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Je. Introduction: 

Since the Second World War, a dispute has grown 

among economists over the nature of inflation in Latin 

America. The so-called Monetarist-Structuralist con­

troversy has focused the attention of analysts on the 

relationship between inflation and economic growth in 

low-income nations in Latin America that have experienoed 

in recent years, a variety of combinations of stagnation 

and development, and of inflation and relative price 

stability. The technical ambiguity and political vol­

atility of the central issues have led to a far-ranging 

debate over development theory and policy that ranges in 

sty~e from academic to evangelical. Important inter­

national organizations have promoted conflicting theoretical 

systems, and have suggested differing economic management 

policies to deal with the problemp of inflation. 

Though a polarization of opinion continues and 

central questions remain, the dispute has refined itself 

considerably through the years, generating certain insights 

into the development process that have led to increased 

analytic rigour and empirical sophistication on the issue 

of inflation. While the controversy has a Latin-American 

setting, it clearly holds a wider relevance. 
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This paper will attempt to illuminate in particular 

the theoretical dirferences between the two schools or 

writers through a survey or important contributions to 

the dispute. In covering a dirruse and extensive literature 

it seems appropriate to order the work in a way that brings 

out the dirrerences, as weIl as the similarities, within 

and between the two broad schools or thought on the issue, 

rather than imposing a mechanical coherence upon them. 

In addition to the diversity or the rield, there is a 

pronounced assymetry in the characteristios or inflation 

that the two schools emphasize. For this reason, the 

device or "the Monetarist Position" and "the structuralist 

Position" will be adopted, as it permits a "mean" case to 

be advanced and analyzed, without ignoring the variation 

and ambiguities within positions. 

The positions or the two schools will be summarized 

and discussed against standards or ""IT~"'tJJI\~ consistency 

and ~ realism or assumptions and pmiicy recommendations. 

Section 2 will rirst look to the state or inrlation theory 

in developed economies ror guidance on the key question 

of the relation of inrlation to economic growth. ('Vie 

will return to the state of modern theory in the Conclusions, 

particularly aSking whether the concept or "structural 

inflat ion" is userul.) Section 2 will discuss the stat.e 

or development theory in Latin America, where the writings 

or Furtado, Prebisch, et al., have built the intellectual 



• rramework ror the structuralist position on inrlation. 

Section 3 will describe and analyze the menetarist 
of' 

position; Section 4 will advance the argumentsAthe 

structuralist reply. Section 5 and 6 will suggest the 

experiences or Latin American countries with inrlation and 

stabilization, and summarize the policy conclusions or 

representative monetarists and structuralists. The ideo­

logical issues that rrequently obscure the controversy 

over inrlation will be discussed in Section 7, where 

inrlation as a technique or development rinance through 

rorced saving is considered. The dichotomy between private 

and public investment mechanisms usually divides "monetarist" 

economists rrom "structuralist" economists in the intense 

political setting or Latin America. Section 8 will evaluate 

the central arguments or the two schools, and ask whether 

the controversy has contributed anything or lasting importance 

to the study or economic development in Latin America, or 

to the study or inrlation as a general phenomenon. 
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32:- The Monetarist - Structuralist Debate 

. In brief outline, the controversy between the 

monetarist and structuralist schools concerns the com-

patibility of inflation with optimal economic develop­

ment and the priority to be given to the control of 

inflation. 1. 

The shifting focus of the debate has been the 

policy of monetary restraint that the International 

Monetary Fund proposed for various Latin American 

countries since the war, and opposed by economists of 

the structuralist school. The argument has concerned 

the nature, causes, and consequences of inflation in 

underdeveloped countries and the ability of monetary 

and fiscal policy to control inflation. 

The monetarists, who hold that monetary stability 

is a necessary condition for economic growth, assert 

that inflation in less developed countries is a phenom­

enon similar to inflation in developed countries, and 

no less serious a threat to the efficiency of the economy. 

These writers, frequently associated with the International 

Monetary Fund, find the cause of inflation in extravagent 

deficit finance, lax credit policies, ineffective inco~es 

policies and priee control systems that lead to inflationary 

distortions in the economy. Inflationary countries are 

1. We will define inflation simply as a sustained trend 
of priee increases. 
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attempting to live beyond their means. In addition to 

reducing the flow of internal and external saving, an 

inflationary economy distorts investment towards excessive 

inventories and luxury real estate. Inflation leads to 

chronic balance-of-payments problems and its control 

should be a major objective of economic development policy. 

Sharp stabilization programs are the most effective way 

of dealing with strong inflations. 

