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The search for  universally amlicable solutions t o  the socio-economic 

problems of developing nations has been a constant pursuit of international 

donors, multilateral a s  well as bi lateral .  In t h i s  quest for  answers, both 

developnent theoris ts  and practit ioners have t r ied  t o  find clearcut examples 

of successful development s trategies  which might be replicable i f  cer tain con- 

di t ions are met. 

This paper examines the two major post-World War I1 development thew 

ries-"trickleilownn and "basic human needsn--and the performance of s i x  

countries-the Republic of Korea (hereafter Korea), Brazil, E l  Salvador, S r i  

Lanka, Kenya, and Cuba--during tha t  period. The paper compares and contrasts 

t he  e c o n d c  performance of each of these countries with respect to: 

Their success in responding t o  the basic human needs of the i r  people 
and in  reducing poverty. 

The role of the public sector vs. the private sector. 

Few of these cases are generally accepted examples of successful national 

development, however defined. In a rider of countries, high levels of econw 

mic growth have been accompanied by growing inequity in  income distribution. 

Solme countries have had remarkable redistribution of wealth and have made 

great s t r ides  in  improving the socio-economic well-being of the i r  citizens-at 

the expense of economic growth. Others have made only modest progress with 

ei ther  the generation of wealth or  its equitable distribution. 

The Korean case may be extraordinary i n  t h i s  regard and w i l l  be the  f i r s t  

examined i n  t h i s  paper. Korea enjoyed both a high ra te  of econmic growth and 

basic needs satisfaction. The Korean developnent pattern has been highly 

equitable largely because assets  were distributed relatively equally before 
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rapid growth began and because the pattern of developent did not greatly con- 

centrate incane or wealth. 

Like Korea, Brazil experienced "miraculousn economic growth during the 

1960s and 1970s. Unlike Korea, however, rapid growth in  Brazil led t o  a sig- 

nificantly worsening incane distribution. Despite the high growth ra te  that 

characterized t h i s  period, Brazil made l i t t l e  progress toward satisfying the 

basic needs of its poorest cit izens. 

In the 1960s El Salvador was considered the "pride of the Alliance for 

Progress." But a f t e r  s i x  years of rapid economic growth, income distr ibut ion 

had worsened and the basic needs of the Sdlvadoran people were not being sa- 

t i s f  ied. 

S r i  Lanka, in  contrast,  grew a t  average or low rates from independence in 

1948 un t i l  a change of government in 1977 led t o  a radical s h i f t  in economic 

policies. Low growth notwithstanding, S r i  Lankan governments provided an 

arple system of social benefits. With inequality kept relatively low, S r i  

Lanka eliminated the worst manifestations of poverty. 

Kenya attained above average levels  of econamic growth, but it did so a t  

the expense of income distribution. Moreover, l i t t l e  progress was made toward 

alleviating poverty or providing for  basic needs. 

After its revolution in 1959, Cuba's pr ior i ty  w a s  the achievement of an 

equitable distrbution of wealth. Econamic growth w a s  a secondary conside- 

ration. The resul ts  were low economic growth and the attainment of a level of 

socio-econcanic well-being rarely equaled in  a developing country. 

This paper w i l l  evaluate the impact of the different  s t rategies  pursued 

by these countries and w i l l  discuss the lessons learned from an analysis of 

their  varying experiences. Finally, it will look a t  the extent t o  which 
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current devel-t theory as practiced by the Agency for International Deve- 

lopnent (AID) is out of step with the experiences of the countries examined in 

this  paper. 
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Most economists would define the "trickle-down" theory of development as 

the view held during the 1950s and 1960s that saw developnent as purely an 

"econmicn phenomenon in which rapid gains from the overall growth of GNP and 

per capita income would automatically benefit the masses through jobs and 

other economic opportunities (Arndt, p. 1). I f  per capita m were rising, 

then all-including the poor-would be better off eventually, It would be 

only a matter of time, it was assumed, un t i l  the benefits of development would 

" trickle-down, " 

In perhaps the f i r s t  use of the term in an econanic context, Jawaharlal 

Nehru paraphrased one face t  of the Hobson-knin theory of imperialism in a 

1933 ar t ic le :  "the exploitation of India and other countries brought so much 

wealth t o  J3gland tha t  same of it trickled down t o  the working class and the i r  

standard of l iving rose" (Arndt, pp. 1-2). Jacob Viner, in one of the f i r s t  

post-World War I1 a r t i c l e s  on economic development, referred t o  

a school of thought with respect t o  e c o n h c  developnent . . . [which] 
believes tha t  t o  subject a national prograrrane of economic develapnent 
t o  the requirements that it shal l  prevent an increase in the absolute 
extent of severe poverty m y  doom the p r o g r m  t o  fa i lure  without 
last ing benefit t o  any sector of the population. They hold that in  
many cases all that is practicable, a t  l e a s t  for  same time, is t o  
increase the national area of economic health and strength, perhaps 
relat ively but a t  l e a s t  absolutely, without preventing or  even re- 
tarding, and possibly even while stimulating, the growth of t he  area 
of deparate poverty. Eventually, they contend, the prosperity w i l l  
t r i ck le  down t o  the lower levels  of the popla t ion  (Arndt, p. 2). 

Essentially, proponents of "trickle-down" predicted tha t  a ver t ica l  flow of 

income from rich t o  poor would happen of its own accord i f  cer tain levels  of 
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average income could be attained. Thus, poverty would be eradicated the 

inplementation of explicit income distribution policies. 

Advocates of "trickle-dm" assert that the strategy has been successful. 

Krauss posits that: 

The second approach to  alleviate Third World poverty is to  try t o  
increase the standard of living of all citizens, rich and poor alike, 
by economic growth. This more-generalized, less-targeted approach 
focuses on the size of the pie rather than the relative size of the 
slices. Its major advantage is that it works! There is incontrover- 
t ible  evidence that the absolute real income of poor people has been 
increased by rapid economic growth whenever and wherever it has taken 
place in the Third World (p. 45). 

By the la te  1960s, however, the evidence concerning economic growth and 

income distribution had poured in from the developing world. While it w a s  gene- 

rally expected that income equality w a s  much higher in poor countries than in 

rich countries, some theorists and practitioners were surprised to  learn that 

inequality w a s  rising in many developing countries. The absolute incoanes for 

the poor may have grown i n  some countries; in other countries the real incoane of 

the poor actually declined. In most countries that adopted the "trickle-down" 

approach, the income of the rich grew a t  a more rapid rate and the gap between 

the incomes of the rich and the poor widened. Indeed, the mass of people i n  

many of these countries have not benefitted a t  all from developnent. Clearly, 

the vertical flow of income as a consequence of economic growth sinply was not 

occurring as predicted. In t h i s  context, "trickle-dm" theory w a s  judged t o  k>e 

a failure. 

B. BASIC HUMAN NEEDS 

The "Basic Human Needs" (BHN) strategy represents a response to  the gene- 

rally perceived failure of the ntrickle-downn strategy. The term "basic needsn 
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w a s  used f i r s t  i n  the debate w e r  whether poverty is an absolute or  relat ive 

p h e n m o n  (Weeks and Dore, p. 134). There is sane difference of opinion as t o  

when and by whom the concept w a s  f i r s t  developed (ILO, 1977). For development 

theoris ts  and practit ioners,  however, the concept became the center of focus and 

debate a t  the 1976 World Etrployment Conference organized by the International 

Labor Organization (IIX)). A consensus had grown that the process of growth in 

developing countries had not solved-indeed may have aggrevated-the problem of 

poverty. It w a s  argued, therefore, that  development s trategies  must be expli- 

c i t l y  redistributionist .  The donor cormurnity and the developing countries 

themselves needed t o  focus on the "basic needs" of the poor by implementing a 

strategy which would redistribute current income or wealth or  both. 

This BHN approach emphasized the provision of several basic c m i t i e s  arld 

services t o  the poor: s taple foods, water and sanitation, health care, primary 

and nm-fonnal education, and housing. The strategy included two basic ele- 

ments. F i rs t ,  these basic needs would be provided a t  costs tha t  the poor could 

afford. Second, the strategy would include service networks t o  dis tr ibute these 

services i n  forms appropriate for  consunption by the poor, and especially in  

areas where the poor l i v e  ( G i l l i s ,  et .  al., p. 93). 

For BHN programs t o  redistribute income, it was argued, services would have 

t o  be offered on a subsidized basis. Otherwise redistribution would not work, 

ei ther  because the  poor would have t o  spend too much for  them or would not use 

them a t  all. Services a lso  would be appropriate for  meeting the needs of the 

poor: primary schools not universities, vi l lage c l in ics  not intensivecare 

uni ts  in  urban hospitals. The system would be extended t o  the poor in the i r  

villages and urban slums: schools and c l in ics ,  teachers and primary health 

workers would go t o  the poor where they lived ( G i l l i s ,  et. dl., p. 94). The BHN 
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approach would be "... designed to improve, first, the inccane earning 
opportunities for the poor; second, the public services that reach the poor; 

third, the flaw of goods and services to meet the needs of all members of the 

household; and fourth, participation of the poor in the ways in which their 

needs are met" (World Bank, 1980, p. 13). 

C. NEW DIRECI?ONS AM) THE PRIVATE ENIXRPRISE INITIATINE 

The 1973 "New Directionsn amendments to the Foreign Assistance Act shifted 

the U.S. development assistance mandate frm the "trickle-down" to the "basic 

human needs" developnent strategy (Doggett, p. 1). U.S. developnent support 

would focus on "countries which pursue development strategies designed to meet 

basic human needs and achieve self-sustaining growth with equity (Doggett, p. 

3)." U.S. developnent policy would emphasize goals including: "(1) the alle- 

viation of the worst physical manifestations of poverty among the world's poor 

majority; and (2) the prmtion of conditions enabling developing countries to' 

achieve self-sustaining economic growth with equitable distribution of benefits" 

(Doggett, P- 3) . 
Further, the "New Directions" amendments stipulate that national ecmcanic 

gruwth will be far more likely if it is induced from the agricultural sector. 

Therefore, U.S. agriculture, rural development, and nutrition assistance would 

be used primarily for "activities which are specifically designed to increase 

the productivity and inccane of the rural poor." 

Finally, the "New Directions" amendments call for U.S. participation in 

developent to be carried out as much as possible through the private sector. 

In keeping with this provision, the Reagan administration instituted the Private 

Ehterprise Initiative in 1981, based on the belief that greater reliance on 
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private enterprise was essential to the generation of econcanic growth in deve- 

loping countries sufficient to satisfy basic needs and that the private sector 

was the engine that makes growth occur most quickly (Doggett, p. 6 and p. 20). 
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MEASUREMENT: H W  DO WE MEASURE SUCCESS OR FAILURE'? 

A. EX2UITY - 
This paper will measure the effect of economic developnent on welfare 

through an analysis of income distribution.' The most cannon method of analy- 

zing these data is the Lorenz curve which ranks incane recipients from lowest 

income to highest. The Urenz curve itself shows the percentage of total incm 

accounted for by any cumulative percentage of recipients. The shape of this 

curve indicates the degree of inequality in the incm distribution. As Figure 

1 illustrates, the curve must touch the forty-five degree line at the lower left 

corner (zero percent of recipients must receive zero percent of income) and the 

the upper right corner (one hundred percent of recipients must receive one 

hundred percent of incm). If all recipients had the same income, the Lorenz 

curve would lie along the forty-five degree line (perfect equality). If only 

one individual or household received income, it would trace the lower and right- 

hand borders of the diagram (perfect inequality). Generally, it lies somewhere 

in between. The farther the curve bends away from perfect equality, the greater 

is the inequality of distribution (Gillis, et. dl., p. 72). 

