-law, or nephews--who work on the fam as
volunteers, and vho are paid the minimum wage set by ‘he
goverment for fara workers. It is not obligatory for
every imquilino'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 becames intensive' (19, pp. 100
and 102).

Tenant laborer's markot orientation is sinilar to that of the
poorest small producers. Generally speaking, they sell enough to
buy the goods that they cannot produce. Their productive efficlaency
is relatively low, when consideration is given to the large amounts
-7 family labor used. Also, their inputs are few and primitive (seeds
from the last crop aresuppliod 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, vhich are discounted
from the crop.

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

Ds__Agricultural Workers (Group 4): This group headine refers
specifically to landless farm laborers. According to estimates by
CIDA, in 1955 these people represented 6.3 percent of the total
agricultural population (8, p. 294). They include Volunteers,

or permanent farm laborers, and Outsiders, or transient or seasonal
farm laborers.

These worimen's general characteristics have already been
described (see also 20, 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 well 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., betweon traditional
small producers and commercial smalil producers; between inefficient
landowners who are unresponsive to economic stimuli and dynamio,
progressive agricultural entrepreneurs, etc.). Nevertheless,
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these ifotir,"éa’tbg'oﬂ'o'd" onable us to make a first approximation to
the problem, and quite ‘adequately represent most of the Chilean
agrioultural seotor. B

In addition, inasmuch as this stiudy is e3pevially concerned
with the farmming sector, when we oome to consider the rest of the
Chilean economy wo shall fall into a still greater oversimplifiocation.
In this connection, the rest of the sconomy would be represented
by Nop-Agricultural ucers, Non-Agriocultural Workers, and by

the R;st of tho World (in that part hsving to do with Chile's foreign
trade .

B, Non-Agricultural Producers (Group 5): would be all of those

individuals whose income (pmfit) is derived from the sale of non-
agricultural products and services, as well as from capital rents
and interests. In terms of oocupational classification they would

be employers and workers for their own account (2, pp. 253-280).

F._Non-Agricultural Workers (Group 6): 4nolude the people who supply
the non-agricultural producers with labor, i.e., employees and

workors in other productive activities whose income is fundamentally
attributable to salaries and wages,

O, Finally, the Rest of the World (Group 7): would correspond to
the group of nations with which Chile naintains commercial relations.
Chile's imports would bs income for the rest of the world, whereas
Chilean exports would be expenditure for the rest of the world.

This lovel of aggregation seems adequate for the purpose of
setting forth the set of analytical tools that we wish to propose.
This does not mean that in trying to break down the agricultural sector
we have falien into the error of agrrogating tho rest of the eccnomy
oxcessively., It scems obvious that if 4t is desired to view the
rest of the economy analytically, it would be necessary to oconsider
several additional economic groups. Nevertheless, just as when we
discussed tho agricid.tural soctor, it would be a mistake to dotermine
these groups accorc ng to the type of products that they generate,
In ordor to have Geia thot would be operaticnzlly useful for the
formulation of econcric pslicles, it would be esgsential to define
the sald groups with respoct to the role they perform in the eccunomy
and in a developmont process. In this senso, a fMndamental group
which should be ha:dled separately, would be the government, thus
to analyre the transfors that are made fron and to other economic
groups and have an essentially redistributive effect. Another
group, which would approxmstaly correspond to the wholesale and
retall trade activity, would represent middlemen in the marketing
process, which would allow us to analyze the manner in which
marksting margins (and this group's income) are affected by changes
in tho price system.
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In the same way, it might be intorostinw to isolate those groups
that obtain’ their income from the sale of personal services, which
"groups are extraordinarily important in Chile, not because the
" population's 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 and
‘importers, who :rould 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 whather
income is derived from property (land and capital) or from labor,
as a fluctuation in the price system usually causes changes in "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 woights calculated for a given period
change very rapidly, hence altering the results of the analysis.
Thus, new economic groups are appearing, which perform new roles and
figure differently in the development process. Urban-rural relations
are no longer the same duo to the growing penetration of mass communi-
cation media (political and commercial propaganda, olementary
idealogical and cultural education, etc.). The traditional egrarian
struoture is disintegrating, and a large part of agricultural
activity is boeing adapted to the neods of the urban areas: less
use of the labor force, increasing monetaritation of the peasantry,
signs of the town's offect on clothing, customs, consumption, etc.
Whereas in the pact century and the beginning of the present one the
citles livad on the countryside, it can now be said that the country-
slde hus started to live on the cities and will continue to do so
progressively. Many new roles are being created which, although
they are performed in the rural sceno, are of a non-agricultural
nature. The ne7 economic roles are at the same time cause and
offect 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 wall organized
among thomselves, and are responding quickly to economic stimulij
in that small producers, although weakly organized, are becoming
more numerous through agrarian reform; in strong union organizations
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wbich strengthen the workers' bargainine power; in a graing prole-
tarianization of agricultural labor, based on 'rage relations and
the disappearance of payment in kind or in precarious tenures; in
the linking of the wage figure with tho economic result (plecework
.and sharing); and in the emergence of a medium and small rural
bourgeoisie based on non-agricultural ocoupations and roles (trade,
transportation, services, eto.), etc. ,

The fact that many of these roles are of a transitional nature
gives all of the economic and social variables tremendous dynamiam,.
This, which forms a part of the essence of a modernization and
development process, obliges one to reconsider and constantly correct
any projection or estimate based on static parameters.
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Relative f’x"ié"p Pqiioios |

It 18 extremaly diffioult 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 goverrment's main problem for
nearly a century (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 inilation process and o{ the attempts at stabilisation,
For this reason, in making a brief summary of agricultural product
price policies, it is practically imposit ble to avoid freouent
‘references to tha inflationary process.

We have arbitrarily divided this section in scaewhat loosely .

defined periods, trying to stress some changes in the gross orientation

”“' ) v -
't/ For an excellent and entertaining historical economic study of the

of price policies among these periods. Thus, in the period from the
colony to the early thirties, during most of which agriculture was

the main economic activity of the country, we can recognize a set of
economic events that were generally favorable to agriculture, and more
specifically, to the larpe landovmers. From the mid-thirties on, with
the increased emphasis ca industrialization and the growing political
importance of urban cousumers, the agricultural activity did not main-
tain its position of predominance, neither was it penalized by economic
policies. From the mid-‘ifties to the early sixties, with ths aggra-
vation of inflation, price policies were orientoed mainly to keep .
down the urban cost of 1iving, with 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 thon had been extremely depressed. This, together with some

structural changes (agrsrian rofom, peasant unionization, tax

reform, eto.), reached full expression during the mid-sixties, with
the arrival into power of a politicel group endorsing some of the
ideas of the "Structuralist School of economie thought." The following
pages vill reveal price policies in more detail for the period
followlng 19580

floseandrd _and the gsecond battle agsinst inQlstion (1958-1964).

The populat.ior'x'jl general disoontent with this cha‘oho'qitmtion

inflation process in Chile froa its inception until 1962, see -
Birsohman (13). - - N A
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was reflected in the presidential eleotion 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 of the total votes for four candidates), thus beating
Salvador Allencde, the candidate who was backed by the Sooclalist ard
Comwunist Parties and had a program of drastic reforms in the social

and economic structure. '

Alessandri's government, postulating a free competition polioy,
initiated its attack on inflation in mid-1959. It imposed a severe
_oontrol on credit expansion and set a single exchange rate, It oreated
& new 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 1ist of
alloved imports was broadened to the point where it included practically
all of those contemplated in the customs tariff, Moreover, the amounts
of deposits for imports were reduced, as also were several tax rates,
All of these measures led to a considorable increaso in imports
during 1960 and 1961, which inundated tho 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 tho abundance of products, early; in 1960 Alessandri's
government succeeded in imposing a wage adjustment which varied on
the average betveen 10 and 20 percent (the rate of inflation in
1959 had been 33 percent). Thereafter, through its influence on the
industrial ontrepreneurs, it brought pressure to bear for most of
this wage incroase to bo 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, sunflover soed,
wheat and milk), and completed Lhe image of stabilization with an
austerity program in fiscal expenditures. ' :

_ Thus under attack from all sides, inflation gave wvay to it, and
only a 5 percent price inorease was recorded in 1960, - the lowest since
1 - <L

"At the beginning or. his term, Alessandri made it clear that one of
his primary interests would be

"eseto promote an agrarian policy the objective of
- which would be to increase production ard gradually
B rocov;r fama products' purchase value" (6, 1959,
7 pe 81), ' '

He stated, however, that, having regard to ths urgent need to adopt
- 'Renoral. measures that would make it posasible to halt the inflation,
it would be necessary to withdraw attention for the moment from the
problems that were troubling the agrarian sector, Although those
"sacrifices" were supposed to be transitory, circumstances turned
them into permanent ones. Thus, in May 1960 a vioclent earthquake
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occurred, which sericusly affected nearly one-third of Chile,. especially
the farming areas in the South. Against its will (and idealogy) -

the government had to declare the prices of all artiocles 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 boen considerably
diminished, it could by no means be considered defeated, and
consequently freezing of the main farm p-~oduct prices remained in
force through 1961. In order to offset this impact in part, input
bonuses were continued and an attempt was made to increase agricultural
ylelds through technical advice, but without much effect. In any
case, the rate of inflation only reached 10 percent through 1961.

Unfortunately, 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 exchanre rate
(which had soon substantially overvalued the escudo), only toolk two
yoars to exhaust the Central Bank's foreign exchange reserves completaly.
Even though the rovernment had recoived larre foreien credits (the
level of the foreien debt doubled itself between 1958 and 1962) in
addition to important foreign exchange donations on the strencth of
the earthouake, the monotary authoriiies "realized" in December 1961 .
that their foreign currency had come to an end. This was the beginning
of *ne end. Soveral restrictive measures tending to control the
situation wero talken 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 larre
number of procucts was prohibited, and those that were permitted
could only be imported subject to the Contral Bank's prior authorization;
taxes wore established on trips abroad, etc.