The structuralists, often associated with the 

views of the United Nations' Economie Commission for 

Latin America, consider priee increases a natural con­

sequence of economic development in low income countries 

in Latin America. They trace the cause of inflation to 

sectoral imbalances and supply inelasticities (particularly 

in agriculture), to inadequate and unstable import capacity, 

and to a variety of règidities in ecomomic and social 

structure that must be eliminated if growth with stability 

is to be secured. Structuralists occasionally make use of 

the forced saving arguments for inflation. 

Excessive emphasis on priee stability in less 

developed countries marked with serious structural weak­

nesses would reduce the rate of economic growth. The 

stabilization prograffis advocated by the International 

Monetary Fund are judged as paralytic and unacceptable 

in the context of Latin American social and economic 

realities. 
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A- The Problem of Inflation; 

Inflation bas been the sUbject of speculation 

and controversy among economists, political leaders and 

the general public in the development of every major 

economy. In developed countries the control of infla­

tion has become an important objective of economic policy; 

despite this, inflation has been an ubiquitou~ companion 

of post-war growth. This has contributed ta a height-

ened academic interest in the relation of inflation to 

economic growth, balance-of-payments viability, income 

distribution and other objectives and responsibilities. 

This is not the place for a discussion of con­

flicting theories of inflatîon in developed countries. 

Vfuile the highly-charged disputes between Keynesians and 

Quantity Theorists, and among Cost-Push, Demand-Pull and 

Administered-Price combatants have considerably refined 

the basic concepts and problems of inflation analysis, 

many significant questions remain unresolved. 

This is, perhaps, as much due to the size of the 

literature as to the complexity of the probleDls. Ralph 

Turvey wrote in 1951: n ••• the literature on the sUbject 

is now so extensive that only a specialist can hope to 

have more than a nOdding acquaintance with it." 1. 

1. Ralph Turvey, "Some Aspects of the Theory of Inflation 
in a Clossd Economy." Sept.1951, P.53l,'EJ 
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Another writer said a few years later, "The theory of 

inflation is a vast and disorderly area of economic 

thought, partly because of the ambiguity of the word 

itself, and partly because, even when a strict definition 

is chosen, the ground covered is still extreme, and the 

choice of assumptions with which to build a model is 

enormously wide." 1.. 1. 

A variety of models have been constructed ta 

investigate the nature of inflation and the efficacy 

of policy measures to deal with it, but they are highly 

diverse in content, partial in character, and untested. 

The familiar problems of discerning cause from correlation 

appear. One writer concludes " ••• although economists are 

agreed, by and large, on the type of forces which cause 

priees to rise and keep on rising, there is not as yet 

a complete and generally applicable theory of inflation. 

Nor are there substantive findings regarding the strength 

or importance of the various factors in initiating and 

sustaining inflationary processes." 2. 

1. A. J. BroVln' s review of Hansen, .p.. Study in the Theory 
of Inflation, Ec. Feb. 1951. See also Hagger, The 
Theory of Inflation (1964). Other recent~ usefur­
works on inflation include BalI, Inflation and the 
Theory of Money, (1964), Zawadzki, The Economies 
of Inflationary Frocasses, (1965) 

2. H. S. Odeh, The Impact of Inflation on the Level of 
Economie Activity. (1966) 
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In recent years there has been a wealth of con-

flicting literary and mathematical treatments of inflation. 

In addition to the modern quantity theorists, who see 

movements in the priee level as a result of the inter= 

action between the supply of and demand for money, (the 

latter seen as a particularly stable form of asset demanà) 

there is what might be called the supply and demand sChool, 

which sees ~ce increases as depending on changes in the 

multitude of variables that determine aggregate demand and 

aggregate supply. One of these is the Swedish branch which 

distinguishes between the factor and goods markets, and 

which assures that inflation can arise in either of these 

markets. 1. The Anglo-American Keynesian branch considers 

primarily the goods market, the factor market entering the 

analysis only as a link in the chain of causation. 
-

While the pure theory of inflation is in a somewhat 

ambiguous state, there is really much agreement on the 

most important feature of inflation. It represents an 

attempt by elements of an economy te secure more output 

than the resources of the economy can support. The way 

in which excessive and inconsistent monetary claims en 

resources are finally resolved, has important effects on 

income distribution: When one class gains, another must 

usually lose. 

Although there is considerable uncertainty on the 

frontiers of the discipline, there is no lack of conclusive 

"impure" theorizing among those who influence or frame 

1. B. Hansen: A study in the Theory of Inflation. 
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eoonomio polioy. 

Our ohief interest is in the relation of inflation 

and growth, and a wide range of opinions have been expres­

sed on this assooiation. We will sample a few opinions 

to establish the diversity of professional jUdgments 

outside the Latin Amerioan setting. 