The Gini coefficient ratio, a measure of the degree of overall inequality 

present in an income distribution, is derived from the Lorenz curve. This 

Tim types of incane distribution are cited generally: functional and size 
distribution. Functional distribution refers to the division among the 
factors of production, land, labor, and capital. Size distribution refers to 
the distribution of incm of all kinds among individuals or families and is a 
direct measure of welfare. Functional distribution is important as a cause of 
welfare levels because income distribution is determined largely by ownership 
of the productive factors (Gillis, et. al., p. 71). 
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ratio is the value of area A divided by the sum of area A plus area B (See 

Figure 1). The larger the share of the area beneath the forty-five degree line 

that l ies  above the Lorenz curve, the higher the value of the Gini coefficient 

ratio. The theoretical range of the Gini ratio is from zero (perfect equality) 

t o  one (perfect inequality). Normally, national income distributions range from 

about -20 to -60 ( G i l l i s ,  et.  dl., pp. 72-73). 

B. BASIC HUMAN NEEDS 

A variety of social indicators have been used to  measure the provision of 

basic needs. Most lists of basic human needs include minimal levels of nutri- 

tion, health, clothing, shelter, and education ( G i l l i s ,  et.  dl., p. 77). Tran.- 

slating this list into measurable indicators has presented numerous conceptual 

problem, however. Same indicators reflect results, while others-such as ppu-  

lation per doctor and school enrollments-measure inputs. Same indicators 

measure the average level of social progress for the whole society, while others 

are based on a "have, have-not" principle. Thus, the percentage of households 

with access t o  clean water can accurately capture the nuhers without such 

service. By contrast, an average of calories consumed per capita as percent of 

requirements is quite misleading, since it carbines the over-cansumption of the 

rich and the under-consumption of the poor. Likewise, figures on average l i f e  

expectancy, or average infant mortality, do not give u s  any idea of the range 

between rich and poor (Hicks, p. 342). For this  paper, the provision of basic 

needs also w i l l  be assessed by using an aggregate measure of social ell-beingb 

the Overseas Development Council's "physical quality of l i f e  index" (FQLI). 

This measure aggregates three indicators of the basic human needs: l i f e  expec- 

tancy a t  birth, the infant mortality rate, and the rate of literacy. 



Page 12 

COMPARISON Ol? SIX CASES: WHAT HAPPENED AN) WHY? 

A. KOREA (1963-1972) 

ECoNCMC GlumTH: High 
INCOME DISIRIBWION: Highly Equitable 
BASIC HUMAN NEEDS: Well Provided 
rJ3DING SECTOR: Public 

From 1963 t o  1972, Korea experienced a period of rapid economic growth tha t  

is considered one of the outstanding success s tor ies  of economic development. 

During t h i s  period, Korean real  GNP more than trebled, growing a t  ten percent 

per year (Hasan, p. 3) .  An increase in  per capita incame from $100 t o  $1500 per 

year occurred over a p p r o x h t e l y  a generation. Industry grew annually a t  about' 

seventeen percent. Manufacturing expansion averaged about 17.5 percent w e r  tlle 

same period (World Bank, 1981b). Exports, which were only about two percent of 

GNP in 1960 ($40 million), had risen t o  twenty-eight percent of a vastly ex- 

panded GNP by 1975 ($650 million). This real  growth in exports of f i f ty-f ive 

percent a year is unmatched by any other country in  the world (Krueger, p. 2). 

The pattern of development which 1,ed t o  the attainment of the "Korean miris- 

clew had a nunber of dis t inct ive features. Korea's overall development strategy 

changed from import substitution industrialization t o  export promotion indus- 

t r ial izat ion.  Rapid economic growth w a s  carried out through the modernization 

of small- and medium-sized firms. Foreign ownership w a s  held t o  a minimum. As 

manufacturing for  export boomed, it absorbed a larger share of labor force 

During this period, Korea w a s  gwemed by the Park Chung Hee regime. Park 
had assumed one-man rule i n  1961 and remained in p e r  un t i l  his  assassination 
in 1979. 
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growth than in almost any other country. 

These factors contributed not only t o  economic growth but a lso  t o  a rapid 

decline in poverty. Inequality in Korea remained low as compared with other 

developing countries-more on par with inequality in the most developed Western 

countries (See Figure 2). For t h i s  reason, Korea is often described as a clear- 

cut example of successful "trickle-dawn," i.e., rapid growth with vert ical  

income distribution. "Growth appears not t o  have caused serious d ispar i t ies  in1 

an income distribution that has been remarkably egalitarian for a developing 

country" (Kim and Roemer, p. 154) . 
It is crucial  t o  note, however, tha t  Korea had experienced a rather drama-. 

t ic  redistribution of income b e f o ~  the period of rapid growth began and that 

rapid growth did not significantly a l t e r  t h i s  situation. This redistribution 

had been an unintended, but unavoidable, resul t  of the end of Japanese rule  by 

World War I1 and of the dislocations caused by part i t ion and the Korean War 

(Adelman, 1974, p. 280). A t  the time of Japanese withdrawal i n  1945, nearly 

ninety percent of Korea's industrial  assets  and twenty-seven percent of 

cultivated lands were Japanese-owned. This property f e l l  t o  the Korean 

government, which disposed of it wer a ten-year period (Suh, p. 330).  

A two-stage land reform also was c r i t i c a l  both for  Korean d e v e l o p n t  and 

for increased equity. During the f i r s t  stage, the U.S. military confiscated 

Japanese-held land, based on the American military model in  Japan. The second 

land reform inplemented by the Korean government limited holdings t o  approxi- 

mately three hectares, destroying the rural base of the rural elite. Tenancy 

had been 42.1 percent in 1947, but w a s  5.2 percent i n  1964; ownership had been 

16.5 percent in  1947, but was 71.6 percent in  1964 (F!ason, e t .  al., p. 238). In 

1964, the dis tr ibut ion of income i n  Korea was among the best i n  the developing 
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TABLE 1 

IN~ICA?OFG OF THE PKNISION OF BASIC HUMAN NEEDS I N  KOREA 

Indicator 1960 1977 

Crude Death Rate 13 

Life  Expectancy a t  Birth 54 

Infant Mortality Rate 62 

Adult Literary Rate 71 

Nmber Enrolled i n  Primary 
School as a Percentage of 
Age Group 94 

Source: World Bank, 1979b. 
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- 
world and has remained so. Korea's g in i  coefficient had been -34 in  1964 and 

w a s  -36 in 1971 (Ahluwalia and Chenery, p. 42 and Steinberg, p. 34). 

Moreover, the Korean educational system, which accomnodated a l l  children a t  

its lower levels and then rigorously selected the few best performers for  conti- 

nuation t o  its higher levels, had supported both equity and growth. In 1964 the  

educational level  of the Korean population w a s  nearly three times that of the 

average country a t  its level of per capita GNP. The development of Korean edu- 

cation before rapid growth had resulted in the achievement of universal primary 

education and in  improvements in  secondary schools and higher education 

(Pdelman, 1973, p. 317). 

Essentially, Korea's relatively more egalitarian income distr ibut ion w a s  

not the resul t  of its growth strategy. The Korean government had not dis- 

couraged e c o n d c  concentration in terms of its export performance, nor w a s  the 

tax structure designed t o  redistribute income. They had not viewed more equi- 

table income distribution or better access t o  services as a primary goal in 

i t s e l f .  In fact ,  the government had avoided redistributive policies such as mi- 

nimrm wages and other measures which would have increased labor costs (Krueger, 

p. 82) . Thus, in  some respects, the urban work force had paid the price for the 

export expansion of the econamy (Steinberg, p. 20). 

Methe less ,  the Korean poor clearly benefitted from rapid economic growth. 

Because the  relat ive distribution of income had changed so  l i t t l e ,  rapid growth 

more than doubled the real income of Korea's poorest twenty percent (Adelman, 

1974, p. 285). And as Table 1 i l lus t ra tes ,  significant improvements were made 

i n  satisfying basic needs. 

Korea is considered by many t o  be the shining example of the success of a 

private enterprise-led development e f fo r t  . The evidence would suggest the 
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TABLE 2 

SLEXXDl IESICAIIORS OF THE FOm OF IN KOREA'S MXIUOMY 

Total gwernment expenditures 
(including local gwernment 
and special accounts) 

National Tax burden/= 10.6 10.7 15.0 17.4 17.4 

Government investment and loans/ 
total government expenditures 22.6 27.1 29.1 29.7 27.4 

Government investment and loans/ 
gross domestic fixed investment 25.9 29.8 28.7 27.1 19.8 

Investment of government and go- 
vernment enterprises/gross domes- 
tic investment 19.3 22.0 23.3 19.5 17.7 

Total public investment (including 
government-invested enterprise)/ 
gross domestic investment 40.9 32.6 40.0 36.7 36.3 

Savings of gwernment and g o v e m n t  
enterprises/gross domestic savings 27.4 25.5 22.6 24.2 18.7 

Total plblic savings (including 
government-invested enterprises ) / 
gross danest ic savings 31.6 30.6 24.2 28.5 22.7 

Source: Shinohara, et. dl., p. 58. 
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opposite. Fs the Korean economy grew so did the government's role. In 1960 

t o t a l  govenunent expenditures in  Korea were unusually high relat ive t o  GNP. 

Although they declined somewhat in  1966, they rose s teadi ly thereafter, reaching 

twenty-two percent by 1980 (See Table 2). During the period of rapid grawth, 

approximately twenty-three t o  th i r ty  percent of government expenditures were 

allocated for government investment and loans (Shinohara, et. al., p. 57). I n  

addition, all c m r c i a l  banks are  awned by the s ta te .  The importance of state: 

ownership of all c m r c i a l  banks mst not be understated: all credi t  and loan 

applications and foreign business relationships are approved by the government 

(Steinberg, p. 23). This, of course, gave the government tremendous power t o  

control and d i rec t  the Korean economy. 

From 1963 t o  1972, the output of Korean public enterprises grew a t  a rea l  

average ra te  of 14.5 percent while the economy as a whole grew by 9.5 percent 

and the non-agricultural sector by 12.2 percent. In 1971 s t a t e  enterprises hacl 

d i rec t  and indirect imports tha t  exceeded t o t a l  t o t a l  exports, resulting in  an 

11.6 percent sectoral trade defici t .  Had these largely import substituting en- 

terprises  not been established, it is estimated that Korea's current accounts 

de f i c i t  might have been a s  rrmch as twenty-five percent greater due t o  increased 

imports. 

In t e rn  of sales, twelve of the largest  sixteen Korean enterprises a re  

state-awned. Public enterprises have in  recent years contributed about eleven 

percent of QP in  Korea and for one-sixth of t o t a l  industrial  value-added. In 

Korea the savings of state-owned enterprises generated as much as ten t o  f i f teen  

percent of grass domestic investment finance ( G i l l i s ,  et. a l . 8  p. 567). For 

Korea in  1972 only ten percent of value-added in  the public sector w a s  marketed 

under competitive conditions and public enterprises ei ther  dominated or played a 
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leading role in all mining and manufacturing industries that might be consider& 

strategic (Gillis, et. al., p. 573). Most Korean State enterpises are in the 

very capital-intensive sectors which exhibit strong economies of scale. In 

fact, the public enterprise sector is more than three times as capital-intensive 

as the Korean econciny generally (Gillis, et. al., p. 578). 

Korean state enterprises enjoy relatively strong reputations for generating 

accounting profits (Gillis, et. dl., p. 574). Their performance is consider& 

to be very good, particularly by world standards. At the disaggregated firm 

level, no significant example of the kinds of inefficiences that are assumed to 

characterize public enterprises in developing countries has been found in Korea. 