These measures were not sufficient, however, and the government
was forced to devaluats the escudo in October 1962, thus giving
inflation a loose rein. The suddon 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 prices 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 veen exceeded by Ibanez' three
worst years). Another group had had the opportunity to fight in-
flation, and another battle had beon lost.

Prei_and the "Structurslists" (Post 1964).

As from the mid-1950's, and stimulated by Ibanez' and-Alessandri's
frustrated attempts to halt inflation through orthodox economio’

L S
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‘policiu;i--t"atm‘lo!'tmxd ‘shift of both economists and voters
began to:take plach, o e, :

3

+ . The economists' leftist tendency was expressed through the
structuralist doctrine,&/ which emphasites that the traditional
measures of economic policy, such as reduction of the money supply
through oredit control, taxes, the freeting of salaries and wages,
price oontrol, etc. are merely a palliative which attacks the
symptoms of a far more serious disorder, originated by certain
structural imbalances or pressures within the economy. Among the
main structural factors there are mentioned agriculturo's low produc-
tivity, unequal income distribution, the small importing capacity, and
the instability, inflexibility and regressivity of the taxation
system. Theso 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 wall 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,
texes, otc.), while they are very important and should not be

.discarded, only help to mask the Mundamental problem that crea’ es
inflation. In this way these measures can be more prejudicial than
beneficial, sinco, i they do not affect the structural factors, a
reduction of the effective demand creates strong social pressures,
reduces production, and leads to unemployment, serjously compromising
any possibility of development. That is to say, we have here a
theory in which, within its policles for action to overcome inflation,
"a drastic change is vitally ‘mportant in both the production structure
and in that of agriculture's inocomes. The guilt for the lo\r fam
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 voter's leftist tendency was expressed in the presidential
alection of 1964 when over 90 percent of the total votes were
obtained by the two candidates whose programs offered drastic

~structural, social and economio reforms.

An inportant feature of the new 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 whon the

i+ -For:a.fairly complete bibliography on.the "Struocturalist School,"
ses Hirschman: ({3, .footnotes on,pp.,282 and 283). o
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struotural- changes advocated: by.the, 7overnment had effect, the price
tgiowth> rate:wvas to be reduced slouvly until it reached gerd after a
lapse of: four years, . ~
- . . . . . . SR FON b L

*-In line with this study's interest, hovever, vhat constituted a

real innovation compared with what had happened under former govern-

nents wvas that the agricultural sector became orucially important
in the development process.

" The key features of the government's economic program can be
sumarized as follows: (a) decreasing the rate of inflation; (b)
redistribution of, income in favor of the most neglected sectors; and
(o) economic development, based substantielly on the increase of
faraing and cattle production and on the promotion of exports.

Out of these, decreasing the rato of inflation, and those
incouwe 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 foredgn trade (import restrictions, fixing of the exchange rate,
etc.) and over the amount of money (standbys, oredit and issue
restrictions, etc.), the strugele against inflation was to be based

on a ripid price control, through both state inspectors and a

campaign to educate the consumer. These prizes were not supposed to
oxceed cortain grouwth goals established beforehand. Very briefly,

the genoral targets were as follows: During 1965, with the object of
reduoing the rate of inslation to 25 percent, price increases of

about 28 percent would bo allowed for agricultural products and

22 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 (agriculturel and industrial) would be allowed an average
maximum price increase of 12 percent, and from then onward minimum

rates of inflation would be achieved, with the intention of only
adjusting prices to maintain the real value of the different products.

As it can be seen, & 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 wero to be authorized.

*In order to avoid the fam price adjustments having a very stronp
"repercussion on consumers, marketing margins were to be reduced by
trying to eliminate unproduotive middlemen as much as possible,.
After 1967 the policy of stimulating farmers was to continue, but
increasing their resl incone not through better prices for thdr
-products but by reducing the prices of inputs, inoreasinz productivity,
“and rationalizing mariceting throush the creation of ocoopératives

(2, 1966 and 1967). '
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' Given the: importance attributed to the gradual stabdliration
progm and to the concrete targets for inocreases in the price level
announced by the governmment 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 “hich the fixed exchange rate had
" had undqr the previous government. .

The policy regarding renumeration was based on the granriins of
ware adjustments equivalent to 100 percent of the increase in the cost:
of living durine the previous period for everyone, seekinsr the collabo-

..ration of the stronrest and best organized guilds so that they

would not press for larger adjustments. The exception within this
schame was to be fam workers, for whom gsubstantial inocreases were
ocontenplated to the point where they would be level 1Ath urban
workers in terms of minimum wage and family allowances, together

. With legialation for all of their minimum wage to be paid in cash.

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

-gystem, by inoreasing taxes and makinr them more progressive,

"introducing a tax on personal naota. and sevorely checlkdng evasion.

Moreover, fiscal expenditures were "0 be reoriented toward the most

. negleoted groups, by initiating bousing. sducation, health and

agrarian rofom prograns,

" The redistributive effects of tho price and wage policies
announced are clear. On the one hand, the intention was to transfer
to the agricultural sector, via bottor prices for its products and
lower ones for the inputs, part of the non-agricultural seotors'
incomes. But at tho same time, through the wage policy, which
vas intended to conserve the non-agriocultural workers' buying power
and substantially increase farm laborers' real incomes, this

" redistribution was boing forced to como out of non-agricultural

producers (or the rest of the world) and, passing through the
agricultural producora' hands, finally to reach the agricultural
laborers,

The government initiated this program under the best of auspioces:
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

. 1t 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 new political departure that could provide the solution

. for eradicating communism in Latin America, it could count on the

Tinancial support (renegotiations of the foreign debt) and sympathy
(the sending of material assistance and many experts) of inporunt
countries and international credit crganiems.
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During the first two years results as regards the prioce poliocy
were {airly acceptable: with a target of 25 percent inorease 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 progresm besan to run into
difficulties. In the acricultural sector, although it was within
. the government's policy to favor wage increases exceeding the
inocrease in the cost of living, the explosive rrowth of unions
was of such magnitude and their bargaininz power so great that
early in 1968 the government adnitted that "the average (agriculturel)
wages, measured by the same monetary value, have doubled" (2, 1968,
p. 35). Union pressures had similar effects in the rest of the
eoconomy, although on a much smaller scale. The result was thet,
on the average, considerably higher wage increases were obtained in
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 vas possible to keep adjustments within the public sector close
to the projected linits, the fact that a deceleration of inflation
ocourred 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 with
the projected rate of inflation, price adjustments of 12 percent
only were permitted. The rise in labor costs, increased demand due
to some groups' larrer buying er, periodical increases of the
exchange rate (every fortniecht) and the extraordinary increase in
public expenditures, led to loss of control over many prices, and
the rate of inflation again sosred 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 ho;ding of foodstuffs represent nearly 50 percent of the total

Although the goverrment reitereted its decision to improve fam
prices, the outlook for 1968 as 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 agriculturel
unions among them, were pressing for the highest possible wage
adjustments, On the other hand, the prices of farm products ere
subjected to strict controls to avoid a rise in the consumer price
index as far as possible. And, as if all of the foregoing trere not
enouch, it was aggravated by an extraordinary drought, auguring
losses of crops and animals, a decrease in the markotable surplus,

a scarcity of food for agriculture's own consumption, and unemploy=-
ment for farm laborers. That is to say, it was foreseeable that the
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.shift, of incames via,changes in.the relative prices of productive
goods and ‘factors would- turn against the agrioultursel. economioc.
groups, so that part or all of the ground gained in 1965 and 1566
would be lost. ‘ o : oL :

. ta' With this brief desoription of the different governments' farm
price policies’' most relevant features, there has been no intention
to judge those govermments' administrative actlon, as this would
recuire the analysis and statistical confirmation of a large amount
of economic and social policy decisions, many of whioh are of no
direct interest for the prosent study's objectives (although in one
say or anothor any economic policy decision is indirectly reflected
in the product and factor price system and level). The intention
has been rether to provide some over-all information that will make
it possitle to understand better the tentative enpirical results
that will be obtained in the following chapter.



. 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 ocher words, 4t i3 intended to determine who benofits and to vhat
extent, and who are prejudiced and to what extent when spontaneous
or directed changes occur in relative prices.

Theoretical Formulation

In a monetary economy, the econcedc welfare of a person or &
group of persons 1ill be determined (a\. least to a great extent) by
the possiblility of purchasing a larger or smaller amount of goo-s
and services with the available income. The magnitude of its
monetary income may vary elther because the quantity and composition
of the products and/or services of productive factors that the said
group delivers to the economy (and for which it receives income) vary,
or because the price that it receives for them varies. In the sanme
vway, the expanse is determined and varies in line with 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 them: A change in any of these variables
can affeot the welfare of a given individual or group, in relation
to other econamic groups. That is to say, the connection between
monetary income and welfare can only be analyzed as a relative
oconcept, as it 17111 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
oursalves fundamontally with the effect that variations in the prices
of goods bought and sold have on the economic welfare of different
groups of people,

If we consider all of the goods and services of productive
factors generated by a given group (including consumer goods as well
as capital goods) as ipgome, and the destination of thds income to
the purchagse of consumer and capital goods (including savings, which
can be considered as income not consumed at presont, but which will
make it possible to finance future consumption or investment) as

) o What will happen vill be that, permanently and by
definition, the sald group's income will he equal to its expenditure.

g
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Ralating income to expenditure’in period "i," we shall have
Inconl

I.i"f-&qm\dimxﬁoi..

where Ii wvill bo equal to .
RIR

44. Bouwot. 1!‘ upon oamparing two time periods we assume that the

- quantities and camposition of the goods and services of the productive
“factors that make up the income and expenditure rumain constant with
relation to any base period, and we let only the prices vary, we shall
have Yi % 1, depending whether income 2? expanditure.

This is evident as if, keening the physical quantities between
the two time periods constant, the prices of the products or productive
factors that constitute income increase more than thoso that make up
expanditure, thoe '"paclage'" of products that constitute income will be
worth more than the "pacliage™ that constitute expenditure, and conse-
auently Y, > 1. On another hand, 1f tha (constant) "package" of

goods and services of productive factors thot constitute the expenditure
increases in value, because of changes in the price system, in a
larger proportion than that which oconstitites income, Ii < 1.