On one hand, there are those to whom inflation is 

an unalloyed ourse. Bresoiani wrote of the German hyper­

inflation: "It annihilated thrift, it made refor.m of the 

national bUdget impossible for years, it obstruoted the 

solution of the reparations question, it destroyed in­

oaloulable moral and intelleotual values. It provoked 

a serious revolution in sooial olasses; a few people ao­

oumulating wealth and for.ming a olass of usurjers of 

national property, Whilst millions were thrown into 

poverty. ••• the sad years of 1919-1923 always weighs 

like a nightmare.on the German people." 1. 

In an OEEC report presented in the late Fifties 

called "The Problem of Rising Prioes", six prominent 

eoonomists (Fellner, Gilbert, Hansen, Kahn, Lutz and 

deWolfe) wrote, "We have oonoentrated, in this report, 

on the problem of priee stability in accordance with our 

mandate. This does not imply that we wish to put a low 

priority on economic growth ••• lt is rather that rising . 

priees are not compatible with steady growth." 2. 

1. C. Bresciani-Turroni. The Economies of Inflation (1937}p.404. 
2. see Sidney Dell, Postwar Experience of Inflation in the 

Industrial Countries, p.189-190, in W.Baer and Isaac 
Kerstenetzky, Inflation and Growth in Latin America, the 
proceedings of an important conference on that sUbject in 

KB. Rio de Janeiro, Jan.1963. Henceforth B. and K. 
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An IMF eeonomist has ealled priee atability "A pre­

requisite to rapid eeonomio growth. 1. 

Other economists take a more sympathetic view of 

inflation. Arthur Lewis found redeeming qualities even 

in the German Hyper-Inflation. "Inflation increases fixed 

capital formation, even hyper-intlations like the German 

inflation of 1919 to 1923, have this effect. In the long 

run, it is an excellent effect, since it increases real 

output and the standard of living." 2. Criticizing the 

OEEC statement, noted above, Sidney Dell quotes the United 

Nations' World Economie Survey, 1957, whieh he maintains 

"shows that since 1870 rising production has more often than 

not, been aecompanied by rising priees," for the developing 

countries. 2. Lewis has written, "I think the statistioians, 

once they stop ehasing hares and come to the real point, 

will find that virtually all take-off periods, which by 

definition are short periods of rapid acoeleration of the 

rate of growth, have been periods of self-liquidating 

inflation." 3. 

Unsurprisingly, there are other analysts who ho1d 

there is no clear and simple relationship between multi­

variable phenomena such as inflation and growth. Dell 

quotes a staff report of the Joint Economie Committee of 

the U.S. Congress, called Empl0 yment, Growth an' Priee 

Levels (1959): "The historical record ••• caS'(iS considerable 

doubt on the view that inflation and growth are incompatible. 

1. Dorrance; The Effect of Inflation on Economie Development. 
B. and K. p.68 

2. Arthur Lewis, Theory of Economie Growth. P.223 
3. Arthur Lewis, "Closing Remarks", B. and K., P32. 
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The data ••• points to a single conclusion; there is 

no simple relationship between changes in output and 

changes in priees, just as periods of slow growth, or 

indeed, of no growth, have been marked by every manner 

of priee behavior." 1. 

Dell notes that Friedma~d Schwarz in their 

monetary history of the United States reaoh the same 

conclusion, and that in studies based on shorter periods 

the Commission on Money and Credit (1961) find, at most, 

a slight inverse relation between growth and the rate ot 

inflation or detlation, outside a modal range ot zero to 

low rates ot priee change. 

There is an equally broad range of experience and 

interpretation in post-war Latin America; one or two oases 

can usually be found to justify a variety of conflicting, 

simple associations of inflation and growth. Werner Baer 

writes, " ••• a number of countries have experienced high 

rates of inflation and slow rates of growth, other countries 

have experienoed high rates of inflation and high rates of 

economio growth, and there have been examples of stability 

combined with high growth rates and stability combined 

with stagnation." 2. Baer notes the diverse record of 

three important Latin American economies during the 1950's. 

Argentina experienced a yearly average annual priee inorease 

of 25% and average annual growth of 2% per year, in GDP. 

1. Sidney Dell, op. cit. P.190 
2. '.1. Baer, "The Inflation Controversy in Latin America, 

A Survey," Latin American Research Review,Spring 1967,p.4. 
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Chile had an inflation rate of 38% and a growth rate of 

3.2%. Brazil had an average inflation rate of 20% and 

a growth rate of nearly 6%. 