Economists have found that this high level of performance is attributable to the 

government's general dedication to growth and to a skilled and energetic labor 

force. Prolonged or blatant inefficiency in public sector management would ~ Q L  

be tolerated and would generally be brought to the President's attention 

(Choksi, pp. 25-28) . 
Despite Korea's reputation as a "private sector orientedn economy, it is, 

in fact, government dominated; and the "economic miraclen was indisputedly 
A 

government-led. As Steinberg has argued: 

The Korean private sector experience is a very special blend of go- 
vernment interventian and private growth. With cqlete domination of 
all the credit mechanisms, internal and external, by the government, 
with its ability to set quotas for export performance, to punish 
cmpanies by denial of credit if these targets were not met, to 
a~point and dismiss key staff, to regulate and control all business at 
even the most modest level, and with a major share of investment 
(thirty percent) in the public sector, Korea is anything but a model 
for private-sponsored growth. The developent of an autonomous, po- 
werful business cormunity has not occurred in Korea, for such growth 
would have engendered the proliferation of diverse centers of politi- 
cal pawer, a situation that no Korean government, classical or modern, 
at any stage in its developnent was prepared to tolerate. The Harvard 
studies amply illustrate the folly of using q e  Korean model in extol- 
ling the advantages of private sector growth. In fact, it could be 
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argued tha t  the Korean model, i f  it demonstrates anything, shows tha t  
government intervention into the private sector has been profound, 
pervasive, and all enconpassing as in many soc ia l i s t  e c o n d e s .  A 
laissez-faire economy it is not (p. 46). 

In surrrriary, Korea achieved rapid growth as well as the sat isfact ion of 

basic needs. Because substantial  redistribution of assets occurred before "mi- 

raculous" growth began, Korea's growth strategy did not have a negative impact 

on equity. But Korea did not develop in  t h i s  way under the leadership of the 

private sector as is often thought t o  be the case. Korea's growth w a s  brought 

about by a strong central government tha t  controlled and directed the private 

sector. 

In 1975 AID provided $460,000 for a joint study of the Korean econcmy by the  
Harvard University Ins t i tu te  for International Development and the Korea 
Development Ins t i tu te  (KDI) .  Eight volumes were produced. See, Mason, e t .  
dl., -Economic&- Socialdedzofthe ~~c of Korea. 
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B. BRAZIL (1964-1974) 

ECONaUC GRWJ!H: High 
INDlE DISTRIBUTION: Highly Inequitable 
BASIC HUMAN NEEDS: Poorly Prwided 
LJZADING SECIYIR: Pub1 i c  

When the military assumed power i n  1964, the Brazilian economy had been i n  

a deep depression for  a nmber of years. The ra te  of inf lat ion had gram t o  

w e r  one hundred percent; the grawth ra te  of real a P  had fal len from 10.3 in 

1961, t o  5.3 percent i n  1962, 1.5 percent i n  1963, and 2.4 percent i n  1964. 

Balance of payments d i f f i cu l t i e s  increased because of both the sluggishness of 

exports and the low level of capi tal  inflows (Baer, 1973, p. 1). The military 

prcrposed the implementation of an "unemotional, efficiency-oriented approach" 

with strong central government control but which used " a l l  possible resources, 

including private and foreignn t o  develop Brazil (Stepan, pp. 182-183). 

By 1968 the military had created what has been described as an "economic 

miracle." Annual real  growth of GNP, which had averaged 4.1 percent per year 

between 1964 and 1967, rose t o  11.5 percent in  the years from 1968 t o  1973 

(Hewlett, p. 46). The "miraclew produced impressively high ra tes  of industrial  

growth, manageable rates  of inflation, a rapid surge i n  manufactured exports and 

in capi tal  goods imports, a massive influx of foreign capital ,  a buildup of 

reserves, and an increased role  of the s t a t e  i n  the productive sphere (Hewlett, 

p. 48). But as The Econanist once described it, "The Brazilian economy has 

gram over the past decade i n  much the same way as  a Brazilian drives h i s  car. 

That is extremely fas t ,  disregarding everyone else on the road, narrowly 

T¶-E Brazilian military assumed power in  March 1964 and continues t o  govern 
that  country. 
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avoiding accidents and not s t w i n g  t o  consider whether his passengers have beer1 

l e f t  behindn (De  Ec- 31 July 1976, p. 46). 

The increase i n  Brazilian inequality w a s  quite substantial from 1960 to  

1970 (See Figure 3). The Gini coefficient rose by an astounding rate from -53 

to  -62. The poorest 40 percent of the population received 10.3 percent of 

national income i n  1960 and 8.1 percent in 1970. Moreover, the incomes of t h i s  

40 percent grew a t  3.7 percent, while the incarrles of the richest 5 percent grew 

a t  almost twice that rate (7.3 percent). By 1976 the top one percent of all 

Brazilians appropriated a larger proportion of national income than the bottom 

f i f ty  percent, and thirty percent of Brazilian families had fallen belaw a 

subsistence minimum (Hewlett, p. 13). 

Brazil's "economic miraclen was also a basic needs disaster for the poor 

(See Table 3). In  1975 only thirty-seven percent of Brazil's population had 

adequate calorie intake, with twenty-six percent having deficits of up to  four 

hundred calories per day and wi th  thirty-seven percent suffering deficits of 

more than four hundred calories per day. First degree malnutrition affected 

seventeen percent of infants from birth t o  s i x  months, and increased to  forty 

percent by the age of two years. mly forty-seven percent of all children agedi 

one to  seventeen years reached their normal weight. Although the experts argue 

that Brazil is capable of prwiding adequate nutrition for the entire popula- 

tion, i n  the past fifteen years attention has turned away from dan~st ic  food 

production toward soybeans, cocoa, and f ru i t  juices for export. This has 

resulted i n  internal food prices rising faster than the general price index and 

a falling per capita supply of some basic foods (Dore and Weeks, p. 173). 

Brazil also had a generally poor record on general education, partly due t:o 

the fact that in 1975 not only did it have a low percentage of expenditure 
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TABLE3 

IN>ICATORS OE' THE PWX7ISION OE' BASIC HUMAN NEEDS IN BRAZIL 

Indicator 1960 1974 

Crude Death Rate 

Life Expectancy a t  Birth 

Infant Mortality Rate 

M u l t  Literary Rate 

Nunher Enrolled in Primary 
School a s  a Percentage of 
Age Group 

Source: Sloan, Tables 2 and 4; World Bank, 1979b. 
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on education, but tha t  even t h i s  low level of expenditure (12.4 percent) w a s  a 

great improvement over 1960. In tha t  year, only 7.5 percent of t o t a l  government 

expenditures w a s  devoted t o  docat ion.  Further evidence of the lack of comnit- 

ment by Brazil 's  military government t o  primary education is the f a c t  that ,  of 

those funds which were devoted t o  education, the bulk w a s  earmarked for  higher 

education. In 1971, 70.8 percent of public capi tal  expenditure on education w a s  

devoted t o  higher education, whereas only 2.6 percent went t o  primary, and 10.8 

percent t o  secondary levels (Dore and Weeks, p. 180). 

Brazil has many highly trained physicians t o  provide sophisticated cura- 

t i v e  health care t o  the upper income s t ra ta ,  but there are  very few paramedics 

t o  administer preventive health care t o  the mass of the population. The absence 

of a widespread health care delivery system resul ts  in  an exceedingly high 

infant mortality ra te  and a relat ively low l i f e  expectancy (Dore and Weeks, pp. 

181-82). Infant mortality is twice as  high as in comparable developing 

countries, and estimates based on o f f i c i a l  death registration s t a t i s t i c s  show 

increasing infant mortality rates  i n  certain metropolitan areas during the 

middle and l a t e  1960s (Hewlett, p. 168) .5 In the 1960s and early 1970s, l i f e  
2 

expectancy in  the properous southeast of Brazil was w e r  s ix ty  years, while for  

law-income urban households in  the f ive northeastern s t a t e s  l i f e  expectancy w a s  

for ty years (Hewlett, p. 169). 

Between 1960-1973, the ra te  of infant mortality in Sao Paulo increased 
forty-five percent t o  a high of ninety-seven deaths per thousand l i v e  births.  
The praportion of dwellings served by running water f e l l  from sixty-one 
percent in  1950 t o  fifty-six percent i n  1973; the percentage of the population 
linked t o  sewage f e l l  f r m  thirty-five percent in  1971 t o  t h i r t y  percent in  
1975; and, i n  1970, fifty-two percent of the population of greater Sao Paulo 
was of f i c i a l ly  classif ied as suffering from malnutrition, as opposed t o  
forty-five percent i n  the mid-1960s (Hewlett, p. 170) . 
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The most dramatic change in the post-1964 Brazilian economy was the tre- 

mendous growth in state enterprises (Evans, 1979, p. 266). Frm 1968 to 1974 

the n d x r  of state enterprises increased more rapidly than during any previous 

period. When it first assumed power, the military regime briefly considered a 

neo-liberal, non-statist approach that entailed the divestiture of state enter- 

prises. However, very few enterprises were sold (Evans, 1979, pp. 216-17). 

Despite their pro-private sector ideology, the military realized that "any 

attqt to dismantle, diminish, or transfer the role of public sector enteprises 

in the econw would have seriously compromised or at least delayed economic 

recovery, given their prdnent role in many key sectors" (Mendonca de Barros 

and Graham, p. 12). 

During this period, the state's share of total net worth of the one hundred 

largest firm grew from less than sixty percent to nearly seventy-five percent. 

By 1974, twenty-two of the largest twenty-five firm in Brazil were state enter- 

prises (Mendonca de Barros and Graham, pp. 7-8). Most importantly, the state 

sector cmprised almost twenty percent of the net worth of the Visao sample of 

5,113 manufacturing firms in 1974.~ According to ~rebat, state enterprises in 

most sectors grew significantly faster that the manufacturing sector as a whole 

which had led rapid growth during the "Econonlic Hiracle" (Trebat, 1977, p. 5) .7 

Both private national and private foreign shares declined relative to w e  state. 

As Table 4 illustrates, the portion of net assets controlled by state enter- 

Brazilian journal Visa publishes a "Qmn e Quemw or "Who's Who" of 
~orporations which is similar to the Eortune 500. 
Trebatls study of the Brazilian public sector looks at the growth and 

allocative performance of the larger state eneterprises from 1966 to 1975 in 
six sectors, including: utilities, rails , steel, petrochemicals, and mining 
(Trebat, 1977, p. 4) .  



Page 27 

TABLE 4 

CHANZS I N  OWNERSHIP AMONG THE LAKEEP 300 IN3USTRIALS I N  BRAZIL: 
1964, 1972, 1974 

Dis t r ibut ion of t h e  N e t  Assets of t h e  
Largest Firms 

Manufacturing and Petroleum 

,%te Enterpr ises  17% 30% 32% 

Pr iva te  Brazi l ian  Firms 36% 28% 2 8% 

Multinational Corporations 47% 42% 40% 

Manufacturing 

State Ebterpr ises  8% 

P r iva t e  Brazi l ian  Firms 41 % 

Multinational  Corporations 51% 

---. - - - -  - - . - ----- -- - ---------- 

* Size  of t h e  f i r m  is measured i n  terms of ne t  assets. 

Source: For 1966 and 1972 Newfarmer and Mueller, 1975 and f o r  1974 Newfamr, 
1977. 
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- 
prises in manufacturing and petroleum doubled between 1966 and 1974. 

Brazilian state enterprises were both dynamic and profitable during rapid 

growth. They were substantially larger, had a higher rate of productivity, and 

were somewhat more profitable than were either Brazilian private or mltina- 

tional corporations (See Table 5). Cm the average the rate of return for state 

enterprises was quite high for the public sector (Souza and Afonso, p. 114)- 

With the exception of the railroads, state enterprises made at least moderate 

profits that are high by ordinary comnercial criteria (Trebat, 1977, p. 11). 