Now, variations in the quantity and coaposition of the products
and of the services of produotive factors that genorate income will
be reflecting, in addition to the economic group's proferences 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 cuantity 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 betiwreen
the different components of expentiture.

Hence, the assumption that the ouantity and composition of the
produots and services of productive factors that constitute income
.and expenditure remain constant would imply assuming that:

(a) 4n the short run the technology (the proportion in which the
factors that generate a given product combine) does not change much.

. (b) 4in 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 allow it to generate 1ta
inocane.

v (¢) 4n the short run there are no mesningful changes in tbo
producers' and conmors' tastes or preferences.

(d) the subst.itution elasticity botween the different goods
produced or consumed is gero.
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¢/' ‘The first-'assumption 1s usual in short run economic analysis, as
the introduction of toohnological changes that may modify the relative
'uao of -factors meaningfully calls for longor periods of time. -

For tho second assumption to be satisfied, it is not essential
that there be no increases of productivity, but rather it would
suffice if these increases were proportionately equal in all of the
economic groups. That is to say, it does not matter if the total
income increases in size provided the proportion of it attributahble
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 necossary to cuantify it and eliminate
its influence, deflating by a production index of the said factors.

The third assumption is inevitable in that up to now there are
no analytical tools that would make it nossible to isolate the effect
that changes in tastes have on purchases or sales made by the difforent
economic groups. This is an obligatory assusption in empirical econonic
analysis, inasmuch as 1ifting it would imply knowledge of each economic
group's indifference map.

The fourth assusption is the strongest of all, for it implies
that, even when variations in relative prices occur, the 'package"
. of goods and sorvices of productive fectors that constitute a given
economic group's dincome or expenditure remains unchanged. This
assumption should be adopted, however, in any analysis in which

prlco index numbers are used.

1/The need for this assumption causes Laspeyres' index to tend to over-
ostimate the acturl 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 cuantities as
weights) 1ould tend to undor-estimate the price increase, as it would
give too nuch rreipht to goods whose relative price has decreased. This
w1ll depend, howtevor, on the real substitution elasticity betwaen the
different goods: Aif it is zero, both indices (Laspeyres' and Paasche's)
would give the same estimate: if it is negative (which is unlikely, as
the good whose price has gone up should be an inferior one), Paasche
would overostimate more than Laspeyres; if it is positive, Paasche's
estimate would be belor Laspayres!, but not necessarily below the real
value, For an interesting discussion of these aspects, see (18, pp.
502-536, especially section 3). For a camplete surmarived exposition
of the economic theory of price indices, see the works of Staohlo

(29) end R. G. D, Allen (1).
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+ ..+ On-the basis of these assusptiuns, i.e., keeping constant the

"iphysiocal Quantities of goods and services. of productive factors
bought and sold in accord with a given.base period, we shall define
,"Yin as the Relative Income of group "i," and it will be reflecting:

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

- As 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, causins 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 Ii increases from one period to another,

group "i" has possibtdilities of raising its consuaption level (keeping
its composition constant) and hence its welfare,

If we consider the economy as a whole, we shall have savings
"ex post" always equal to investment; but while this is applicable to
all of the economic groups in the agrregate, it is not necessarily
valid for each group, in that axpenditure might be preater 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 iwill be oonsidersd a source of income
coming from the group having surplus savlinrs, which will charge for
the use of these transfers a price erual to tho commercial interest
rate for short term loans. On the other hand, for the groups that
receive savings transfers, these will constitute a component of
expenditure vhose cost will be equal to the interest rate just
mentioned. ' .
Like the goods and services of productive factors, of course,
investment and savinpgs sre also subject to our assumptions of:
substitution elasticity being eousl 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 income and produots and services of productive
faotors will be excluded from the analysis.

Expressing the variahles in physical terms, we would have:
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Xy
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where 'Va J = goods and services of productive factors vhioch, Hhon—aold
© to group M3Y generate income for group 'i', _

2, , = goods and ‘services of productive factors bought from group

13 "4 and whioch oonseouontly constitute expenditure for
8mup llill

Xl‘1 = px'ioo of "13'

W, . = price of 2

i 1)°

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

I gy Sagg (xyg vy - by ("13 *yy

b
complying with ?ann 1 and jbij

where y, = rate of variation of 1,
xij u rate of variation of xm
13 = rate of variation of Vi:]

= rate of vaxd_.tion of W,

1)
'1 J = rate of variation of zn

‘1 J*:-' proportion of income of group ''4" that comes from group "J'".

b, . = proportion of expenditure of group "i" that is destined
to group "j".

- "Assuming that the quantities of goods and services of productive
Cfactors bought and 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 "i" (yi) originated by price variatlons.

Consequently, if Vij and 213 are considered constant at a known level,
their growth rates would be equal to zero (vij = 2yy 0), leaving
_expression (I) as

. ., - L 4

or else


http:above.,.we

%

(D) 5y = §(aggxyy - byy vy

Both "xij" and ", J" ocorrespond to rates of varlation, between

" two"periods, of price indices of goods and servioces of produotive -
factors transacted between sectors "i" and "j", Under these
conditions, it 18 evident that the price of what group "i" sells to
“group "J" has to be equal to the price of what group "j" buys from
pooup. "4," or.in other tems xij =, 10 Just as xij = "Ji'

In 1ine with the foregoing, ecuation (III) would become

s} For the purpose of'calculating: the values:of variables "xij" and
"xji'" we can use a modification of Laspeyres' formula, which'allows
us to obtain a rete:of variation’of Y prioo 1ndox in period '"t" with
respect to a former period "tui,"

In these temms PO

xl:o k,0 '/.i’,'t -1
Zt Lo Y koo! '\‘k.m

‘where k'z the quantity of :goods and services of product.ivo factors
bought by aootor "J" and whioh gononto income for sector
e et "1 " )

and likewise

r = the quantity of goods and aorvicoa of pmduotivo factors
-sold by sector "J" and whioh roprount expc.ditm for
oootor "1 "

- .0 u-base poriod. o
' t = year for which the 1ndex rate of variation is detemined.

' !!onoo both x, 3 And xji roproaent the rete of variation, botwom

period "t-1" and period "t in price indices for goods and services
of productive factors, weighted by the proportion of income or.
expent Jture attributable to each of time in a base period "O."
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~o .~In an.inflationary context, the. variastion expressed by a price

index can be broken down into two types of movement:
(a) that part of the variation which is attributable.to the

~ inorease of all prices simultanecusly azd in the same proportion and

. (b) that part of the variation which is attributable to changes

i;z the relativo prices of certain products, which can cause a given

partial index to increase more or less than the general level of
prices in the economy, depending vn whether the prices of the poods
and services included in it have increased nore or less than the
priccs 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 sach 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 econoey'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
economy. Hence,

] L J
A AT VIRL VY

- where the symbol"*" indicates that the corresponding variable has been

t

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 sald variation in accord with the incidence that each
of the "j" groups with which it trades has on it.

In the same wvay, it is possible to obtain a similar ecuation for
each of the economic groups considersd in the analysis, and we could
represent the "n" groups ti-at make up the soconomy by using the followine
systenm:

| [ [ ] L ] L] | 3 ®
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AQY of" those' teims in’'vhich'd = (.{j.:bii.‘xi;)‘.ga_ir;.1,7¢ngff9,
the model's results, as they cancel thegsalves out mutually, For

instance, in group ™" if 4 = j, 8y Xyy (.11 - bii) = 0 as 8, ‘n bii

“by definition (if income equals expentiture, the proportion of inorease
.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 allows us to isolate andcuantifiy the
net redistributive effects that are derived from any change that has
oocurred in the price system, 1.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 determine vhich are the ("J") groups that contribyte, and ,

in what proportion, to these implicit income trensfers (nl.1 Xy q ijxji)°

Finally, we can also determine--and quantify--whether the implicit
income transfers originated from sales (a1 3% J) or from purchases

(bi:) xji) of goods and .services of productive fectors made in the nyn
groups. '

If the "n" econamic 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 sum of the variations in the different
groups' relative income, weighted by the importance of each group in
the total income generated in the economy, should equal gero.

" That is to 6.3. if we call the proportion of to income generated
by group "V "ci," we shall have 16 7" 0, where e = i, for

-1'5 1. ‘?.'.3. u.ooo eoelle

. In other words, -having 1solated the.redistributive effects implies
that it is not possible to use relative price policies to improve a
given group without this implying the simultanecus worsening of another
~or-other groups. ) ; , ;

The weights usel in the equation for each group ('ij' bij)’ allows
us-to express the variations of relative income with relation to the
totsl income generated by the same group. If one wishes to relate the
different values of y,* as well as its components .o the total income
genercted in the ocon%uw, in order to make them comparat e with each
other in absolute terms, it will suffice to weight each welght of income
and expenditure in group "i" b! its co ozponding pa pation in the
total income, complying with 10 ° j o, a“ = j °y bij = 1, for

Am1, 2 3, wet'nand §= 1,72, 3, aee no .
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The results desoribed above correspond to the doaodpfivo solu-
tion, which 1ould enable us to quanti(y and evaluate "ex post! the
effects derived from adopting certain. relative price policies.

However, tie modal can also be used to obtain nomative solutions,
1.6, 1f 1t 13 deliberately decided to have recourse to the price
system to bene:it or prejudige given groups to a desiroed magnitude,
one can fix the values of y, that one wishes to obtain, and then work
out the enustion systam to aotomino 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 (/e have more
variables than equations), we shall have to assume predotermined values
{or a certain number of variables, so that the number of unknowns shall
equal tha nu:nbes of ccuations. If we have '"n" equations, we shall have
a maximum of (n” + n) variables. Out of these, "n" variables will
correspond to the y, * whose values we havo fixed beforehand and shall
try to attain. 1In iddit.ion, thero 11111 be "n" x, ,* variables for i = }
which are irrelevant for the result of the model.” That is to say, ve
shall have '"n'" equations anJ n(n-i) unknowns, we shall be able to solve
the system for the values of the "n" remaiming unknowms in such a way
that they will reach the goels of yi‘ that we have fixed.