In conclusion, there is clearl"y a variety of 

experience of inflation and growth in developed and less 

developed countries, and many interpretations of that 

experience. Historical evidence trom other regions and 

the limitations of inflation theory are sufficiently per­

suasive to provide a prima facie case for approaching the 

Latin American inflations without prejudice as to their 

nature and consequencese 

The problem in analyzing the monetarist-structuralist 

controversy is to determine whether specifie conclusions 

are justified. There appears to be something of a tradition 

of politically motivated, universalist theorizing and 

casual empiricism in past studies of inflation; the short, 

rather dogmatic style of contributions to the controversy 

in question advances this danger. Vihen broad generalizations 

are made, Harry Johnson's comment seems relevant; "The 

available historical and comparative evidence on this issue 

is fairly conclusive; There is no convincing evidence of 

any clear association, positive or negative, between the rate 

of inflation and the rate of growth." 1. 

6. Development Theory in Latin America 

To summarize our position so far, we have noted that 

during the last 15 years or so, a remarkable dispute has 

1. Harry JOhnson, "Is Inflation a Retarding Factor in 
-w,conomic Growth?" Krivine, P.12l 
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grown over the nature ot inflation in Latin America. 

The monetarist-structuralist controversy has tocused 

the attention ot many analysts on the relationship 

between inflation and economic growth in Latin American 

nations that have reoently experienced a variety ot com­

binations ot stagnation and development, and ot inflation 

and relative price stability. 

We cannot here do justice to the political and social 

conditions in Latin America that explain the intensity--

even passion--ot the inflation issue. It ia however not a 

continent where the great political issues underlying 

suocessful sooialist or capitalist development have been 

settled. Hirschman warns htmself and other Western academics: 

WWe are no longer ready to become partisans ot systems, 

spoiling tor a fight with our opponents over the minutest 

issue; rather we are now picturing ourselves as reasonable, 

sophisticated "incrementalists" bored with yesterday's 

ideological bouts ••• If this is so, we are seriously out 

ot phase with the mood in Latin Amerioa (where) ••• ideologies 

are in their aocustomed roles." 1. These forces have without 

doubt obscured the more subtle technical arguments about 

inflation, and prevent a neat resolution of the controversy. 

After giving a brief summa~y of the structuralist 

philosophy in this seotion, we will turn direotly to the 

monetarist and structuralist positions on the causes and 

oonsequences of inflation, and the policies that they would 

1. A. Hirsohman; Latin American Issues , P.35-36. 



11. 

deploy against inflation. We will devote a separate 

section to the forced-saving issue, (using inflation as 

a form of capital accumulation) as viewed by monetarists, 

structuralists, and others. We will then draw some con­

clusions about the controversy. 

c.. Structuralism 

The process of economic development in Latin 

America, which one writer has called "the most developed 

of the great underdeveloped regions of the world" 1., has 

been accompanied by a substantial controversy over the 

theory and design of development policy in the region. 

The catalyst in this dispute has been the emergence since 

World War II of a heterodox system of ideas called 

Structuralism. 

The structuralist framework is a distinct combin­

ation of Keynesian and Marxian analysis within a liberal 

democratic pclitical philosophy. It is strongly opposed 

te the landed elites of Latin America, suspicious of every 

economic contact with the developed countries, and an 

advocate pf adynamie state role in economic development. 

One structuralist suggests the disagreement over inflation 

His not just a technical issue in economic theory," it is 

based on "two completely different ways of looking at­

economic development, in fact two completely different 

attitudes about the nature of social change, two different 

sets of value judgments about the purposes of economic 

1. J. P. Cole, Latin America, an Economie and Social 
Geography. P.441. (1965) 
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aotivity, and twe incompatible views on what is politically 

possible." 1. 2. 

The chief agent in the development and propogation 

of this new doctrine has been the Economie Commission for 

Latin America, a regional commission of the United Na~ions, 

founded in 1948 with its headquarters in Santiago, Chile. 

Through its history, the Commission and the many economists 

who have served it have been strongly intluenced in their 

activities and analytic interpretations by the forceful 

Director of the Commission, Dr. Raul Prebisch. A.O.Hirsch­

man writes, "The arresting feature of the ECU is that it 

possesses attributes not frequently encountered in large 

international organizations; a cohesive personality which 

evokes loyalty from the staff, and a set of distinctive 

beliefs, principles and attitudes; in brief, an ideology." 1. 

The philosophy of the Commission is highly influential among 

Latin American intellectuals and policy makers. We shall 

discuss the structuralist philosophy primarily through an 

examination of ECLA doctrine. 