All were expected to be financially self-sufficent, When sorne of them made low 

or no profits, it was largely because they were given a lower priority position 

in the state investment schedule (Souza and Ffonso, p. 116). 

The pricing policy for state enterprises moved from a concessionary 

marginal or below marginal cost pricing policy to an average cost policy 

(Mendonca de Barros and Graharo, p. E) . Thus, the adoption of "realisticw prices 
nleant that the final price paid by customers of state enterprises included the 

full average cost of output, contributions to investment financing, and special 

taxes (Trebat, 1977, p. 11). Consequently, "realisticn pricing allowed state 

enterprises to become self-financing (Mendonca de Barros and Graham, p. 8). 

Trebat's sample of state enterprises was able to finance between forty and sixty 

percent of gross capital outlays with retained profits and depreciation funds, 

conparing favorably with fifty percent for Brazilian private firms (Trebat, 

1977, p. 13) 

The Brazilian governnmt also assumed the role of major investor. Ey 1974 

the FaM=o do Erasil held more than a third of all funds on deposit in Brazil's 

fifty largest cmrcial banks. If other comnercial banks owned by state 

govemmnts are included, the total share of total deposits stood at more than 
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TABLE 5 

W A R A T I V E  MEASURES OF THE LARGESr* PRIVATE BRAZILIAN, 
MULTINATIONAL, W STATE FIRMS, 1972 

Private MbS State 

Average Size (Net Assets in 
Billions of 1972 CRS 99 21 7 2 , 529 

Fixed Assets/Employment 
(1972 CRS) 34,978 38,851 150,919 

Product per Worker (Wages, 
Salaries, and Profits 
divided by hploers in 
1972 C S )  35 

Exports/Total Sdles (Percent) 4.6 7.9 11.5 

Before Tax Profitability 
(Before Tax Profits divided 
by Equity: Unweighted Average) 16.4 15.8 17.6 

* Based on a sangle of 318 of the largest non-financial firms. Size of the firm 
is measured in terms of net assets. 

Source: V m  Doellinger and Cavalcmti, 1975. 
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half (Baer, et. al., 1977, p. 75) . An examination of loan shares reveals the  

state's even greater pawer. In  1974 the  Banco do Brasil  made almost f i f t y -  

three percent of the  loans held by the  f i f t y  la rges t  banks, with all gwernment 

banks holding almost sixty-f ive  percent (Baer, et. al . ,  1977, p. 75) . The 
National Development Bank (BME), the  Ebtional Eousing Bank (EPIH), the  Bank of 

the  Northeast, and several other individual state banks provided more t h a t  se- 

venty percent of t he  loans devoted t o  investment purposes (Baer, et. a l . ,  1977, 

p. 76). 

In sunnmy, Brazil is a good exanple of the f a i lu re  of " t r i ck ledmn."  In 

t h a t  country unprecedented growth increased inequality and did  not inprove the  

well-being of the  country's poorest c i t izens.  And like Korea, Brazil  is an 

example of t he  government successfully taking a leading ro le  i n  implementing the 

development strategy. 
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C. EL SALVADOR (1961-1972) 

E C ~ l I C  GEWrH: High 
INCOP& DlSl'RIBUI'ION: Highly Inequitable 
BASIC HUMAN NEEDS: Poorly Provided 
L~E;~DING SECrOR: Private 

In response to the wave of unrest generated by the Cuban Revolution and 

depressed export prices throughout Central America, President John F. Kennedy 

initiated the ten-year Alliance for Progress program in 1961. Using the Alli- 

ance, U . E .  and Central Fmerican policymakers planrld to erode the appeal of so- 

cialism to t.he poor by promoting heavy public and private investment which would 

stimulate economic development and growth. The benefits of this growth would 

"trickle-dmw to the poor as a consequence of the expansion of overall economic 

activity. eqloyment, and markets (Wilkie. pp. 409-431) .' Ps its largest reci- 

pient, El Salvador became the pride of the ~1liance.l~ The country \,as, accord- 

ing to the Johnson administration, "a mdel for the other Flliance countries" 

The development strategy adopted by the Central American countries was 

bas& on regional integration and import substitution industrialization with 

substantial aid from the Alliance (Booth, pp. 352-53). In 1961 El ,Salvador and 

its neighbors came tugetf~er t o  form the Central American Conmorn Elarket (CAW) 

with strong U.S. support from the outset .I1 Through UU31, these countries were 

El Salvador had been ruled by a military-oligarchy coalition since the 
1940s. In 1962 Co1cr:el Fiver3 assun.& power as the head of the Party of 
ptional Conciliation (WI), which ruled for the next seventeen years. 
The planners of the Alliance for Progress proposed to aid the process of 

"trickle-dm" by requiring that participating countries adopt certain social, 
political, and economic policies such as land reform. Of the participants, 
pgrever, only Costa Rica actually inplenenteci the reforms envisioned. 

El Salvador received $63 n,illiori in 31Iiance funa's between 1962 and 1965 
jfaFeber, p. 172). 

The rrterr&rs of the Central lmerican C o m n  Market were El Salvador, 
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able t o  reduce bar r ie rs  t o  regional t rade and investmnt and thus, t o  promote 

industrialization. 

The inppct of t he  s t ra tegy on economic develapnent and growth w a s  profound: 

El Salvac'or exyerienced one of the  highest growth ra tes  i n  the  hemisphere, 

rezching twelve percent in 1964 and 1965. Despite a high population growth 

rate ,  per capi ta  QP grew 2.2 percent during the  1960s. Hundreds of new indus- 

tries (especially i n  food processing, t ex t i l e s ,  and chemicals) were created; and 

by the  mid-1960s, EL Salvador possessed nlore industries than any Central Ameri- 

can nation. Eetween 1953 and 1962, the  nurrber of corporations registered i n  E l  

Salvador increased by ncxe than f ive  hurldr& percent frorr~ about 80 t o  482. 

Between 1961 and 1965, the  average annual grawth r a t e  was 6.9 percent; average 

annual growth in value-added by the  manufacturing sector was 10.7 percent. The 

value of industr ia l  prcduction rose from $53.3 t o  $154.4 million between 1960 

and 1966 (Paloyra, p. 43). 

But the rapid econondc growth achieved i n  E l  Salvador a f t e r  1960, actual ly  

caused "income and wealth t o  trickle not d m ,  but up-away from the poor-in 

both r e l a t ive  and absolute termsn (Booth, p. 352). As Montgomery observed: 

The old saying tha t  "money follows moneyn was never t ruer  than in El 
Salvador .... These investment pat terns  not only contributed t o  an 
ever greater corrcentration of wealth, but confirrr~ t h a t  t he  t rad i t iona l  
developmentalist a s s q t i o n  tha t  wealth . . . w i  1 I ' t r i c k l e  d m '  i n  
developing nations is groundless (pp. 94-95) . 
Despite promises t o  the  contrary, t he  Salvadoran government did a adopt 

reforms t h a t  redistributed income. Rather, t he  Alliance-CACM developent  model 

led t o  increased income dis t r ibut ion inequality (,See Figure 4). The p w e r  and 

Honduras, Costa Fica , Qleten;ala, am' Nicaragua. 
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wealth of El Salvador's "Fourteen Familiesn burgeoned with the  Fl l iance 

(LaFeber, p. 174) .I2 Because the  government did  not in@-nt land reform, a 

grea t  deal  of El ,Wvador1s best agr icul tural  land was converted t o  capi ta l -  

intensive cul t ivat ion of export craps ( i n  par t icu la r  cc~ttort) a t  the  expense of 

access t o  land by :7i:l~sistence tenants, squat ters ,  and smallholders. Thus, land, 

t h e  major source of wealth, became more concentrated i n  fewer hands. A t  least 

f i f t y  percent of a l l  Salvadorans depended on the  land fo r  a l iv ing,  but fewer 

than two percent controlled nearly a l l  the f e r t i l e  s o i l  and s ix ty  percent of all 

the  land (PFCCP., p. 91). Clf the  rural lm~u la t ion ,  96.3 percent had 12 acres of 

land or  less (Armstrong and Shenk, p. 6 ) .  

b!oreover, the  coffee producers increased t h e i r  control  over t he  expanding 

indus t r i a l  sector.  They invested i n  high-technology, capital-intensive indus- 

t r i e s  which generated enormous profits-at roughly four times the  r a t e  a s  any 

other Salvadoran group. This group a t t rac ted  approximately eighty percent of 

t h e  foreign cap i t a l  invested i n  the  ccmntry. Indust r i a i  ~:rcduct ion and 

investment became more centralized: t he  ou tp l t  of Salvadoran industry more than 

doubled and the  nurrber of employees i n  industry doubled between 1967 and 1975, 

but  t h e  n W r  of f i m  actual ly  producing i;in:inish& by as  n w h  a s  ten percent 

(Booth, pp. 359-60). 

In  contrast ,  P 1965 a g i c u l t u r a l  rrlininun, w g e  law caused the  nunber of 

colonos srld ?p&r c c 1 ( J  bra1 t ~ c ) r  kers provided a p J  o t  of subsistence-cultivatiorl 

land by t h e i r  employers) t o  drop one-third of 1961 l eve l s  by 1971. The portion 

l2 The term "Fourteen Familiesn w a s  f i r s t  used by magazine t o  describe 
t h e  economically and p l i c i a l l y  powerful Salvadoran coffee oligarchy. In  f a c t  
nearly 250 Salvadoran fan l i l i e~ ,  6e.r jve cor1sio'erak)le wezlth and power from the  
m e r s h i p  of land a s  w e l l  a s  the  prduct icm am; eryort of c : c~ f f ee .  

BEST AVAILABLE DOCUMENT 



IIWICATDRS OF THE PFUYVISION OF BASIC MlMAN NEEDS IN EL SALVADOR 

Indicator 1960 1976 

Crude Death Rate 17 S* 

L i f e  Dpctancy at Eirth 50 63* 

Infant Mortal i ty Rate - - 
Mult Literary Fate 49 62 

bbnher EBrolled i n  Prirrary 
=hod a.s a Percentage of 
Age Group 80 

Source: World Bank, 1979b. 
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of landless carrpesinos among rural Salvadorans grew from twelve percent t o  

forty-one percent. Unenployable campesinos swellec; cityward migration rates as 

the continued capj t a l  izat i or1 of 3-grarian production reduced the nw&r of sub 

sistence famer reduced domestic food production, and greatly concentrated land 

ownership and agricultural production (Booth, pp. 352-53). Although industrial 

workers' productivity increased significantly, their real wages declined. 

While new employment opportunities i n  capital-intensive manufacturing industries 

rose, the denand for new jobs was far 9ret~l .e~.  'Illerefore, ur1eny:loynent i n  ~l 

Salvador grew both i n  the countryside and i n  th.e c i t i es  (Booth, p. 359). 

Q!e Ct-Cl;:-PJli~ric~. <e \~ . Ic~~aent  ncdel also was a basic needs failure (See 

Table 6) .  Torres Rivas argued that: 

The social costs of the process defy quantification .... Underem- 
ployment and low incomes translate into the perpetuation and even 
deterioration of truly d~plorable l j v i ~ g  conditions. The real results . . . are four16 jn . . . irlfant r~lortality, malnutrition, the extremely 
sl cw decline i n  i l l i teracy , the acceleratd increase i n  ur~derer:ploy- 
ment, detrioration i n  housing, lack of oncrt  i ,r ;S t ies for gettir,g 
ahead, and las t ,  even the actual physical degradation of the popula- 
tion (p. 151). 