Application of the Modal

In this section we analyze the empirical results obtained by
applying tho proposed model to Chile., From the historical information
presented in Chapter 3 we have sean that, especially in recent decades,
econowioc policies have been closely related with presidential poriods.
Having recarc to the availaoility o7 the statistical information, the
{act that tho base for the weights is 1962, as well as the interesting
chanres that have recently occurred in economic policy, we have
docided to choose tha line year period of 1959 to 1967, inclusive.
in an attempt at this quantification. For purposes of analysis, this
period has been subedivided into three: the three-yocar periods of
1959-1961 and 19€2-1964, which comprise the first and second halves
of Alessandri's administration, respectively, and the three-year period
of 1965-1967, which covers the first half of Frei's administration.

We nmelce the main comparisons by using the averaze fipures for each
of these three-year periods, thus avoiding circumstantial alterations
in the price system caused by elements that are foreign to wconomic
policy (earthquakes, for instance). The sectors used are those
presented in Chapter 3.

Tabio 1 shows the changes that have occurred in the relative
income of the different iroupa between the three-year pericds in _
1959-1961 and 1962-1964.4/ Tables 1 and 2 show, for different periods

Vm§ Apinnﬁxpmaanta details on onrlculations of Tables 1 md 2.



Table 1. ,Total and partial changes in relative income.® Period of 1959-61/1962-64.

~ Total . "~ . Partial components at;ributahl. to uoh gmp
Variation in , . (aijxij) (bijxji - 3
Grouo and . Ralativo : L Non- " Bone . Rest
Total wai'ghtb ( ome ye Ooupg- Larse > r;a;a]_l Lag;Mt wAg'x('ic. o 231" e, %Aﬁ(rlc, of the
f"the Grou a , Producers ucers rors Workors Producers ers - -World
° ° VTP 5 1‘1’&‘1 1) ‘”’ nent ( Group 2) (Grou Group &) (Grou G 6) (G
1.Larre Mcem INC (~0.03) (~0.06) ( 0.01) ( 1.52) ( 0.22) ( 2.13
4,2 -' + 4,92 EXp =(-0,02) =( 1.02) ( 0.31) =(- 3,2 ) = - ) f 0,?_@_;
(b.208) ' o NET - : -0.01 -1.08 0,30 +, 40.22 41,43
2.9mall Producers - INC (-0.08) (-0.03) ( 0.86) (-1.09)
(1.13’) AN . + 1039 RXP -‘-02102 -‘ - z - -1.6 - - _'
cT . - NET +0.02- ~0003 +2, -1.09
B-Temn;) Laborers . 5 % ( 3.08) (-0.02) ( - ) (-o 65)
2008 + 20 -‘- :L 2! - -’ -! -! I!!:! -
( NET +2.21 .02 +1.03 -0. 5
l&Agnc;J).umlbbrkors.I . INC (1(1).22) ( =) (=) ( - ) '
(0.11 .+ 1. 7 EXP - 2 -‘-0: 2?‘2 ‘- -0. -‘ 0‘ 2 iz
- NET +11.%8 +0.32 +0. =0.35 : '.
S.Mca-Agricultural INC (-0.20) (-0.03) (-0 .03) ( 0.00) | (.o 83) ( 2.69)
Projucers i EXP -( 0.10) -(oO. =( ) =( « ) =(- -
(68.58%) . 41,28 NET -0.30 -0.0al .03 +0,00 : -E)'. RS
6.Non-Agricul tural INC (=) ¢ =-) ¢ - (~2.90) (- )
Workers EXP o 0,05) =(-0.02) =(-0.02) =(=3.06) - Do b,E
(18.489%) - 4.60 NET -0.05 40,07 +0.07?7 +0.1 | .. <485
(5.15%) - 6.14 - EXP - 3 - - -
o NET -1.17 -22.54 +17.57

-

(footnotes .on next _page)
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Table,1.' (footnotes) -

“The 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.

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

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

dIHC-Incme Component ; EXP-Expenditure.Component; NET=difference
between INC and EXP.
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of time, the total and partial changes in the relative inoomo of each
of the groups studied, exnressed as percentages of change in the total
incone received by the group in the base period, between the time
1linits o the period oconsidered.

o+ - Each {igure reflects the redistributive income effects only,
originated anonp the different groups due to changes in the price
system. In each table, therefors, the sum of all of the groups’
ralative income, weighted by each group's importance in the total
income generated in the econogy, equuls zero,

It vill be rocalled that the most important events in that
perioc wore the monetary dsvaluation 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 inmportant in
itsalf, but which .served as the basis for measures that were taken
lator, vas the passing of an Arrarian Reform Lav (Law 15,020, of
November 27, 1952). In accord with this law, a decree (Decreo
with Forco of Law N° 21) was dictated in 1963, establishing a raise of
50 percent in agricultural vages and ruling that at least 30 percont
of them had to bo paid in cash in 1953, which percentage was to increase
to 50 percent in 1964, The decrease in in ation during 1960 and 1961
was attainod 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 and pricos started to rise again, union pressures
comnmenced to increase, tending tovard obtaining larger ware adjustawnts
than the rise in prices, as a derense against expected faster inflation.

Thoso facts are clearly reilected in Table i, where, too, thedr
Luportance for the diflerent groups is quanti™ied. So the Large
Produgers (Group 1) saw their situation improve between the tiro periods,
mainly due to their inputs costing less. This is attributable to
bonuses granted toward the price ol certain inputs, as 'rell as to
inflation which substantially roduced the cost o+ crodits, vhich
represented an important part of tho said group's expanditure. There
vas 8lso a rise in the price of certain agricultural products used
a8 inputs in non-agricultural activities ?bootmot and vool especially),
vhich strengthened the last mentdoned offect. In this my, the non-
agricultural producers' (among vhom the credit institutions figure)
contribution to the increase of the ralative income of Group 1 amounted
to 4.7 percent. On another hand, devaluation made roturns on agricultural
exports sutstantially larger, offsetting the hirhor cost of input
imports and giving a crecit balance of 1.4 percent. Those gains were
partly offset by an increase in the cost of fam labor, the greatest
impact coming from the tenant laborers (they trore supplying most of
tho labor needed by the large producers) with -1.1 percont, reinforced
by =0.3 percent corresponding to agricultural torkers. The positive
offoots of devaluation and inflation were greater than those of the
higher cost of labor, so that the large producers' economic velfare
improved by 4.9 percent betiieen the tiro periods,
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The Jmgll Producers (Group 2) improved their relative income by
.about 1.4 percent, mainly through income transfers coming from Group 5
and for similar reasons to those mentioned with regard to the large
producers (reduction of the relative prices of the inputs and non-
agricultural consumer goods used by the small producers, and high
relative prices of the inputs scld by them to other activities).
However, the price of consumer goods thoy sell declined, causinp a
reduction of the corresponding income components, the strongest of
which 1s that coming from the non-agricultural workers (-1.1%).
Although they derived no benofits from devaluation (it is assumed
that they exported nothing), neither were they negatively affected
by the increase in the cost of labor (it is assumed that they used
family labor or exchanged it within the same group).

The Jenant Laborers (Group 3) experienced an increase of 2.6
percent in their economic welfare, between the two periods considered.
This 1s higher than that of the small producers, since they simul-
taneously enjoyed the favorable effect of the increase in §§o cost
of labor (2.14) and of the reduction in the relative price of inputs
and non-agricultural consumer goods (1,0%). .

The Agricultural Workers (Group 4) were those who benefited
most from price policies, oblaining a 12 percent increase in their
relative income, attributable almost entirely to the effect of the
real risv in the lovel of fam vages between the two periods,

The Non-Agricultural ducers (Group 5) show a somewhat modest
increase in their economic welfare (their relative income increased by
1.3%.. 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 tgis firure
down, we find that the income component's influence (356 x56) equals

=0.83 pgrcent which is almost exactly offset by expenditure's influence
(b56 x56). vhich amounts to +0.79 percent. This seems to indicate

that urban union pressures were not strong enough to hold back the
negative effect of accelerated inflation on non-agricultural salaries
and vages, so that. a real reduction of 0,79 percent took place in
non-agricultural producers' expenditure due to this concept. Bow-

ever, the decrease of 0,83 percent in their incomes because of the

drop in the ralative price of consumer goods sold to Group 6 compensates
exaotly for the above effect,
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s ~v.-In 1ike manner,. upon- analyzing the results for Nop-Agriculturel

sWorkers - (Group 6), the opposite effect can be appreciated. The income
~component attributable to Group 5 (‘65 x65) amounts to -2.,9 percent,
and 1s neytralized by the expenditure component with respect to Group
5 (b 5 X ) which is + 3.06 percent. This means tnit, despite stronger
uniog prggsure and higher wage adjustments, a real -iecrease 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 consumer produots., Uespite the
foregoing, the totsl change in non-agricultural workers' relative income
was negative and sizeable (~4.6 §). This loss of oconomic 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 uf 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 sane timo increases because the devaluation made the prices of
imported goods rise within the country, thus partly neutrelirzing the
above effect. The riso 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 pergent
corresponding to higher income from the sale of imports (a75 x75). ard

=35.9 percent attributable to larger expenditure on the purchase of
exports (b75 x57). This is probably vhere anupward tendency in copper

prices in the international markets began to have influence, reinforcing
" the internal effect of the devaluation. If the deterioration o~f the
rest of the world's relative incame was no greater, it was fwdancntally
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, small producers
and tenant laborers have experisnced large increases in their economic
walfare due to deterioration in the relative prices of some inputs
(credits, trensportation, fertilizers, etc.) and consumer 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 ha’ an almost negligible impact on the non-agricultural
producers' relative income, as the gross income generated by them as
more than eight times that of the three sgriocultural 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 products; the will to favor the real increase in fam wages
(stimulating peasant unionization and putting farm laborers on a .
level with urban ones in terms of minimum tage and famdly allowance) !
and the upkeep of non-agricultural workers' purchasing power (through
vare adjustments equivalent to 100 percent of the increass in living.
costs); promotion of a redistribution of income toward t).e neediest
groups (through both price systems and direct transfer2;; 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 poriod of Alessandri's government with the first
three-year period of lrei's goverment. :