1. DUdley Seers;"Inflation and Growth; the Heart of the 
ControversY7 B. and K., P. 89 

2. Needless to say, there are structuralists in North 
America, and monetarists in Latin America. \Vhile the 
former are mostly academics, the latter would include 
the liberal economists, businessmen and politicians 
who are skeptical and alarmed over the enhanced struct­
uralist role of the state. See Hirschman, L.A. Issues, 
p. 24-25. It should also be emphasized that there is 
detailed disagreement among the proponents of both 
philosophies. 

3. A.O. Hirschman, "Ideologies of Development in Latin 
America." in Hirschrnan, ed., Latin American Issues. 
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1. The Centre and the Periphery 

In a combined attack on the theory of inter­

national trade and the 1iberal trade policies based 

thereon, Prebish wrote in an important early pamphlet; 

"In Latin America, reality is undermining the outdated 

schema of the international division of labour ••• under 

that schema the specifie task that fell to Latin America, 

as part of the periphery of the world economic system, 

was that of producing foed and raw materials for the great 

industrial centres. There was no place within it for the 

industrialization of the new countries." 1. Prebisch 

clearly belongs in the tradition of List and Manoilescu 

and Myrdal that suspects the free play of international 

economic forces, and proposes interference with market 

processes for purposes of national economic development. 

The familiar remedy is industrialization through protection. 

Prebisch considers conparative advantage theoretic­

ally sound "but its assumptions ••• proved false by facts." 2. 

The principal "reality" to contradict established theory 

is the contention that the gains of increased productivity 

have not reached the periphery, which bas restricted the 

capacity of the periphery to accumulate capital for 

development. The solution to this constraint is indust­

rialization which is said to be not "incompatible with 

the efficient development of primary production ••• (and 

the) ••• mechanization of agriculture ••• The solution is not 

in growth at the expense of foreign trade, but in knowing 

1. ECLA, The Economie Development of Latin America and its 
Principal Problems. (1950) 

2. ib~d, p.I,2. 
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how te extract from ccntinually growing foreign trade 

the elements that will promote economic develQpments."l. 

The mechanism whereby the "centres have kept the 

whole benefit of the technological development of their 

industries ••• (and) the peripheral countries transferred 

to them a share of the fruits of their own technical 

progress" 2. has been a systematic movement of the terms 

of trade against primary producing countries, the core 

ef the controversial Prebisch-Singer thesis. _Vhether or 

not this movement is substantiated empirically - or the 

cyclical theery that backs it is corrected - it appears, 

as Hirschman suggests, that "ECLA found a fairly persuasive 

way of propounding a modern sophistieated version of the 

old idea that trade can be a vehicle for exploitation, 

rather than a means of increasing welfare all-round." 3.4. 

To ECLA the issue is settled; the ideas have been incorp­

orated into the policy recommendations and statistical 

foundations of dozens of documents. "~here is a tendency 

for the terms of trade to deteriorate and deliberate non-

spontaneous industrialization offsets this trend." 5. 

1. ibid, P. 1,2. 
2. ibid, P.14 
3. Hirschman, Latin American Issues, P.15 
4. One of the most effective detailed criticisms of the 

thesis is M. J. Flanders, Prebisch on Protectionism, 
E. J. June,1964. The thesis remains alive in ChiIe, 
however. 

5. ECLA, Economie Development Planning and Internatienal 
Co-operation. 1961, P.16 
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Another structural impediment to spontane8us 

development, discerned by ECLA and needing non-spontaneous 

policies to deal with it, is found "in a simple and weIl 

known fact; as per capita income rises, the demand for 

indus trial goods tends to grow faster than the demand for 

primary cGmmodities."l.This disparity between the income 

elasticities of demand between the centre and the periphery 

is caused by the declining relative demand for primary 

products in the centre (and aggravated by synthetic sub­

stitution) and the growing investment and consumption 

demand for manufactures in the periphery. It is suggested 

that this phenomenon contributes to the deterioration ef 

the terms of trade and to chronic balance-of-payments 

problems. 

ECLA opposes traditional reciprocity in the abolition 

of tariffs. The need for low tarif'f's in the centre is 

recognized, "The closed industrialization f'ostered by 

excessive protectionism, as weIl as unduly high customs 

tarif'f's applied to some staple agricultural commodities, 

have created a cost structure which makes it extremely 

difficult for Latin America to export manufactured goods 

to the rest of the world." 2. However, in the periphery, 

protection and closed indus~rialization are necessary ta 

break down the structural characteristics of under-

development that have been the product of classical 

division of' labour. 