Amidst a booming agricultural economy, Salvadorans ranked among the world's 

five most malnourished peoples (LaFeber, p. 175) . Sever~ty percent of the 

children under five y e z . 1 ~  cf age bere nlalnourished (Armstrong and Shenk, p. 6) . 
52:e Eer  c ~ l l j  t i l  < ill 01 ie c c1r1s~all.t ion rate WE, the lmst i n  the Vestern fien~i~sphere 

(F1~:lstrong and Ihenk, p. 7) .  Rice and other grain crops were exported while 

poor Salvadorans lacked money t o  buy food-particularly since government-inp?osed 

price supports kept food prices high (LaFeber, p. 175). 

lbre thm f i f ty  ~ e r c e n t  of the Salvadoran population remained i l l i t e ra te .  

The infant mortality rate w a s  sixty per one tl~oussnd l ive  t~jr ths .  Sjzty-four 

rercent of the urban population lacked sewage faci l i t ies .  Forty-five percent of 

BEST AVAILABLE DOCUMENT 
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t h e  population had no drinking water on a regular  basis (Armstrong and Ehenk , p. 

7) . Consequently, by 1969, 300,000 Salvadorans--one in every e igh t  c i t izens-  

had fled t h i s  "model" All iance nation t o  f ind  fed ard work i n  neighboring 

Honduras (LaE'eber, p. 175) . 13  

Unlike t h e  Korean and Eraziliorl st r atqies,  the aCFrFlliance d e v e l o p n t  

ow;e3 F i S  c.Icc:LI~ pr  j t a t e  sec to r  dominated. The P l l i ance ' s  emphasis on p r i va t e  

j .nves t~cnt ,  l ~ a ~ e v e r ,  exacerbated t h e  economic inbalance between E l  Salvador's 

r i ch  and poor (LaFeber, p. 159).  All iance funds i n  massive amounts went t o  

U.S.-owned firms and t o  t h e  Central  American coffee  producers t h a t  control led  

banks and r e r e a n t i l e  businesses as well as t h e  best t i l l a b l e  land (LaFdner, p. 

154) The "Fourteen Fandlies" had used t h e  All iance t o  t h e i r  p r o f i t  a s  they 

moved i n t o  t h e  new industrial-mercantj l e  G~sirle:~~.es tha t  t he  1:rogrant helyed 

build.  For t h e  n los t  part, t h e  new indus t r i es  remained i n  a few, family hands, 

as d id  t h e  cof fee  and sugar p lan ta t ions  regardless of t h e  inf lux of foreign 

c a p i t a l  (LaE'eber , m. 174-75) . 
From 1961 t o  1969 roughly $1.4 b i l l i o n  was invested i n  Central  knerica. 

Fclreiyrl i ~ t e s t n e n t  l o se  frorr $3PE.2 nlillion i n  1959, 3.8 percent  i n  t h e  manu- 

factilring sec to r ,  t o  $755.3 mil l ion i n  1969, 30.8 percent  i n  manufactl~r.irl9. Irl 

E l  Salvador foreign investnent had r j s . ~ , r ~  31.2 ~ e l c ~ r l t  tly 1961. li.. 1 ret jc~ilsly 

noted, much of t h i s  new domestic and foreign investment went i n t o  t h e  cap i ta l -  

in tens ive  production of consumer goods. North American investment increased 

l3 I n  1969, t h e  expulsion of Salvadorans from Honduras led t o  t h e  week-long 
" h c c e r  Karn between t he  two countr ies ,  which u l t i na t e ly  destroyeii t h e  Central  
F ~ e r i c a n  C m o n  Parket. Eearly 130,OC.Q Ec?lvadorar~s I C ~  111 rlu7 ltc:r~te, r u t  t jrg 
more pressure on t h e  land i n  what w a s  already Central  Anterica's nost d ~ r ~ ~ e l y  
papulated country (LaFeber, pp. 175-76). 
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until its $34 million represented sixty-five percent of all foreign investment 

and strongly influenced such infrastructure sectors as transportatior~, o i l  

refining, and electric power (LaFeber, p. 173). To be sure, the influx of 

foreign capital and dmestic privste sector ir~vest~~erlt Jcd t c ~  c~cx~rlc:r!jc: develop 

nent and rapid growth, but a t  a great cost to  the p r e s t  Blvadorms. 

In  sunnary, the mCM-Alliance for Progress development strategy pursued by 

E l  Salvador generated above average economic growth. Contrary to  Brazil's or 

Korea's, t h i s  strategy w a s  based upon domestic and foreicy private sector i n i -  

tiative. Iievertt~eless, it leo' to  greater irrhlances i n  inccrme distribution; and 

it failed t o  ewe effectively wi th  the problems of poverty. 
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ECX)II(F J C GKWl'I! : I.iocierate 
1- DISTRIE3WION: Highly Equitable 
BASIC HUMAN NEEDS: Well Prwided 
LEADING SECTOR: Public 

Like mt s d l  developing countries,  S r i  Lanka15 emerged from its colonia l  

p e r i d  a s  zrl n~nc3vc~rs j f j e<3  agrjcultural l  export economyw whose p r inc ipa l  

prcducts were t e a ,  rubber, and coconut (Balakrishnar), 1577, p. 192).  me so- 

c i a l i s t  governnent el.ected i n  1956, bowever, ~:lu;<jed t o  d r a ~ e . t j c a I l y  transform 

the  country 's  economy. me ~ c ~ v e r n r ~ e n t  set out to b ~ r  i r q  stlout ra.pid g r m t h  

through t h e  indus t r i a l i za t ion  of S r i  Lanka i n  a mixed econcany (Bdlakrishnan, 

1977, p. 194). What happened w a s  q u i t e  d i f f e r e n t  than what t h e  government had 

planned. The overa l l  growth of t h e  Sri  Lankan economy was poor; and t h e  growth 

of a ~ 9 r q a t e  c;utpilt , i n  t he  context  of a rapid growth of population, could not  

provide amy s ign i f  icar it ir$:rcverler~t. 51 I per oapj t.a jncorre. From 1960 to  1970, 

S r i  Lanka's @P a t  constant  (1959) p r i c e s  i n c r e a s d  a t  an m u a l  a v e r a ~ e  r a t e  of 

4.4 percent  while per cap i ta  real product increased annually by 2 percent 

(Bdlakrishnan, 1979, p. 102). Economic growth w a s  more inadequate from 1970 t o  

1977-when r e a l  GDP grew a t  only 2.9 percent  per annum (World Pank, 1982a, p. 2 ) .  

Konethelec;:, , 611 I j r : ~  t 1 . j  s  el s' clc; El j L;.nk; tjccarre perhaps the  nost success-. 

f u l  exanplc. of 1K1veLt.y mo' jrlcx:uaJity elinlirration among lowincome developing 

countries.  Irr 1953 t he  country had a low p r - c a p i t a  income, r e l a t i ve ly  g r ea t  

inequal i ty ,  and a l a r g e  population of poor people. By 1977 i n ~ ~ u u a l i t y  had 

l4 Sri m a  e lec ted  a socialist government i n  1956, a ccwerva t i ve  government 
i n  1965, a socia l  jst o,(ivernnent i n  1570, arid a conservative government in 

lk7- Ceyloll, grant& independence fror;; Great Er itair1 i r l  l T L E ,  ck arlo,ed its nane 
t o  S r i  Lanka i r l  1972. 
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c7eclirled substant ia l ly  and considerable progress had been nade in  reducing p 

verty ( G i l l i s ,  et. a l . ,  p. 76). The data on changes i n  income d is t r ibu t ion  show 

t h a t  S r i  Lanka s teadi ly  moved toward greater equality despite re la t ive ly  slow 

growth and r i s ing  unemployment leve ls  i n  the economy (See Figure 5). The Gini 

coefficent r a t i o  declined from .46 i n  1953 t o  .45 i n  1963 t o  .35 i n  1973. 

Despite an increase jrl near1 nc:r:tIlly ir)c:c)rle l e r  capi ta  f ra t ,  Fs. 117 in  1553 t o  

F2. 156 i n  1573 (oriiy a twenty-eight percent increase),  the nean nlonthly per 

ci.1 j t-;l 31lc.cr.e of t 1.e t,ot t c~n l  f o r t y  percent rose from Fs. 42 t o  Rs. 72 ( a  seventy 

percent increase). The n&r of households with a monthly per capi ta  incame 

below Rs. 100 per month, i.e., below the poverty level ,  f e l l  from sixty-three t:o 

forty-one percent during the  sane period (Fields, p. 197). 

A major cause of t h i s  greater equality w a s  a s ignif icant  increase i n  the 

incorres of mal l -scale  producers i n  both agriculture and industry. Further, 

legis la t ion atteripted t o  ensure tha t  a hjylter s11src of t11is j r~c . t~ r t e  F ~ C  kel t t)y 

the  small-scale producer himself (Jayawardena, pp. 273-74) . me 9overr.nerlt 's  

program included guaranteed producer pr ices  fo r  paddy, the  provision of c red i t  

an< i t s  c!olJection under supervision, and a policy of successively curtai l ing 

tie r i ce  subsidy. Thus, by raising the domestic pr ice  level of paddy, the  

governnent rilade prcxiuction nore prof j table  a d  shjftcd tEle c.ost t o  urban 

l,t~rchasing families (Jayawardena, &%I. 275-76). Pdded t o  these plicies was the 

Paddy Lands A c t  of 1958, which w a s  designed t o  ensure t h a t  production gains were 

shared by tenants and not solely by wealthy farmers. The Act safeguarded the  

r ights  of the tenant cul t ivator  of paddy lands, protected hint sgainst  eviction, 

ard reduced the share of crops he would be required t o  pay h i s  landlord from the  

t rad i t iona l  one-ha1 f tc :  cne-ciuarter (Jayatuaro'ene, p. 276) . 
I n  addition t o  the  above, a two-stage land reforn~ process contribut.ec7 t o  
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FIGLW 5 

SRZ LAM(AN INCOME DISEUBUTION 
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more equitable distribution of wealth in Sri Lanka. Although rural landholding 

in that country always had been relatively egalitarian, land reform made it nore 

so. In 1972 the f i r s t  phase of land reform established a ceiling for land- 

holding: one person csc11~1c~ hold no nore than twenty-five acres of paddy land and 

f i f t y  acres of other agrjcul t u r t l l  Itu~ci. Tlle Land Com~ission, created under th i s  

program, insured that land in excess of these ceiling amounts would be demar- 

cated and vested in government hands for development in a suitable m e r .  Ap- 

propriated land was availak~l e fol d j  s t r  j h t  j cm t o  landless lsbor (Jayawardena, 

p. 276) . The sec.orl6 r)l~ese, t~q innins  in 1975, nationalized a l l  estate lands 

mred by public corrpanies, which were exenptd f r m ~  the earlier land ceiling 1~ -  

gislation. This program virtually ended foreign ownership i n  Sri Lanks's plan-. 

tation sector. Both phases of land reform resulted in the transfer of a consi-- 

der atJ e ~ o r t  ion of lands, previously under foreign or local private ownership, 

t o  ~.ibJ jc m e r s h i p  and control. In tea, the country's principal export crop, 

publics ov-nership and n a l s o , ~  er~t cc)verd twc~tllj ro's of t kle t ot a1 ac r.lao,e j r ~  the 

country (Eal~krishnan, 1979, pp. 113-14). 