It would appear that, out of the policies mentioned above, that
vhich twras best carried out was that 6f raising woriomen's iages in
general, and especially those of agriculturel workers. Thus we can - -
appreciate that the Large 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 highor 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 boen anticipaced when the policy was formu-
lated) but rather to a real deterioration in tte prices of inputs
and consumer gouds of industrial origin (b15 xgl = + 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 tha government, as the intention was (and
it vas 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 incore transfers, caused a total reduction of 4.0
percent in the large producers' relative income. Howzover, there is a
figure which, although it h/.: no influence on relative income, it is
of interest to analyze in uor: detail. The net relative income
component attributable to t10rest of the world is praotically nil,
which would indicate that r.0 net transfers have occurred. But upon
analyzing income and expemiituce corresponding to this component
separately, it is seen that farm exports caused a reduction in the
relative income of Group 1 of approximately 1.4 percent, which was
compensated by an increasc of relative income, attributable to
imports, also of about 1.4 percent. This seams to indicato a decrease
in the rolative 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
effoot on exports and imports is more symptamatic 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 consumer



Table 2. Total and partial changes in relative income.” Period 19€2-64/19€5-67.

" . .Partial components attributatle to ea;:h‘group s -
Total | Gy i P-Cygd) - o i, 8
Variation in Noh- Yon- Rest
Group and _ Relative Large Small Tenant Agric. Agric. Agric. of ‘the
Total woivbt.b Income c Cups- Producers Producers Laborers Workers Producers Workers World
of the Group Xi(n’ le‘l-bl lx"") nent” (Group 1) (Group 2) (Group 3) (Group &) (Group 5) (Group 6) (Group ?)
1.Large Producers ' INC ( 0.2 0.38) E-o.m; -o.zag -2.26 2-1. 73
(z,f%z;) ; - 4.02 EXP ,-(_-p..ﬁ "L"‘\&Cl. bo12) (1. ;é_- =0 :.é.- == 22
. m . *009.? -30 -1012 "0078 OOG?. 40.05
2.5mal1 Producers ‘ INC (-0.14) (<0.05) (-0.89) (-1.88) '
(1.13%) - 0.96 EXP -( 0,87) -( - <(-2,87) -( <
NET -1.01 ~0,05 +1. -1,
3'fm;) Laborers 10.07 &c ( 8.43) . (-0.03) ( - ) (-1.12)
2.08 ' +10.02" . - ° ’ ’ . - - -!-2’22! - -
S . NET +7. ) ~=0.03 +3.53 -1.12
bAgric;)lmnl Workers M o1 ?XI(; (uz.?g) (.o- ) _LO =) (.“- )
0.11 - . B . S - -l - -
M. T v e e S 43 ol
5.Hon-Agricultural . | INC  (-0.06) (-0.04) (<0.i1) (=-0.01) -2.02)'
Producers ‘ P «(-0,01) -(-0,01) =( =) ( - ) -{.6.0
(65. 58%) - 6.93 NeT -0.05 -0.03 -0.11 -0.01 -8.07.
€.Non-Agricultural INC ( =) (<) -) (22.00)
WO!‘k . N o EXP :_(-00% -‘-0:112 :L-_O_,_ll)_ . ele l& .
(18.281.;) . +33.04 NET +o.'63' +0.11 +0.13 +29.02 43,
7.Rest of the World NC (-1.17) (-18.14) (-12.03)
. ‘=l e =Xr olae 2 ’ ) ol - 6 .L.-___)- T
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(footnotss on next :pagoJ)
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Table 2. (footnotes) .

°'me changes have been expressed as percentages of variation between
the 1limits of the period considered. Total variation corresponds to
the algebraic sum of partial variations.

: bme "“Total Weight of the Group" represent each economic group's
importance in the Total Income (or Expenditures) of the econoay.
(Table 10 )

°'me sun 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-Incéme Component; EXP=Expenditure Component; NET=difference
between INC and EXP.
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price index, this would lead us to thinlk 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 of labor among them), but would also be underestimating
the consumer price level (farm exports are mainly consumer goods).

7 The Small Producers, who were not affected by the increase in the
‘gost of labor, show a deterioration in their relative income of about

1 percent, attributable fundamentally to lower prices of the consumer
goods that they sell (all of their income components are negative). This
implicit transfer of income was especielly inmportant with respaect to
non-agriocultural woricers (-1.9%), who are the main buyers of agriocultural
oonsumer goods. However, the negative effect just mentioned was partly
offset by louver prices of physical inputs and consumer goods purchased
from non-agricultural activities (2.9%).

The Tenant Laborers improved their economic welfare substantially
(by 10.0%), as they derived benefit from both the rise of farm wages

(an increase of 8.4 percent in relative income is attributable to

this factor) and the lower relative price of inputs and non-agricultural
consuner 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 socen to have been reflected in a
reduction of 1.1 poercent of their relative incame, derived from sales
of agricultural consumer goods to non-agricultural workers.

The Agricultural Jorkers, as wage earners pure and simple, had a
spectacular increase of economic walfare. Between the two periods
thedir 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 decreaso in the real price of non-agricultural consumer

8°°dﬂ (1&.9’) .

The %‘M“ saw their relative income c¢iminish
substantially (-6.9%), due especially to a higher cost of labor, whioh,
addec to a docrease in the real price of the products that they sold in
the intornal mariket, 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 perfeotly by the extraordinary
?ricos Qf copper, is not as clear as it looks. The income component

85 X ) is practically nil (-0.05%), while the expenditure component

(b57 ::75) 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 instanter<ous reduction of the higher copper
prices (in dollars) when they were converted into escudos at the official
exchange rate, so that their favoreble effect was neutrslized. On the
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IRURTTPI .
'otbes’ hand, - the expenditure component {purchase of.imported.goods
* and inputs) would have caused an increade of.the relitive income,

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

An analysis of the figures corresponding to Non-Agricultural
Workers confirms the foregoing hypothesis, as this group, which
puroﬁfaoa only consumer goods from abroad, saw its relative income
inorease 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 incraase in their relative income, mainly at the expense
of non-agricultural producers (29.44). 1The 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 producor
groups, owing to a decrease in the real prices of apgricultural
consumer products,

Group 7, which reflects the situation of trade relations with
the rest of the world, clearly shows the unfavorable impact of the
overvaluation:- of the escudo, and, what is even more important, of
the high prices that copper reached in the second period. Altogether,
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 inthe foroign 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 x57) we can appreciato 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-agricultursl exports of 0,67 percent.

From the analysis contained in Table 2, we can summarite somo
aspects related with the goals fixed by the goveirment. 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 govermment's
wish had been to improve substantially their real price leovel, it can
be stated that their real level could only barely be maintained,
small decreases being noted in all of the salling 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 1icidities existing 4n the
marketing rargins of most consumer products in Chile, it seems
extremely doubtful that the producers could have faced the large
inoreases 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 oestimate of the
econoxy's real price level (as it only includes conswaer goods), but
would also be substantially underestimating the price level for consumer
articles. This would also enable us to explain the possible over- .
valustion of che escudo, for if the consumer price index were to urder-
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 growing overvaluation of the escudo.



Chapter.6
_ G“ornoml‘ Conoluaj.dns

~ The uin purpose of this study has been to draw attention to an
area of research, that of income transfers among different groups or

- sectors, which up to now has been ralatively neglected in development

"1iterature, 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 fo:rmulation. 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 middlomen in marketing; a sub-sivision of small
producers, malting a separate group of those who display a better
business orientation (truckegardnors in the provinces of Santiago and
Aconcagua, small fruit-grovuars, agrarian reform settlers, otc.):
probably a separation of the large producers who devote themselves
fundamentally to cattle farming, in order to detect Lhe 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
gifferent groups, 11ith respect to he part of the price systeam that they

aCo,

Among some of the most important over-all conclusions, ve high-
1icht the following:

(1) Different econmmic groups within one and the same activity are
affected in a substantially different way when changes in the price
system ocour, for which reason agpregated results for the entire
aotivity as a whole may lead to mistaken interpretations of a given
price policy's implications. This can be clearly seen when comparing
the total variations in the relative incouwe of the different agricultural
groups in Tables 1 and 2. - Depending on the importance that each group
has in the tota) 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 transers between the groups that nake
up the activity. This may be fundamentally important in the evaluation
of policies.

(2) It can be clearly appreciated, more so in countries 1like Chile

- whero agrioultural 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 tstween the magnitude of

. the transfer and the total gross income genersted 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
froe 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 attampt were made, in a count:y such as Chile, to utilize agricultural
~sotivity as a source of capital for non-agricultural development, the
magnitude oS the income transfers that would have to be extracted from
" agricultural activity to have any impact on the non-agricultural
activities' capital formation rate would be so great that it would
seriously affect productive capacity and incentives in the agrioultursl
activity.

(3) In analyzing the income transfers caused by changes in the price
system, it is fundamental to consider all of the economy's prices,
especially the price of labor, which is the most important of all,

It can be clearly seen from the results of the model that the producer
groups' economic welfare is greatly diminished when inoreases in the
wage rate occur, which, as in the case of the large producers, neutralirzes
any attanpt to improve their real incomc 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
theroin prices like those of capiial, land and labor (thought could
ovan be -given to some form of including tho tax rate as the price of
services rendered ty the government), strong biases are being oreated
in the estimates o the inflation rate (dowmsmard when wages are omitted
and upward when the interest rate is omitted). These omissions oreate
serious problems for evaluating the impact that changes in the price

., system have on income distribution in the economy.