1. ibid, P.13 
2. Towards aDynamie Development Policy for Latin America. 

ECU, 1963. 
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The Cemmission has premoted its explanation of 

underdevelGpment in Latin America in a wide variety et 

publications and policy recemmendatians sinoe 1ts 1n­

ceptien. In its concept of "pregramming" it has adv1sed 

broad gevernment respens1b1lit1es and instruments in 

econQmio affairs; it has strongly advecated the Lat1n 

American Common Market as a fGrm of oentinental pretect1on­

ism te solve 1ndividual expert bottleneoks. 

Hirschman suggests that ECLA saw 1ts rele as a dual 

.ne, "ta alert the Latin American countries te the pre­

car10usneas of their pasition, and t0 appeal for Guts1de 

help tD an area which has been buffeted and v1ctim1zed 

by forces beyond 1ts oontrol."l.The ECLAts theories have 

consolidated and systemit1zed middle class Latin American 

suspicion about foreign exploitation (2~ and given argu­

ments for government intervention as a solution for a 

variety of external problems. Though its emphas1s has 

changed over the years, the basic 1deelogy ef international 

economics remains. vihile ECLAts conspiratorial picture ef 

the developed world is not flattering tG economists of 

liberal training, it ie a symbol of great power ta Latin 

Americane frustrated by the obstinacy of their economic 

development problems. 

~.Economic and Social Structure in Latin America. 

ECLA and others who would not object ta being 

described as structuraliste, emphasize internal as well 

1. Hirschman, Latin American Issues, P. 16 
2. A.G.Frank (Capitalism and Underdevelopment in Lat1n America), 

a Marxist sympathetic to structuralism, advances probably 
the limiting case of the the ory that underdevelopment is 
+.n.o ,..,.onoa~f':tI"''''' -n. ... n~""'+- "op "ft,....,. ..... f!to14rt+ ,..~ ... ~,ft .......... ,,""'+ .; .... +""~ ft,...",,+ .. ~ 
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as external "structural" factors inhibiting Latin American 

economic development. The argument proceeds from a deep 
perhaps' 

and e8eae~Qaal1f exaggerated dissatisfaction with the 

ability of the social and economic system "to achieve and 

maintain a rate of development consonant with the growth 

of pGpulation and with its de~ands fGr a speedy improve­

ment in its level of living. ft 1. The economic and social 

structure is analyzed to detect those elements in its 

make-up which are inconsistent with rapid development • 

. Then, reforms are suggested. 

In a recent pamphlet, Prebisch criticized Latin 

America's social structure as constituting na serious 

obstacle to technical progress and consequently to econ­

.mic and social development." 2. The system, he suggests, 

hampers market mobility and prevents the emergence of 

dynamic risk-takers who could strengbhen the fabric of 

economic life. In addition, the existence of privilege 

in the distribution of wealth weakens incentives and 

permits extravagant patterns of consumption. It is sug­

gested that Latin America must face the challenge of 

increasing equality in the distribution of income, and 

the level of capital formation by privileged groups. 

Technological progress will allow this ttdynamic concept 

of distribution" to take place. 

1,2. ECLA, Towards aDynamie Development Policy for 
Latin America. 
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In addition te inadequate net capital formation, 

impQrtant bottlenecks can be found in the ineff1cient 

use of existing productive capacity. For instance, 

"there is no doubt that the most persistent bottleneck in 

the whole of the Latin American development process 1s 

generallyto be found in agricultural production." 1. 

The current economic structure militates against the 

assimilation of modern techniques, against responsiveness 

tG priee signaIs, and against the efficient use of exist­

ing labQur and land. Land reform is advocated te increase 

productivity and to reduce political tensions. A nan-ECLA 

structuralist descr1bes the land tenure ~ssue as ~ol1ews: 

" ••• enormous expanses of land are unavailable for cult­

ivation, the introduction of modern techniques is delayed, 

the purchasing power of the peasants remains low, des1rable 

re-allocations of rural population is prevented, and 1n 

general agricultural production lacks flexibility." 2. 

Hirschman finds that ECLA is less forthright on 

domestic issues; "Problems such as those of agrarian 

reform and social security (not ta speak of excessive 

military expenditures, have been shunned, partly because 

ECLA could not afford to prod and antagonize its members 

in these highly sensitive areas; partly, perhaps, because 

1. ibid, P. 9 

2. Victor Urquidi, The Challenge of Development in Latin 
America. 1964, P. 85 
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they felt they were in the oompetence of other inter­

national agencies ••• " 1. Nevertheless, the views of 

ECLA are clear on these matters. 

struoturalists generally advocate a broad range 

of economic and political reforms to correct under­

develapment. These include tax reforms, educatienal 

reforms, and land reforms ranging from exprepriation 

and collectivization to co-operatives, to fiscal measures 

te make the latifundia more responsive te price signals. 