!;oreover, qreater jr~ccme q u a l i t y  from production w a s  reinforced by the de- 

velopnent of a welfare s ta te  unequaled in lowincame develaping countries. Sr i  

Lankan governments were comitted to  policies designed to  p r m t e  t h e  welfare of 

t l  lei r population (Ealakrishnm, 1979, p. 125) . These policies included: free 

s e c c c d a ~  &bc:atjc~rl t r l c '  1e;ltIl f a c < J j l  Sc>.c, i s  ~ e l l  a s  suL:sjdjrz-?tjorl of the najor 

jcqc 1 t ec: f clcd j t erls a 1 6  trarls~ortation. For example, the government absorbed 

ttle costs of selling rice to  Sri Lankans a t  less than the world market price 

(Wickremeratne, p. 150). 

The results of these policies in  terms of the provision of the basic needs 

of Sri  Lankans were impressive [See Tzble 7). By 1977 nearly the entire Sri  



Page 43 

TABLE 7 

INlICA'JO= OE' 1WP: PKWISIO~~ CE' ESIC NEEDS IN SRl LAhKA 

Indicator 1953 1976 
- - - - - - - - - - - - - - . - - - - - - * - - - - - - * .  ... . .. . ...-.-* - - - - - -  - -------- -.- 

Crude Death Rate 11 C 

Infant FortaliQ- Fzte 71 44 

Scllcu,l Era c) l lr~  .elt Fatic 
Ages 414 

* 1977 

Scarce: World Bank, 1982a. 
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Lanka~ l o p l a t i o n  had received a minimum l eve l  of l i t e r acy  (Dunlop, p. 61). 

Similarly, data on mortali ty and morbidity demonstrate great  inproverrents i n  t he  

well-being: of Er i Lankar~s. In S I I E ~ J  cc~nt rast t c )  E r n ~ i  1 z.r~c; Il S J \ ~ d o r  , rialnu- 

t r i t i a n  is a r a r i t y  in  S r i  Lanka. Epidencics have been e l in in i t&.  w h o i d ,  

tuberculosis, and malaria have declined s ign i f ican t ly  as causes of death. Crude 

and infant  death ra tes  have f a l l en  and l i f e  expectancy has clinbed in to  the 

upper 60s ( G i l l i s ,  et. al., p. 253). 

The economic d i f f i cu l ty  that these po l ic ies  c r e a t d  was t h a t  roughly f i f t y  

p e r  c er l l  or cur r el lt yc~verrlrre~t eqer~ci i ture  was directed t w a r d s  soc ia l  welfare 

;v i rC'a 6 , l .  277) . The cent ra l  government budget expanded enormously i n  the  

1960s and 1970s. Between 1960 and 1975, its e x p r ~ d j t u r e ,  a th i rd  of which 

represented various t ransfer  payments, increased by 278 percent. Q1 a per 

capi ta  basis, governn~nt  expenditure increased from Rs. 185 t o  RS. 515 during 

that  period (Balakrishnan, 1579, p. 125). Consequently, t he  s i z e  of t he  gross 

tlr~(3et 6 e f j c i t  ~:rugre~csively increased a f t e r  t h e  ear ly  1960s. S r i  Lankan 

~ c u e r r a  crlt E> u~.cd dcn nestjc borrming, external borrwing, "money creation" 

(borrming from t h e  banking sys t e r~ ) ,  arid u t i l i za t ion  of cash balances t o  finance 

these de f i c i t s .  I n  t h i s  context government spending became an important source 

of inf la t ionary pressure on the  economy (Balakrishnan, 1979, pp. 125-26). 

Since 1956, the  governr~ent had kwcc,ne the  leadins economic actor  i n  Sri 

Unka. It a s s w r ~ l  k~oth a p r e r e s s i v e l y  greater  overal l  regulatory ro l e  and a 

gr e i t e r  r ~ J J  e j n production, dis t r ibut ion,  and accunulation. CXwernment par t i -  

c ipat ion i n  many spheres of economic activity-irlc7itst t ranspmrt, banking , in- 

surance, and agriculture,  among others-resulted i n  considerable control  over 

t h e  ownership and al locat ion of resources i n  t he  economy. In  turn t h e  pr iva te  

sec tor  was subjected t o  greater d i r ec t j c~ r~  arid control  by the public sector  
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(Ealakrishnan, 1979, p. 124). 

Indeed, the growth in stete-c\urlc-~~ enterprjscri jr; Sli Licks kss dr8nr;;zt.j.c as 

the nurrber of ~ublic enterprises in all fields doubled in a decide (Ci.lljs, et. 

al., p. 567). Tbe State Irdustrial Corporations Act of 1957 led to the creation 

of several state industrial corporations to pramote the developtent of basic 

industries in the public sector. In 1963 fourteen state industrial corporations 

were in operation. By 1974 the nurrber had grown to twenty-six corporations 

ewacjed in the pr~uctj c)r~ c~f cer~er~t, t extj I cr;, r;liQt,r:, TCI er 1 c:Iler:lj c:al s, let rc- 

leurrl prductsl tires, ceranlics, and milk products, among others. In 1977, state 

ir.dustr.ies a<:c:oorli-ed f o ~  ijlpr.c~jn.ately thirty to thirty-five percent of the 

total gross value of industrial production in the economy (Balakrishnan, 1979, 

p. 116). 

Public sector corporations were expected to fulfil both growth and welfare 

cbjectives in Sri Lanke. Q:ey \,ere tc; tllc. c:l15ef jnstrunents furthering state 

onwership and social control in the econony, the "leadinc; sec:torn prmoting CB- 

pita1 £om-at ion and long-tern: developent , as well as a ns jor eng:loynerlt. c)litl et 

(Palakrishnan, 1977, p. 19P) . From their e:r.eat.ic)rl, these enterprises expe- 
rienced magement inefficiency, technical deficiencies in planning, over- 

staffing, and defective pricing policies-all contributing to poor economic per- 

fc:rnc:r~c:t. T ~ : L ~ s ~  state-okr~ed enterprises operating at a loss was a chronic con- 

djtjc~r~ jr~ Eri Unka (C-illis, et.. a]. , p. 574). 
F::euse of the hurderl these c:oqx)rations bqmsed on its budget, the govern- 

rierlt ztterpt.cd C:CI jn,l:rc~te their ~x?rfor~i;ance in the n~id-1960s through greater ef- 

ficiency in management, higher rates of capacity utilj.zaticsn, and the adoption 

of more appropriate pricing policies. Subsequently, the situation apars to 

have imprwed, relative to performance in the earlier years. The total net 



Page 46 

p r o f i t s  o f  state i ndus t r i a l  corporations increased front an average of  Rs. 52 

mil l ion i n  1966-1970 t o  zn average Fs. 115 niillion jr-1 1571-1 975. In the l a t t e r  

period,  t h e  averaQe r a t e  of re turn  on c q ~ i t a l  intestnertt jn s t a t e  jr:cX~st.riel 

corporations as a whole rang-' front four t o  sever) percent ,  which was still 

r a the r  low, although a nunber of individual  corporations recorded rates of 

re turn  much higher than average (Balakrishnan, 1979, pp. 116-17). 

I n  sumnary, S r i  Lanka is of ten  cited as t h e  c l a s s i c  example of  t h e  satis- 

fac t ion  of bas ic  11eec7s at. t he  expense of  growth. mile t r e r r d o u s  hprovements 

v c r c  r;dc \-it11 re~~lect  tc  t c ~  j t k  trtd r lc . jfa~e,  e c c ~ r ~ ~ l j c  growth did  not  occur fast 

crc,t~gt eitl:ez. t c ~  prc)tio'e adeopate financing o r  t o  provide enployrrent t o  t h e  

growing labor  force, esyecia l ly  c;f R:\Jc~~H; yc;bttos seeking bhite-collar  jobs. 

Continued economic d i f f i c u l t i e s  led t o  many shortages, sluwer growth, and cut- 

backs in s o c i a l  se rv ices  as well  a s  u l t imate ly  t o  popular d i s s a t i s f ac t i on ,  

repeated changes of governrrents a t  tl;e 1 ~ 0 3  Is, sr:2 cr ~r~succ:essful  youth revo l t  

i n  1772 (Gj l l j s ,  et. a]., p. 86). I n  1977 a conservative governrrent was elected 

~ h i c h  ac3q;t.u; a rleb dett.?cqa.c-r:t z . t r e t c . < ~ ~  ~ J E E C . ~ '  cn cu~k)!'r~g t he  he l f a r e  s t a t e ,  

ci ir~linishi~c,  tke ro l e  of t he  yvbljc S K ~ C ) L $  art6 er~llancina, t h e  r o l e  of t h e  p r i va t e  

S W ~ C J L .  
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E. KENYA (1963-1974)16 

E3xlOMIC GIUmTH: High 
1-E DI!XtRIBUTION: Highly Inequitable 
BASIC BUMAN NEEDS: Poorly provided 
LEADING SECTOR: Private 

When the Kenyatta g o v e r m t  assumed power in 1964, Kenya w a s  among the 

world's poorest nations in  term of average per capita incame. Wealth w a s  very 

unevenly distributed, concentrated in  the hands of non-citizens. Policymakers 

defined develapnent in t e rn  of the elaboration of the  pol i t ica l  and economic 

ins t i tu t ions  established throughout the country during the colonial period and 

the expansion of the already develaped private sector (Barkan, p. 10). In its 

Develapnent Plan 1966-1970, the Kenyan government c lear ly  stated its three ecw 

n d c  objectives: " to  achieve high and growing per capita i n c m s ,  equitably 

distributed, so  that all are f ree  from want, disease, and exploitation' 

(Burrows, p. 4).  'Ihe government found tha t  it could successfully attain the 

first objective, but f a i l  t o  accmplish the second and third. 

During the f i r s t  ten years a f t e r  independence, Kenya made considerable 

progress toward bringing about rapid economic growth. Between 1964 and 1975, 

real mP grew by seventy percent, averaging seven percent per year (Burrows, p. 

5). Despite a population growth rate of 3.3 percent per year (among the world's 

highest), real per capita income grew a t  about 2.2 percent over the decade 

(Collier and Lal, p. 10). The World Bank found that v i r tua l ly  every indicator 

of economic performance for  Kenya during t h i s  period w a s  well above average for  

a country at  its level  of development (Burrows, p. 5). Although Kenya's growth 

l6 After independence in  1963, Kenya w a s  ruled by the Kenya African NaticMl 
Union (KANU) under the leadership of J m  Kenyatta un t i l  h i s  death in 1978. 

:.!ST A~!!~I?AB!E DOCUMENT 
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FIGURE 6 

KENYAN IKCME DIS!EUBVmON 
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was not considered nmiraculous," it exceeded that of most other African states; 

and it was catparable to the growth rates of mst Western develaped econanies, 

except Japan- (Barkan, p. 19). 

Kenya's performance during the same period was rather disappointing in 

tenas of the attainment of the second objective, equitable inccane distribution 

(Burraws, p. xi). Kenya's concentration on the achievement of rapid econanic 

growth and a rise in the werall standard of living was unquestionably at the 

expense of the achievement of a more equitable distribution of incame (Barkan, 

p. 10). Despite the government's pledge to launch a determined attack on 

Kenya's more blatant inequities, this problem persisted (See Figure 6). In 

fact, the inbalances between economic groups did not lessen, they grew (Burrows, 

p. 16). 

Essentially, the Kenyatta government had assumed that "trickle-dm" would 

solve the equity problem, so it concentrated on creating the camlitions for 

rapid econanic growth. In its policy statements, the government argued that its 

fiscal policy would redistribute the inccane that had been generam by rapid 

grawth. After examining Kenya's fiscal system at length, however, a World Bank 

mission concluded that this policy had &been a significant mechanism of re- 

distribution or of reducing rural, urban, and regional hbalances. Morevoer, 

the mission found no evidence that the gwernmentls expenditure pattern had done 

much toward offsetting incane inequalities (Burrows, p. 16). 