(4) The different groups in each activity, as well as the type of price
_ policies and their orientation, depend funlamentally on each country's
" historical and politicel reality, so that it is inadequate to recommend
~or transfer price policy schemes from one country to another without
maldng the nocessary adjustments and modifications to interlock with
‘and within that reality, It can be appreciated from Chaptems 3 and 4
that existing political, social and economic conditions in Chile make
up a structure of relative prices and economic groups which differs
distinotly from that existing in other Latin American countries. In
the same way, in the Chilean context decisions can be made which,
.although just as desiratle, might not be feasihle 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 inflexibility and
inefficlency. Although in econonic terms this may be a very poor way
of extraoting income from some groups to benefit others, in many
instances it is the only alternative that is politically feasible.
Bowever, and as the empirical results of this study have shown, the
~ implications of a change in relative prices are multiple and very
T 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 somme considerations
that, although not directly derived from the empirical findings, are
extremely relevant because of their implications for the Chilean
development process.

In this study we have so far discussed and analyred the role of
the price system as a mechaniz: for redistributing income amonp different
economic groups. We have alaborated a model that enables us to isolate
solely this redistributive effect, and have mado empirical estimates
for the Chilnan rconory. The Chilean case is a particularly interesting
workshop for this kind of analysis, since tho strong inflation continu-
ously generates shifts in the price systai, Additionslly, in an
attampt to halt inflation and to keep the cost of living doim, successive
governments have been forced by urban consumers (the majority of the
voters) to impose a rigid control over the prices of tho most important
consuner goods. creating further alterations in the price system.

The political awakening and organization of large sectors of the
population (especially agricultural workers) has originated strong
income redistribution pressures, especially through Ligher wages.
Depending on their political and economic power, each group 7f people
tries to obtain privileges, or to create automatic economic mechanisms,
to protect themselves agsinst inflation. The different degrees of
success of the various groups generate shifts in the price system, All
these variations in the ralative prices originate, as was clearly
demonstrated in the numerical findings of this study, important
implicit transfers of income among the different gzroups.

Howe.er, in sry monetary economy, bo it socialist or capitalist,

the price system also has simultaneously the function of being a

guide for the efficient allocation of the economy's resources. In
other words, since the productive resources are controlled by the
dif ferent sucio-economic groups, the price system will determine to
some extent what proportion of the income generated in the econcay will
correspond to each economic group (distribution implications). At

the same time the price system till guide the producer groups so that
they will use more of thoss products or factors whose price is relatively
lover, and less of those whose price is relatively higher (efficiency
implications). These two functions of the price system, which to ¢
large extent are conflicting among themselves, are crucial for the
formulation of a strategy of economic deveilopment. On the one hand,
social equity demands a distribution of income and wealth that will
not result in too large disparities in the level of 1li'ring of different
roups of people, and tho price system is one of the scvoral mechanisns
taxes, subsidies, etc.) that can be used to achieve this objective,
On the other hand, economic and productive efficiency trould renuire that
higher prices would be set for scarce resources and lower for those
that are sbundant.

In Chile this can be clearly appreciated in the agricultural
‘activity with regard to the price of labor, which is the most important
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price in the economy. A wage (ixed in terms of officioncy in the use

“of available resources should be quite low (equal to the marginal
procuctivity of labor), as labor is relatively plentiful (one-third
of the aotive population is used to produce one-ecighth of the national
product). However, due to the extreme concontration of land and capital

 4in Chilean agriculture (which has made an agrarian reform absolutely

' necessary), this fact would imply that a very small part of total
agricultursl income is going to the woikers, while the greater part
corresponds to rents, interests and profits, all concentrated in the
hands uf the people who own most of the land and the capital., However,
i( wages are raised substantially in order to redistribute iicome
more fairly, the people i are responsihle for combining Lhe pro- ™
ductive factors will tend to use loss labor and substitute it with
capital. This higher wace, which could be perfectly desirable in -
terris of social justice, i3 to a large axtent undesirable in terms of
econordc efficiency. What this situation could lead to is, for
instance, that instead of producing veretables and fruit, the tendency
would be to produce cereals and other easily mechanizable crops which
would yield a very inferior agricultural product to that which could
be obtained by using tho 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 will soon tend to materialirze through at least two
mechanisms: On the one hand, and assuming that no labor is i smi ssed,
to generate unemploynent the producers would only have to abstain from
hiring the people who enter the labor force from year to year. This
oould be supplenented by using capital intensive technologies, which
would make it possihle to do without a great deal of seasonal labor.
This means that although no worimen are dismissed no new employment
opportunities will be generated and agricultural labor will have to
migrate to ths cities, where the same phenomenon is occurring on a
smaller scale. T.e net result is that, »'though a hirh real wage is
maintained for those who are still empioyed, 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,
ard 1f adjustment through unemployment is not allowed, there will
tend to be an increase in the monetary selling price of goods, off-
settine the rise in the monetary wage rate, thus reducing the real
wvage rate enough to maintain full employment, and at the same time
again reducing the workers! share in the national income,

These aspeots of effioclency and redistribution which we have
described very superfiolally for labor's case, are also valid for the
relative prices of the different goods and services genorated 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
recommundable. A small prodict in the economy, inefficiency in
reccume use, unemployment ard inflation appear to us to be too. high
a cost for the attainment of snsuial justice through this meohsnism,
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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 capital 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, i1s a very slow one, and at best would only benefit
a small part of the workers. Another mechanism, just as difficult to
attain, would be to extract through taxation that part of profits,
rents and interests considered socially excessive, and to redistribute
it more homogeneously to the community, through mechanisms that would
be independent of the price of the factors, such as family allowances,
educational infrastructure, health and welfare insurance, transportation,
reoreation, eoto,

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
a8 well as in its subsequent application, there is the danger that
inefficiencies will be generated, that inceriives will be affected
and that uncertainties will be bred. Given the relative mobility of
the capital factor and entrepreneurial capacity between different
countries, the outcome could be & flight of capital and entreproneurs to
other nations that may offer better advantages. Unfortunately, there
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 balieve
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 ylelding 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-
1lived and generates pressures that take away what has been gained,
while at the same time the economy's productive capacity is used
inefficlently., 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, 8o that the people who have to make
economic decisions from day to day may do so efficiently in accord
with the economy's resource endoument, and the greatest possible
product may be achieved with conseouent welfare for the community.






Appendix.

Several price indices representing the most important sets of
products exchanged between the economic groups have been deterwined
(9). The suzmary 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 salected periods,
a1l expressed with ralation to 195 = 100.

In the matrix represented in Table 4, we show the Jifferent variables
of model (xij); the horizontal lines corrospond to the sets of goods

and services that constitute the incone of the groups that sell, and
tha 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 rreights (which allow
aggregation of partial indices among themselves), and by the symbol
that represents the pertinen{ 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 modal's variables for certain
selected years within the period of 1959 - 1967. These values are
shown 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 'Aith relation
to an inflation index covering all of the econcmy's prices, adequately
weighted according to their importance. (9, 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 eruivalent 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) growth rates (x, J)

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

The total weights of the income variables (.13)' 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 conscitute the variable,
appear in Table 8. In like manner, the total weights of the expendi-
ture variables (b1 J)' whioch allows us to give the different variables'
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real growth rates an importance that'is proportionate to the expenditure
inocurred by each group, are set forth in Table 9. In both tables, in
-order to facilitate identification, the corresponding variable is
ahmm in brackets alongside of each weight.

.. With ‘the foregoing data (xij' by and b“) we can calouhto the

magnitude and camposition of the ochanges in the relative income of the
seven econoric groups (as presented in ndn text tables 1 and 2),
as pox- the upreasion

| J ]

-~ ARFICVEVELVEN
where 1 = 1, 2, 3, &4, 5, 6, 7.
5'10 2, 3, 4, 5 6, 7



Table 3. Sumnary of price indexes.”

%ce Index for; 1990
I1 Direct Consumption Agricultural Products
(Gsneral Index) 100.0
(12) Direct Consumption Agricultural Products
(Index for Small Producers and Tenant
Laborers) 100.0
(13) Agricultural Inputs destined to Agri-
cultural Activity 100.0
(Ib) Agricultural Inputs destined to Non-
Agricultural Activities 100.0
(15) Exports of Agricultural Origin 100.0
(16) Agricultural Labor (Tenant Laborers
and Arricultural Workers) 100.0
(I?) Non-Agricultural Consumer Goods and
Services purchased by High Income
Urban Consuners 100.0
(18) Non-Agricultural Consumer Goods and
Services purchased by Low Income
Urban Consumers 100.0
(19) Non-Agricultural Consumer Goods and
Services purchased by Loir Income
fural Consumers 100.0
(I,,) Non-Agricultural Inputs destined to
Agricultural. Activity 100.0
(I,,) Non-Agricultural Capital Goods destined
- 77 to the Agricultural Activity 100.0
(I,,) Ron-Agricultural Activities' Exports 100.0

. 1960 1963 1959-1961 1962 1963

121.9

128.3
124.3

106.0
101.4

111.3

112.0

107.8

104.6
106.9

114.0
103.0

127.8

133.0
142.9

104.8
99.4

153.0

118,8

112.0

10£€.0
112.6

120.3
96.4

(continued)

Aversge Aversge

1964  1962-19€4
116.6 147.8 199.4 310.4  219.1
120.4  142.7 207.4 307.3  219.1
122.46  146.7 208.9 704.3  220.0
103.6 132.0 212.6 319.3  271.3
100.3 178.4 298.1 331.2 .2
121.4  179.1 238.1 4.9  254.0
110.3 1.4 188.0 270.7  197.7
106.6 123.5 184.7 265.7  191.3
103.5 113.3 191.4 281.2  195.3
106.5 1724.5 173.3 5.5  181.1
111.4  141.2 200.3 275.3  205.6
99.8 164.3 282.5 321.7

256.2



Tatle 3. (continued)