Whatever the particular configuration of policies, 

populist to Marxist, the reforms advocated by structu~al­

ists, (and the vigorous lObbying for their adoption) go 

beyond what economists in developed countries would regard 

as their area of technical oompetence and political action. 

For structuralists, economic and political structure and 

economic and political reform are indivisible in their 

approach to economic theory. It is clear that structuralists 

have joined a basic political battle in Latin America; 

niceties in economic ana1ysis may be a casualty. 

To underline the sc ope of the changes proposed by 

structuralists, and the style of their reforms, we close 

with a statement by Urquidi: " ••• it is not 'enough ta 

produce without creating the requisite capacity to consume 

••• Latin American markets are narrow not only in a physical 

sense ••• there is almost no country in Latin America that 

1. Hirschman, Latin American Issues, P.2l 
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dGes not have striking inequalities of inoame due ta 

the pattern of land distribution, oonoentration of in­

dustry in a few hands, urbanization, inadequate tax 

polioies, and baokward sooial conditions ••• A seleot group 

holds most of the purohasing pewer ••• a solution to this 

may be the key ta eoonomio development in Latin Amerioa." 1. 

~.-- struoturalism and Eoonomio Theory. 

VVe have seen that the logio of struoturalism f'QllGws· 

this sequence in elabarating and defending their eoonomio 

development strategy. Historioally, the trade relations 

between developed and less developed oountries have de­

prived the periphery of' spontaneous eoonomio dévelopment. 

This historioal prooess has lef't oontemporary Latin 

Amerioan oountries with a speoifio set of' export industries 

and import needs that impede eoonomio development. Intern­

ally, the eoonomio and sooial struoture are unsuited te 

eoonomio growth. Refoms to aohieve both eff'ioienoy and 

equity are advanoed, with the state as the tool of' ohange. 

It is naturally impossible to evaluate here the 

struoturalist system as a whole, or separate the bits and 

pieces of analysis that most closely resemble "pure theory". 

We shall, however, look at a oross-section of their world­

view, theory, policy, and operational promotion sequence 

in dealing with inflation later in the paper. Rere, though, 

we can identify some general characteristics of their 

theoretical position. 
--.:....--_-_._- -"--

1. Urquidi, op. cit. P. 87 



21 

The common charaoteristic of structuralist theory 

is that it is largely amti-theoretioal. First, there 

is a considerable suspicion of abstract analysis and, 

instead, an emphasis on historioal and institutional 

factors in economic development. The distinguished struct­

uralist, Celso Furtado, writes: "Economie development is 

a phenomenon with clear-cut historical aspects. Each 

economy faces a cluster of problems specifie ta itself ••• 

The complex of national resources, the migratory currents, 

the institutional arder, and the relative degree of devel­

opment singles out each historical phenomenon of develop­

ment." 1. Recognizing this, structuralists try to plaoe 

themselves between the poles of pure abstraotion and in­

stitutional description in order to traoe the sectoral 

character and seotoral interplay that stimulates or im­

pedes economio development. 

Struoturalists generally show hostility toward 

the free market system, the private property values that 

propel it, and the liberal economic theories they believe 

have aoted as ideological supports for the priee system. 

Urquidi writes: " ••• the free pmay of economic and social 

foroes, which in any oase have never existed in a pure form, 

would only aggravate structural imbalances •• the "invisible 
~ 

hand" ••• is oompletely in applicable. 2. Prebisch shows 

1. Celso Furtado, Develo~ment and Underdevelopment, P.4 
(Furtado's economio h~story of Brazii represents 
struoturalism at its best. See Bibliography.) 

2. Urquidi, op.cit. P. 88 
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distaste for "the traditianal propensity to introduoe fram 

abroad nostrums that are largely alien ta the real require­

ments of Latin-Amerioats situation." 1. 

Fu~tado distrusts the universal value and applio­

abilityof "the great laws of the olassioal eoonomists ••• 

free oompetition and free exohange. Both oonsisted in the 

ult~te analysis of logioal oonstruotions based on fragmentary 

observation, on simplistic psychological assumptions, on a 

given social structure, and on relations between expanding 

economies and others of a relatively stagnant type. Never­

theless, by dint of sheer repetition, these formulations 

become transferred into dogma." 2. 