Indeed, the mission argued that the Kenyan econcslry operated in such a 

manner as inevitably to concentrate wealth further. First, Kenya had inherited 

one of the most skewed wage structures in the world: employers paid skilled 

workers ten to fifteen times what they paid unskilled workers (Burrows, p. 16). 

This had a tremendous impact on the rest of the econq. Because they 



TABLE8 

IWICATDRS CE? TAE PXWISION OF BASIC NEEDS IN KENYA 

Indicator 1960 1977 

Crude Death Rate 19 

Li fe  Expectancy a t  Birth 47 

Infant Mortality Rate 126 

Adult Literary Rate 20 

W e r s  mrol led  i n  Primary 
School as a Percentage 
of the Age Group 47 

Source: World Bank, 1979b; CDC, p. 163. 
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encouraged high standards of housing and other services, these wages sucked 

resources in to  urban areas t o  support a standard of l iving f a r  above what the 

majority of Kenyans could enjoy. 

Second, the mission noted a built-in tendency for  the urban areas (where 

most of the wealthy l ive)  t o  progess a t  a faster  ra te  than the rural areas 

(where most of the poor l ive) .  Although part ly due t o  the high wages of urban 

workers, t h i s  situation w a s  a l so  at t r ibutable t o  other government policies. In 

formulating both external trade policy and danestic agricultural pricing policy 

the govenunent did not consider the interests  of the majority of the rural papu-. 

lation. Consequently, the internal terms of trade worked in  favor the urban 

areas and therefore, towards a greater concentration of income (Burraws, p. 17),  

Finally, wealth had been held t o  a large extent by European farmers, by 

Asian traders in  rural areas, and by expatriate officers i n  the c i v i l  service 

before independence. Thus, the Kenyatta government's principal concern w i t h  

regard t o  distribution was the rectification of the more obvious racial  hba- 

lances (Burrcrws, pp. 15-16). Other manifestations of inequity, such as the 

higher standard of l iving and amenities i n  urban areas as compared with rural 
.. 

areas and the marked dispari t ies  even within rural areas, were t o  be found 

everywhere; but they were not addressed. 

Moreover, the Kenyatta government was unable t o  make significant achieve- 

ments with respect t o  the provision of the basic needs of the Kenyan people. 

Poverty, especially amng the rural landless population, continued t o  be a major 

problem. As Table 8 i l lus t ra tes ,  l i t t le  progress was made in terms of meeting 

basic needs during t h e  period of rapid growth. Life expectancy improved sane- 

what, but remained extremely law. Infant mortality, which had been extremely 

high, actually worsened. Despite growth, Kenya's indicators of the socio- 
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economic well-being of its cit izens were b e l w  the average for  developing 

countries at a catparable level  of develapnent (CDC, pp. 162-63). 

In Kenya private enterprise was clearly the mainspring of develapnent 

(Burraws, p. x i i i ) .  Unlike other African governments during the same period of 

time, the Kenyatta gwernment sought t o  foster  the rapid growth of the private 

sector,  subject t o  rather limited controls t o  ensure the broader interests  of 

society. Ehcouraged by the government's policies, the Kenyan private sector- 

both danestic and foreign-significantly expanded; and private investment was 

substantial. As a result ,  the private sector dominated the Kenyan econcany and 

provided the thrust  of development in most major sectors of the econany 

(Wlrraws, pp. 17-18). 

As in  El Salvador, the Kenyan government assumed a role that consisted 

largely of supporting the private sector although the relat ive ro le  of the s t a t e  

sector increased a f t e r  independence. While sane state-owned enterprises were 

created, growth of the s t a t e  sector was not encouraged t o  any signif icant  

extent. The government's principal contribution was i n  the develapnent of 

banking and financial inst i tut ions tha t  played a primary role in supplying capi- 

tal t o  the  private sector. A s  a means of pranoting "African Capitalism," the 

Industrial  and Camnercial Developnent Corporation (ICDC) , for  exanple, w a s  

created t o  boost the growth of African industries. The ICDC had among its acti- 

v i t i e s  an extensive program of loans t o  African-uwned manufacturing cosrpanies 

(Leys, p. 164). The ICDC and other such inst i tut ions constituted the  main in- 

struments of governing national industrialization policy (Leys, p. 131). 

In  sumnary, Kenya attained bet ter  than average levels  of economic growth. 

But the gwernment made l i t t le  progress toward eradicating the poverty of the 

masses of Kenyan people. Despite same forms of government economic interven- 
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t i m ,  Kenya remained a predominantly private sector econany. 
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INWIE DISTRIE3trmON: Highly Equitable 
BASIC HUMAN NEEDS: Well Prwided 
LJ3DING SECroR: Public 

In  1959 the Cuban g w e r m t  announced an anbitious set  of economic goals, 

including: an increase in  the rate of growth, a reduction in the island's de- 

pendence on sugar, the diversification of agriculture, the developmt of the 

industrial sector, the diversification of trade relations, an 

increase in the standard of living of the Cuban people through the expansion of 

health, education, and welfare programs. In some respects, the leaders of the 

revolutionary movement naively assumed that all these goals could be accom- 

plished more or less simultaneously (Sloan, p. 4) .  what the cuban government 

did not have imnediately af ter  the revolution w a s  a clearcut develapnent stra- 

tegy for accaqlishing its objectives. It had a se t  of priori t ies regarding 

social r e f o m  and implemented programs t o  accomplish them (MacEwan, p. 95). 

During the f i r s t  eighteen m o n t h s ,  the Cuban econcmy performed relatively 

well, adjusting w i t h  surprising ease t o  a n&r of distributive reforms the 

government implemented shortly after assuming power. Unlike after  the Russian 

and Chinese revolutions, output increased in most branches of the Cuban econany 

(Brundenius, p. 45). Nonetheless, as Ritter argued: "this easily achieved 

f i r s t  prosperity gave r ise  t o  a euphoric revolutionary wer  confidence for which 

Cuba l a te r  paid rather heavily" (p. 107). 

Cuba's f i r s t  plan called for import substitution industrialization in in- 

l7 !t'he Cuhm Revolution began with the seizure of power by the 26th of July 
Movement, led by Fidel Castro, on January 1, 1959. 
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dustries such as metallurgy, chemical products, machinery, and autamcbile as- 

sdly. Most of the equipnent for these new plants was to be smlied by the 

Soviet W o n f  the G e m  Democratic Republic, and Czechoslwakia. The gwern- 

ment also ass~rmed that the rapid expansion of non-sugar agriculture would lead 

to self-suf f icency in f ocd production (Brundenius, p. 49) . 
As it turned out, 1962 and 1963 were econcanic disaster years. mtal mate- 

rial production decreased by 2.4 percent in 1962 and by 3.3 percent in 1963. 

Agricultural output fell by 11.3 percent in 1962 and by 5.8 percent in 1963 

while industrial outpt grew by only 0.4 percent in 1962 and declined by 1.5 

percent in 1963 (Brundenius, p. 50) .I8 Sugar production fell frm 6.7 million 

metric tons in 1961 to 4.8 million in 1962 and 3.8 million in 1963. Because in- 

dustrialization depended upon the import of capital equipnent frm abroad, the 

lost in sugar revenue created more difficulties. 

In 1962 the Cuban gwernment acknowledged the excessive de-enphasis of 

sugar and the need to industrialize in a more organized manner (MacEwan, p. 95). 

After a heated debate beginning in 1963, policymakers decided that agriculture 

would be "the pillar upon which to build the future industrialization of the 

island" (Brundenius, p. 51). In 1963 they announced a decision to redirect 

priorities from industrialization to agriculture with renewed emphasis on sugar. 

They agreed to adopt non-traditional forms of planning, organization, and work 

incentives (Mac-, p. 96). Nonetheless, from 1964 to 1970, the annual growth 

in total material production averaged only 4.8 percent (Brundenius, p. 150 

l8 This situation was not just the result of Cuban mismangement. The U.S. 
enbargo was being seriously felt in those years. In October 1962, the errbargo 
was extended to a total naval blockade of the island (~rundenius, p. 50). 
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FIGURE 7 
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and p. 153). 

Following the diasppointing economic performance of the 1960s, the Cuban 

economy vigorously recuperated during the first half of the 1970s. From 1971 to 

1975, the annual. growth rate was 10.0 percent (Brundenius, p. 57). This was 

primarily the result of accelerated industrialization. The growth of heavy in- 

dustry as the share of non-consumer goods in total industrial outplt increased 

f rom fortyseven percent in 1970 to f ifty-four percent in 1975 (Brundenius, p. 

57). According to Mesa-Lago, this growth was the result of more efficient or- 

ganization, previous investments, and a better allocation of capital (Mesa-Lago, 

1981, p ~ .  176-77). 

Despite Cuba's serious econunic problem, the revolutionary government 

clearly achieved its objective of creating a more equitable society (See Figure 

7). As Dudley Seers has argued, "the degree of equality in Cuba is ... prcbably 
unique" (Seers, p. 262). Cuba's gini coefficient dropped precipitously £ran -56 

in 1958 to -28 in 1973 (Brundenius, p. 106 and p. 117). The data show that a 

massive redistribution of income to the bottan quintiles occurred imnediately 

after the revolution and that more modest transfers occurred during the 1960s 

and i970s (Brundenius, p. 110). It has been estimated that the lowest forty 

percent of the income earners increased their share fran 6.5 percent before the 

revolution to 17.2 percent by 1962. The rural workers were the major benef i- 

ciaries: those earning more than seventy-five pesos a month increased from 28.$ 

percent in April 1959 to 34.2 percent in April 1959 and to 44.3 percent in Apri.1 

1960 (Brundenius, p. 108). 

This dramatic increase in equity was accanplished through a n-r of dis- 

tributive reforms. In 1959 Castro announced important measures to benefit the 

poorest sector of the population, especially those in the rural areas. In 
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TABLE 9 

I N 3 I ~ R S  OF !EB PFWISION OE' BASIC HUMAN NEEDS I N  CUBA 

Indicator 1960 1974 

Crude Death Rate 

Life Expectancy a t  Birth 

Infant Mortality Rate 

Adult Literary Rate 

Students enrolled as a 
Share of Population 
Ages 7-13 

Source: Sloan, Tables 2 and 4; World Bank, 1979b. 
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January 1959 electrical rates for rural areas were reduced by half. In March a 

mt ~ a w  was announced, which called for reductions of f i f ty  percent in the 

rents of all people who paid less than one hundred pesos per month and be- 

thirty and forty percent for the tenants in higher brackets (Brundenius, pp. 

41-42). 

The Agrarian Refom Law of May 1959 converted agricultural land into the 

prcperty of the people working it and took over unproductive farms, particularly 

the cattle estates, and organized them into people's farms. The sugar planta- 

ti= were expropriated and converted into cane coaperatives (Brundenius, p. 

42). The reform set  a maximum limit of 402 hectares for land awnershipr which 

could sanetimes be raised for catt le farming to  1,340 hectares. A good-sized 

plot of twenty-seven hectares was fixed as the "vital minimrm" for a family of 

five people; this amount of land was distributed free, and the farmer had the 

right to  buy another forty hectares. It has been estimated that some 100,000 

"poor peasants" benefited f r m  t h i s  provision of the reform (Brundenius, p. 43). 

This reform raised the  living standard of same 350,000 rural workers by giving 

them stable jobs and by almost doubling their income. It has been estimated 

that total  money wages rose f ram about 550 million pesos during the f i r s t  nine 

months of 1958 t o  wer 1 billion pesos during the corresponding period in 1961 

(Brundenius, p. 107) . 
The various decrees and measures adopted in 1959 resulted in an increase 

i n  the purchasing pcwer by the bottom half of income earners of 382.5 million 

pesos i n  that year alone, of which 150 million pesos were the result of wage 

increases, 80 million were due t o  the reduction in rents, 100 million came f r m  

the general swression of ganbling, 15 million were due t o  lower prices for 

medicine, and another 15 million were the result of a reduction in electricity 
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- 
rates (Brundenius, p. 107). 