. - : Averare : I .+ Average
Price Index for: . 1239 1960 1961 1959-1961 1962 1963 1964 1962194
(1,5) Non-Agricultural Workers' Salaries - | o eeTe

and Wages 100.0 115.1 132.5 115.9 150.9 205.7 " 74.3 210.3 .
(Ill&) Consumer Goods, rurchased fram the , v S
Rest of the World 100.0 92.7 98.3 97.0 175.1 6.0 332.6 271.»
(I;5) Imported Inputs, destined to the : . ) ' N
Agricultural Actdvity 100.0 96,0 97.7  92.9  99.3 169.8 WL  173.2
(116) Imported Inputs, destined to Mon- : . _ .-
Agricultural Activities 100.0° 95.6 82.0 92.5 127.4 230.1 2264  194.g°
(117) Imported Capital Goods destined to
the Agricultural Activity 100.0 103.5 108.5 104.0 111.5 195.8. 2.4  195.6.
(I,5) Imported Capital Goods, destined to ’ s
2" NoneAgricultural Activities 100.0 1023 108.9 103.?7 160.0 289.1 373.0 2.0

(¢ontinued) ‘ A



Table 3. (continued)

Average
ce for: . X R U2 T — 1966 1967 __1955=1967
(11) Direct Consumption Agricultural Products 40€.4 517.0 616.4 513.3
(Genoral Index)
(Iz) Direct Consuption Agricultural Products
(Index for Small Producers and Tenant Laborers) €7 537.€ 595.? 93,2
(13) Agricultural Inputs destined to Agricultural Activity 426.1 = 586.3 797.2 503.2
(I“) Agricultural Inputs destined to Non-Agricultural
Activities 429.5 516.7 596.5 514, 2
(15) Exports of Agricultural Orisin 335.4 465.7 570.3 %57.1
(Ig) Agricultural Labor (Tenant Laborers and Agricultural )
Workers) 566.0 855.7 1,140.0 353.9
(17) Non-Agricultural Consumer Goods and Services
" purchased by Bigh Income Urban Consumers 351.6 447.6 S61.4 453.5
(18) Non-Agricultural Consumer Goods and Services : . .
purchased by Low Income Urban Consumers 330.? 400.1 450.8 407.0
(19) Non-Agricw.tural Consumer Goods and Services :
purchased by I :‘w Incame Rural Consumers 337.5 387.4 bé1.5 395.5
(110) Non-Agricultural Inputs destined to :
Agricultural Activity 335.F 431.2 ' %10.2 425.7
(I,,) Non-Agricultural Capitsl Goods destined to the
117 Jericultural Activity 368.7  UuEs.1 S87.8  473.9
(I,,) Hon-Agricultural Activities' Exports 411.9 622.7°  7€2.7° 9.1

(continued)

Ty



Table 3. (contimued)

- ———

dverage
Price Jndex for: 1965 4966 1967 33651967 _
(113) Bon-Agricultural Workers' Salaries and Wages b22.4 574.5 817.2 6ok, 7
(11’&) Consumer Goods, purchased from the Rest of the World 408.8 386.3 4731 422.7
(115) Impo-ted Inputs, destined to the Agricultural Activity 320.3 337.3 386, 3 3&@.6
(1,¢) Imported Inputs, destined to Non-Agricultursl Activities  263.4 292.9 358.7 305.0
(1,,) Inported Capital Goods destined to tbe Agricultural . N
(L a) rted Capital Goods, destined to- Fon-Agricul tursl o , o
18 R rities Wb s69.0 6k

Activities 3/0.3

%Source: "The Effect of Agricultural Price Poliod.os on Intersectoral Income Tranafors." by Roborto P.
Echeverria, unpublished Ph.L. Thesis, Cornall University, June 19¢9,



Tea-

Groups that
L un_&?v Large Small Tenant Avricultural
Groups that Producers Producers Laborers ‘'~ * Workers -’
T Sell . (Group 1) (Group 2) -_(Group 3) (Croup &) V'<i-
Larre Producers (xu) 48.7 13 (‘1?,) 19.1 13 (113) 28.6 13 (xw) 100.0 I,
(c.mupl) 190? Il m.g Il 71.“ Il o . o o ) - -
32.1P
Saall Producers (x,,) 100,0 I (x..) €&.9 I (L,) (x,,) 100.0 I
(Group 2) L1 2 o2 2.1 IZ ) Lou)- 2
9.0° g
Tenant Laborers (x,,) 63.7 I (x,,) (x,) 12.2 1 (x,) 100.0 I
(Group 3) 131 %.3 1: xy >3 77.4 13 Xy‘ 2:
b 2 . » i
10.4
Aericultural Work 100.0 I )
(Group #) ors (Xy) 6 (%,5) (Xy3) (Tyy
ﬁt(:g—hxd;t)zltunl Producers (XSI) 37.8 Lo (Xs?) 50.0 I, (Xeqa) 3644 . Lo (Xy‘) 100.0 I,
roup 4
’ 40,6 I, 50.0 I, €3.6 I,
y 21.6 1.,
Non-Arricultursl Work
e ranoul U S SR
Rest of the Wor i I 1 : '
(Group ?) 7 22.0 112 %72 7 )
' 1.7 I,,

Tatle 4. Composition and internal weights of the model's variables.®

(continued)

O
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Table 4. (continued)

Non-Agricultural Workers

. (Group 6)

Rest of tha. World
(Group ?7)

-— e oo o ¢ -

Source: 3, p. 206.

*In -each case the variable app-oart'; in brackets, followed
the corresponding Price Index, according to Table 3.

(Xg5) 1oo:_o L4

(X5 6.1 '116

-27.5 1,g

(Xg)
(176) 100.0 Illl»

Groups that Non- Fon-7 o
Buy Agricul turel Arricultural Rest of
Groups that Producers Workors the world
Sell (Group 5) (Group 6) ) )
Large Producers (X, o) 43.1 I (X, ) 100.0 I .
(Group 1) S I
Small Producers (X,¢) 38.~ 1 (X,.) 100.0 (
p Ls e Iu X6 ! I X,,)
- Tenant Laborers - (X)) - : : (X ) 100,0 - X (X)), ~ye
- Aerdcultural Workers (Xye) (Xye) : (Xn)
(Group &) x“s xll6 . : LY
b
Ron-Arricultural Producers (x..) 43.3 (x_.) 1000 1 (x_..,) 100.0 1 A
- (Group 5) ‘55 w7 1, 567 e 57 12 ¢
' b sy 57
9.0

(Xg,)

S VRSN

.t.’Soo the text for an explanstion of these variables.

LRV
«r

- - o —— -

by the internal welghts and the syabal representing
For the definition o” the variables, se> the text.



Table S. Nominal values of the modal's variables, for some salccted periods between 1959 and 196?.‘

S—— —— -

Global o _ Poriods _

Weights Variahles 1991961 1962-1964 1965-1967_ 198 1965 196€ 1967
0.8 X, 120.7 219.7 577.1 06.1 4204 $66.2 k.8
0.33 X, 117.7 219.3 $3.5 9.2 410.2 5%.2 650.9
0.39 xn' 118.3 219.4 539.0 308.7 412.0 536.8 668.1
0.04 Xy4 116.6 219.1 513.3 310.4 Lo6 .4 517.0 616.4
1.07 X5 111.0 220.0 513.7 314.2 416.4 516.9 €07.8
1.58 K¢ 116.6 219.1 513.3 310.4 406.4 517.0 616.4
0.21 Xy 100.3 29.2 4s7.1 331.2 335.4 465.7 570.3
0.03 % 120.4 219.1 493.2 307.3 6,7 537.6 595.2
0.31 X, 121.8 219.7 568.0 305.3 400.7 570.7 732.6
0.01 ) N 120.4 219.1 493, 307.3 6.7 537.6°  595.7
0.30 x25 114.0 219.9 501.2 311.9 378.3 529.6 95.7
0.47 K¢ 120.4 219.1 493.2 307.3 6.7 537.6 595.2
. 0.65 X 121.0 1.3 723.0 331.3 486.4 20.2 2.2
0.90 X, 120.7 219.2 508.2 306.9 357.5 kb, 2 622.7
- 0.01 Xy, 120.4 219.1 u93,> 307.3 W6.7 53?-§ 595.2
.. 052 L3 190.4 219.1 493.2 307.3 H6.7? 537.¢ 595.2
0.11 %, 121.4 254.0 8%3.9 Hb.9 565.0 855.7 1.1&9_.0
-2.52 X5 109.1 193.1 b7 .4 262.2 39,2 b4s.2 87,7
;,o;u_;.<-. | 1'52 105.0 188.2 410.6 263;'? 336.6 409.3 ua's‘.9

(oonf;imled)

<9



Table 5. (continued)

Global . R .
Waights Variables ' _lﬂg
0.79 X3 104.6 190.1 bot.s 2682 3368 ,‘933 Mi&fg‘z”
0.04 Xg, 103.5 195.3 395.5 BL.2 P25 BWok sérLs
s %55 110.5 197.7 453.5 2.7 3516 M6 e
14.78 Xeg 106.6 191.3 407.0 265.7 3%0.2 400.1 490.8
9 X 99.8 255.” 5991 321.7 1.9 622.7  762.7
18.68 Xgs 115.9 210.3 604.7 2.3 42k sms 8’?9
0.3 171 99.6 201 .4 ? 2764 3%62.8 373.9 “&6.1
2.97 Gs 95.9 220.9 356.4 W2.2 2994 W6 k239
s 7 772 .’ 2.7 3526 b08.8  386.3 473,
Implicit Index of Inflation®  110.0 205.6 484, 5 2.3 %78 462 fog.s

*We have excluded those variables having a total wei

results o7 the modal.

b
Source: Table 10.

©%or the definition of the variables, see the text.

bt equal to roro, since they are irrelevant for the

The indexes corresponding to each perdod have bean elaborated from the data in Tables 3 and 4.

“Me Index of Inflation implicit in the model corres
Global Weirhts) of the indexes of the diiferant va

ponds to the woighted ave
riables in each period,

rage (wedghted by the



Tatle S. ®Real values of %e model's variables, for some selected periods betreen 1959 and 1967.%

P;é%gdg

(continued)

1959-19€1  _ 1962-1984 19651 1964 1965 193 19&7
107.0 106.7 109.5 111.5  111.5  111.3  106.8
107.5 106.7 111.2 111.3  112.0  112.7  109.6
106.0 106.€ 105.9 111.9  110.5  108.6  101.1
100.9 107.0 106.0 113.3  113.2  108.5 9.7
106.0 106.6 105.9 113.9  110.5  108.6  101.1

91.2 130.9 9%.3 119.4 91.2 97.8 93.6
109.5 106.6 101.8 110.8 9%.3 112.9 97.7
109.5 10€..6 101.8 110.8 9%.3 112.9 97.7
103.5 107.0 103.4 112.5  102.9  111.2 97.7
109.5 106.€ 101.8 110.8 9.3 1129 97.7
110.0 117.4 149,2 119.5  132.2 1555  154.6
109.5 106.6 101.8 110.8 .3 112.9 97.7
109.5 10€.6 101.8 110.8 S4.3. 112.9 97.7
110.4 123.5 176.2 1268 153.9 179.7  IR2.0

99.2 93.9 92.3 9.6 %9 935 8997

95.5 91.5 84.7  95.0 91.5 8.0 79;?

95.1 92.5 83.9 96.7  91.€ 84.7 :H

9.1 95.0 81.¢ 1014 91.8 81 b 75.7"

96.9 93.0 84.0 95.8 89.8 8.0  80.5

90.7 126, 123.7 116.0  112.0  12.8 - 175:°

¥



Table 6. (contimed)

Variables LSS Y S = AL N 3% 1967
X 105.4 102.3 124.8 98.9 1148 1336 1
R 4 90.5 98.0 81.4 99.7 98.6 _‘73'.-'5 732
X, 87.2 107.4 73:6 98,2 81.4 72.7 69.5
X 88.2 131.9 87.2 19.9 1111 81.1 7.6

¢ .- .

®Source: Table 5. The nominal values o the variables have been deflated -by the Index of Inflation
implicit in the modal. e ) : : P



Tatle 7. Real rates of gwwt’.ha of the model'!s variables (xi:j)' between some sclected periods.

Real Rate of frowth in cach Period (x.3)

1959-617 196284/ 196471965 19€5/1968 198671967 196471987

Vambloab 1952-64 19€5-67
Xy, - 0.3 2.6 0.0 - 0.? - 4.0 - 4.2
X, - 0.7 4.2 0.6 0.6 - 2.8 - 1.5
X, 0.6 - 0.7 - 1.3 - 1.7 - 6.9 -~ 9.7
X 6.0 - 0.9 - 0.1 - 4,2 - 8.1 - 8.1
D T 0.6 - 0.7 -1.3 - 1.3 - 6.9 - 9.7
X, 43.5 -28.0 «23.6 742 - 4.3 -21.6
2% - 2.6 - 4.5 -14.9 19.7 -13.5 -11.8
Xy, - 2.6 -b.5 -14.9 19.7 -13.5 -11:8
Y 3.3 - 34 - 8.5 8.1 -12.1 -13.2
X - 2.8 - 4.5 -14.9 19.7 -13.5 -11.8
I 6.7 27.1 10.6 17.5 - 0.5 9.4
154‘ - 2.6 - .5 -14.9 19.7 -13.5 -11.8
X6 - 2.f - b5 -14.9 19.7 -13.5 -11.8
Xyy 11.9 42.7 23.7 16.8 4.1 50.3
Xey - 5.3 - 1.7 0.3 - 1.5 - 3.9 - 5.0
. 152 - 4.2 - 7.4 - 3.7 - 6.0 - 73 ~15.1
’“X55~ - 2.7 -9.3 - 5.3 - 7.5 - 72 -13.7

(continued)



Table 7. (continued)

Real Rate of Growth in each Poriod (x '5

b 1955-61/ 1962. -6u7 1964/19K5 1935/194% 196671967 155471567
Varisbles 1962-64 1965-6 '
Iy 1.0 -1&.1 - 9.5 -11.3 = 7.0 .'7'5.“3
1.56 - 4,0 - 9.7 - 6.3 - 6. 5 " ".0.2 -16. °
pai 37.4 - 0.7 - 3.4 116.8 - 4. 2.8
X - 29 22.0 16.1 51 11,2 35.6
X 8.3 -16.9 - 1.1 ~20.4 - 6.8 =26.6
1, 23.2 -31.5 “17.1 -10.7 - b -29.2
49,5 -33.9 - 2.3 -27.0 - 4.3 ~35.3

——

%Source: Table 6. The resl rates of growth have bom expressed

period "t-1'" and period "“t".

as tho net porci:ﬁéo of vu-i:_;ﬁon between

bile have excluded those varirbles iigdyhen i=Jj, alongside those hnving a total w;iéizt of gero, fér being

i1relevant for the results of the


http:s12k&.64

Table 8. Total weights (.ij) of income variables.?

Percentage of income coming from each group (111)
- : . Non- Yon-
Total Large Small Tenant Agricultural Agric. Azric. Rest of
“Income -Producers Producars Laborers Workers Producers Workers the World
. in Grou Group 2 rou 4 Grou up 6 G
Larze Producers :
(Group 1) A 100.9 13.7 (Zu) 8.9 (xl?.) 9.1 (123) 1.0 (11‘#) 25.3 (115) 37.1 (116) '6.9.(117)
Small Producers S
(Group 2) 100,0 3.0 (X21) 27.8 (Xzz) 0.0 (X23) 1.2 (qu) 26,2 (XZS) 41.8 (126) 0.0 (327)
Tenant Laborers : : S e
(Group 3) 100.0 31.1 (x31) 0.0 (x32) 43.3 (x”) 0.7 (x%) 0.0 (x35) 24,9 (x36) 0.0 (x37')
Agricultural .

Workers (Group 4)  100.0  100.0 (X,;) 0.0 (X)) 0.0 (X3) 0.0 (X,) 0.0 (Xy5) 0.0 (ii;g) 0.0 (x,WP
Producers(Group. 5) 1006 3.7 () 0.6 (X;) 1.2 (Xg) 0.1 (Xg) 66. (X55) 20.8 (1:56') .7"2.(.;;7);
2‘:&2&:’%&‘333’8 100.0 0.0(Xg)) 0.0 (Xg) 0.0 (Xg3) 0.0 (Xg)  100.0 ('165) 0.0 (Xgg) '6-0"(235)
mdozc:zp 7). 100.0 6.9 (K55) 0.0 (Xp)) 0.0 (X55) 0.0 (Xp) 57,6 (X0 35.5 (Xog) 0.0 (X55)

Source: 9, Pp. 204291, -

*In each case the correspondi.z variable appears in brackets on the right side of the welghts.



Table 9. Total weights (bij} of expenditure varisbles.®

-—

Percentage of expenctiture destined to each group (b, .)

Total Ron- Non-
s ol w Large . ‘Samall Tenant . Agricultural Agric. Agric. Rest of
Producers Producers Laborers Workers. * Producers  Workers the World
.£=__19_..$$H:nuLA). .{Gyoup 2) _(Group 3) __ (Group 4) __ (Growp 5) (Group 6)

ng':up 1) core 1“) 0 1307 (xll . 008 (x21) 1°.2 (le) 206 (XM) 5903 (xl) 0'.0(x6.1) 8.“ (i?l)‘
(Group 2) oors 100.0  33.4 (X;,) 27.8 (X,,) 0.0 (132) 0.0 (X,,) 38.8 (x ) 0.6{X¢,) 0.0 (x72)
Tenant Laborers B ' R L
(Group 3) | 1oo 0 187 (X4) 0.0 (x23) 43.3 (x35) 0.0 (xu3) 38.0 (xg ) 0.0 (x63) 0.0 (173)

Workers (Group 4)  100.0 9.9 (K,) 12.2 (L) 13.2 (X)) 0.0 (Xm.) 3%.7 (Xsu) 0.0 (xg) 0% ("-,u)‘kl
Non-Agricul tural | L -’ a ’ o L

Producers (Group 5) 100.0 1.6 (L) 0.4 (X,) 0.0 (X)) 0.0 (1“5) 664 (X5.) 27.3 (Xg0) W 3 (x75) 3
Non-Aericultural C : ’ . U . _

Workers (Group 6) ;00.0 8.4 (116) 2.5 (X26) 2.8 (X36) 0.0 (x‘bé) 76.5 (156) 0.0 “66) 9 8 (176)
Rest of th b ' o - - o

World (Group 7) 100.0 4.0 (X,) 0.0 (X)) 0.0 (X)) 0.0 (3,,) 9.0 (Xg) 0.0 (Z,) 0.0 (x77)

. Source: 2; Pp. 2519-291-
“In each case the corresponding variable appears in brp&kots on the right side of tho 'viﬂgl'xta_."



Table 10. Global Veights of the Model's Variadbles
- llon- . Non- Rest .-
A Large Small Tenant Agricultural Agricultural” Agricultural of ‘the

Producers Producers Laborers
(Group 1) (Group'2) (Group 3) (Group &)

Yorkers

Producers

. . .Horkers

© torld .

Large Producers

(Group 5) . (Group 6) (Group 7) TOTAL

."‘

(Group 1).. 0.581 0.376 0.388 0.043 1.072 1.575 0.208  4.243

Small Producers ' -

(Group 2) 0.034 0.313 0.013 0.295 0.470 - 1.125

Tenant Laborers _ | ' ‘ ,

(Group 3) 0.647 0.901 0.014 - 0.517 - 2.07,

Agricultural Workers

(Group &) ' 0.110 0.110

Non-Agricultural S 3

Producers (Group 5) 2.518 0.436 0.791 0.038 ks.558 14.281 4k.957 68:570

Noun-Agricultural ) i

Workers (Group 6) 18.682 18.682

Rest of the World

(Group 7) 0.355 2.973 1.836 5.164
- TOTAL b.2bs 2.080 0.108 68.580 18.679 '5.165 100.00

1.12%
_'«
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