Despite Cuba's attainment of only modest econcmic growth, indicators of the 

socim?conanic well-being of the Cuban people show that  significant gains were 

made as a result of the r e f o m  irrplemented (See Table 9). Perhaps the most 

well-known program of the 1960s was the literacy canpaign of 1961. A t  the 

beginning of 1961, amroximately one million Cubans were i l l i t e r a t e  (about 

twenty-five percent of the adult population). A t  the end of the year, the 

nunber of i l l i t e r a t e s  had been reduced t o  250,000 and would decline further in  

subsequent months (MacEwan, pp. 74-75). By the 1970s, Cuba had attained both a 

virtual elimination of i l l i teracy and had created a highly developed, multi- 

level educational system (Comnerce Department, p. 5). 

Major preventive medicine programs and inoculation campaigns were carried 

out, resulting in  the practical elimination of polio, diphtheria, and malaria as 

well as the substantial reduction of other diseases (MacEwan, p. 79) .I9 The 

leading causes of death in Cuba had become similar t o  those of a develaped 

rather than an developing country (Sloan, p. 5). Almost all malnutrition had 

been eliminated, especially m g  children (Canmerce Department, p. 5). By 1974 

Cuba's infant mortality rate had fallen t o  twenty-nine per thousand while l i f e  

apectancy had risen t o  seventy-one (Sloan, Table 4). 

But two major problem were created by th i s  rapid redistribution. First ,  

the s w l y  of goods and services could not keep up with demand. Dearand for 

beef, for example, significantly increased as a result of redistribution. By 

Nearly forty percent of Cuba's 6.300 physicians emigrated after  the 
revolutiun, so in the early 1960s some deterioration in health conditions 
occurred. By the 1970s, hawever, Cuba had more than 7,000 physicians 
(MacEwan, p. 79). 
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t h e  spring of 1961, people began to  notice the shortages of a nunber of goods. 

~y 1962 the supply of food had diminished t o  such an extent that it was neces- 

sary to  ration food.20 Second, as more gocds and services were provided a t  low 

or no cost, m e y  became more and more meaningless. In tu rn  so did the incen- 

tive t o  work or t o  conserve. The result w a s  low labor productivity and chronic 

assenteeism. Although the Cuban leadership adopted pragmatic responses to  these 

prcblems such as price increases, material incentives, and farmers markets, they 

remained significant problem. 

In  the process of inplemnting various reforms, the Cuban g w e r m t  found 

itself  in control of a larger and larger segments of the economy (Mac-, p. 

95). The 1959 and 1961 agrarian reform laws led t o  public uwnership of seventy 

percent of Cuban farmland (Sloan, p. 4) .  Law 851 resulted in the seizure of the 

lion's share of U.S. investments i n  Cuba, including all sugar mills and o i l  re- 

fineries. Through subsequent decrees the U.S.-awned banks as well as 287 larger 

ccmpanies, both foreign and national, were nationalized, expropriated, or con- 

f iscated (Brundenius, p. 44) . This situation placed economic management almost 

exclusively i n  the hands of an inexperienced bureaucracy. 

In sum~ry,  Cuba shows that incane redistribution alone does not solve the 

problem of the poor unless the redistribution is accarp~nied by sustained e c c ~  

nomic growth in the country in the lmg run. The government brought about morel 

20 Food rationing did not mean that the vast majority of people were worse fed 
than before the revolution. Both Cuban agricultural workers and large 
segments of the urban populatim ate better. A l l  children below seven were 
guaranteed one l i t e r  of m i l k  per day, and millions who had seldom eaten meat 
or eggs received a regular ration. Only middle and upper classes as well as 
some of the better paid urban workers received less through rationing than 
they had before (Brundenius, pp. 49-50). 
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equitable incame distribution through increased wages; increased pensions; 

reduced rents; nationalization of the prcperty of Batistats supporters, U.S. 

corporations, and Cuban private industries; lower the costs of electricity and 

public transportation; and free public services such as education, medical care, 

and recreation. But in so doing, it created economic difficulties which have 

stymied the growth and development of the Cuban econmy. 
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LESSONS: WHAT HAVE WE LEARNED? 

As Table 10 i l lus t ra tes ,  the countries discussed in t h i s  paper pose inte- 

resting contrasts both i n  terms of dwelapnent strategy and result. Korea and 

Brazil experienced rapid e c o n d c  growth, usually described as being wmiracu- 

lous." The growth rates  i n  El Salvador and Kenya were well above average for  

countries at  the i r  levels  of developnent. But in Sr i  Lanka and Cuba, l i t t le  or 

no growth was attained. 

Brazil 's  physical quality of l ife index is mch lower than would be 

predicted by its per capita GNP or it ra te  of growth, although for  Cuba and Sr i  

Lanka the opposite is true. While Korea achieved growth with equity, Brazil 

achieved growth a t  the expense of equity. S r i  Lanka and Cuba, despite limited 

growth, made great s t r ides  in  eradicating poverty and in providing for the  basic: 

needs of the i r  citizenry. Brazil and Korea are  clearly a nmarket-orientedn 

economies; however both had strong, growing, and eff icient  public sectors which 

spearheaded growth. In El Salvador and Kenya the private sectors were 

unquestionably duninant. 
a 

It would seem that  many of the factors which led t o  equitable growth in  

Korea were reversed in Brazil: asset ownership w a s  highly concentrated; there 

was no land reform; access t o  education was uneven and heavily influenced by 

economic factors; developnent emphasized large production units; technologies 

adopted tended t o  be capital  intensive ( G i l l i s ,  e t .  dl., p. 86). 

Whereas the  Korean, S r i  Lankan, and Cuba gwernments consciously or  uncon-, 

sciously a d w e d  redistr ibut ionist  policies,  the Brazilian government can be 

more accurately seen as an ef f ic ient  and puwerful agent of accumulation than 
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TABLE 10 

ECUKHIC GXWJH ANI THE PHYSICAL QUALITY W LIFE INIM (PQLI) 

Disparity 
Per Capita GNP Reduction 

Per Capita (Real Growth Rate (DRR) 
Country GNP 1980 Rate) 1970-79 a 1  1960-Current 

Brazil 2 , 050 
Korea 1,520 

Cuba 1 , 410 
El Salvador 590 

Kenya 420 

Sri Lanka 270 

Source: CDC, pp. 160-169. 



Page 65 

as a source of redistributive or 'welfare state' policies. In his preface to 

da -218 Delfim Netto, Brazilian minister of finance in 1973 and 

currently mister of planning, harshly criticized those who favored government 

intervention to reduce inequality, accusing them of indulging in "a veritable 

confidence game which would end up leaving the nation dividing up the misery 

more equitablyn (Hewlett, p. 177) . 
The CACM-Alliance for Progress develapnent model pursued by El Salvador 

brought in massive amounts of new investment during the 1960s and 1970s, but 

created importdependent, capital-intensive manufacturing that failed to absorb 

a rapidly grcrwing labor supply. There, policymakers supported private sector- 

led develapnent with repressive labor policies to the great detriment of equity 

(Booth, p. 363) a22 In Kenya similar policies produced similar results. 

In assessing and explaining these similarities and differences, three 

lessons seem most striking. First, the concerns raised by the critics of 

ntrickle-dawn' are certainly justified. National incame simply does not seem to 

"trickle-dawnn unless two conditions have been met: either redistribution must 

occur before the growth process begins (as in Korea) or the gwenunent must 

ad@ expressly redistributionist policies (as in Sri Lanka). 

21 Zhis is the work of Carlos langoni, a Chicago-trained Brazilian government 
economist, who suuports the 'trickle-dawnn ass-ion that increasing 
inequality is an inevitable, if unfortunate, accmpaniment of rapid economic 
savth, but that the process is self-righting. 

A n&r of writers have argued that El Salvador's current instability can 
be traced directly to these policies. Rather than adopt the rnuch-needed 
reforms, national economic elites responded to the frustration generated by 
this situation with repressive political and military power. As Booth stated, 
'the political turmoil and revolutionary movements that this frustration has 
engendered, ironically, are the products of the very developnental model 
adopted by Central American policymakers in order to forestall revolutionary 
pressuresn (Booth, pp. 363-64). 
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- 
In this context, redistribution of assets through land reform may be 

critical. Where land refom took place (Korea, Sri Lanka, and Cuba), greater 

equity was achieved; where it did not (Brazil, El Salvador, and Kenya) , incane 
inbalances increased with grawth. Thus, if AID is to continue its enphasis un 

rural equity, should not land refon be a necessary underpinning of rural 

programs. 23 

Second, the issue with which develapnent theorists and practitioners should 

concern themelves is not the conpetition between the public and private 

sectors, but the efficient operatian and management of both. In most developing 

countries-from socialist Cuba to market-oriented Brazil or Korea-state-owned 

enterprises are cannon (Gillis, et. al., p. 565). Throughout the first decade 

after World War 11, stategwned enterprises in developing countries were largely 

confined to the so-called natural monopoly sector, small-scale producers of 

sqtuary products, and basic necessities, or banking (Gillis, et. al., p. 566). 

During the last two decades, hawever, an entirely different pattern of public 

enterprise involvement has emerged: by whatever standard enployed, the relative 

size of state-awned enterprise sectors in developing countries has expanded 

markedly. With few exceptions, the reasons for this expansion have little to do 

with ideology. If anything, the role of state-awned enterprises in such 

market-oriented countries as Bolivia, Brazil, Chile, Indonesia, Korea, and 

Taiwan was by the early 1980s no less significant than in India, Bangladesh, Sri 

Lanka, and Egypt, countries where interventionist traditions have historically 

been stronger (Gillis, et. dl., p. 565) . 

23 See Steinberg, p. 40 for a discussion of land reform in Korea and its 
inpact on equity. 
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Korea and Brazil demonstrate that the public sector be an efficient, 

profitable agent of developnent. Many gwernmentwwned corporations are among 

the largest -enterprises in their countries, and sane are among the largest 

enterprises in their fields anywhere in the world. A few, such as Brazil's 

Petrobras, are nultinatimal enterprises in the truest sense of the word. Of 

the largest five hundred industrial corporations outside the United States in 

1978, thirty-four were state enterprises from developing countries-primarily 

natural resourse-based industries in Brazil, Venezuela, and Korea (Gillis, et. 

al., p. 566-67). Wlt these enterprises, when inefficiently -rated, also can 

be a tremendous drain on the economy as Sri Lanka and Cuba demonstrate. Should 

not then AID policy focus on the efficiency and profitability of both the pub1i.c 

and private sectors in developing countries?. 

Finally, developnent theory may now be based on more myth than reality. As 

argued previously, Korea is almost universally considered to be a success story. 

Wlt some the factors which contributed to that success now seem to be forgotten. 

In 1963 to 1964, Korea was described as a "basket case." Even the Koreans 

accused themselves of having a "mendicant mentality," always on the dole. AID 

officials strenuously objected to "pouring money down the Korean rathole." Had 

security considerations not prevailed, the U.S. might have backed off from Korea 

at that time (Steinberg, p. 42). Instead, the U.S. provided about $13 billion 

in both military and econdc assistance to Korea. Aside from Israel and South 

Vietnam, it has been the largest U.S. foreign assistance program per capita, and 

for almost two decades the U.S. was the major support to that government and 

ecmany (Steinberg, p. 4). Might not some of the countries currently perceive3 

as being wratholesm achieve modest-if not nmiraculousn developnent and grawth-- 

if certain lessons are amlied in formulating their strategies? 
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