Like Gunnar Myrdal, Furtado suspects the normative 

content of "orthodox" economics, and finds in the pertected 

invisible hand of general equilibrium a wholly unacceptable 

pelitioal implioation of utopian neo-classical automatioity. 3. 

His own blend of classical, Keynesian, and Marxian 

thought attempts to define a markedly illiberal process of 

underdevelopment. At one point he states, "Underdevelopment 

is not a necessary stage in the process of formation of the 

modern capitalist1c economies. It 1s a special process due 

to the penetration of modern capitalistic enterprises into 

archaic structures." 4. 

1. Prebisch, Towards a Dynamic Development Policy ••• P.14 
2. Furtado, op. cit. P. 5 
3. It is interesting that many of the features that distinguished 

the debates over socialism and the market(Lange,Knight,etc) in 
the early part of this century in the West, are found in ~~e 
monetarist structuralist controversy. When Furtado questions 
whether pure market theory is nOl~tive, he is aware of the 
practical power of ideas; he 1s not making the freshman error 
of questioning the value of "unrealistic" analysis; he is 
questioning unjustified extrapolations from pure theory. 

4. Ibid, P. 138. FU.tt.TADO 
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To conclude, we cannat here jUdge the relative 

suc cess of the structuralist scheel in explaining under­

development. But it is certainly a meaningful framework 

for many Latin American intellectuals and policy-makers, 

and structuralism represents their views on a wide front 

of social and economic affairs, reflecting the multi­

perspective nature of structuralism. In this section, 

we have merely suggested its comprehensive, po~ulist char­

acter, its hostility to samething alien dismissed as 

"economic orthodoxy", and its emphasis on economic and 

social structures inhibiting eoonomio development. It is 

particularly suspioious of the linkage between allegedly 

positive economic abstraction and capitalism in Latin America. 

Broad interventionist policy reoommendations stem from 

institutional and historical analysis, and from a strong 

sense of political commitment. It represents the eoonomic 

philosophy of much of the democratio Left in Latin Amerioa, 

promoting a broad if hazy program for political and social 

and economic ohange. The structuralist philosophy tills 

a wide canvas, of which the dispute with the monetarists 

over inflation is one corner. This is the structuralist 

perspective as we turn to that dispute. 
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j[(-The Monetarist Position 

In this section we shall review the views of a 

number of important monetarists on the causes and oon-

sequences of inflation. After investigating their jUdg­

ments on the origins of inflation, we shall look at the1r 

views on the association of inflation and growth in Latin 

America and other underdeveloped regions, at their views 

on the impact of inflation on capital accumulation, on 

resource allocation, and on the balance of payments. 

One observer has suggested that structuralism runs 

"directly counter to the orthodox monetary polieies urged 

by more developed countries and insisted upon by the Inter­

national Monetary Fund." 1. The division does seem. to 

evldence a preponderence of Latin Amerieans in the struet­

uralist school, and of North Amerieans in the orthodox camp. 

Though there are important exceptions, the dichotomy ls 

between economists from developed and less developed 

countries. 

The division amounts to a difference of opinion as 

to whether the control of inflation should be a major 

objective of development policy. Probably the most 

consistent opponents of inflation have been IMF economists 

writing in the 'organization's journal, Staff Papers, reflect­

ing - and influencing - the polieies of the Fund. 

1. J. P. Powellson, Latin AmeriCa! Today's Economie and 
Social Revolution. (1964) P. 78 



25 

"The !MF", one writer notes, usinee Per Jacobsson became 

managing director in 1956, has expressed espeoial alar.m 

concerning inflation and its undesirable repercussions. 

(In the late 1950's) the Fund became active in fostering 

stabilization programs in various Latin American countries 

as a condition for granting them financial assistanoe." 1. 

In addition to !MF economists, we shall discuss the 

views of several prominent Latin-American economists, and 

try to discern differences of emphasis when they existe 

However, some over-synthesis seems unavoidable When trying 

to assess the views of the monetarists. The same will 

apply to our treatment of the structuralistsj the nature 

of the medium of the debaye, a vast array of articles, 

chapters and speeches combining theory, observations, 

conclusions, and policy recommendations contributes to 

the problem of ordering the disorderly. 

ft. The Origins of Latin American Inf'lations: 

For monetarists, the prime cause of inflation is 

government mismanagement of economic affairs. 

At one extreme is a highly political explanation 

of the decline of fiscal discipline in government. 

Eugenio GUdin, a Brazilian academic, writes: tt ••• post-war 

inflation in several of the most important Latin American 

countries, has its origin in the political revolution of 

1. ibid, P. 178 
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the last twenty or thirty years, when the oligarohio 

type of government was replaoed by governments truly 

eleoted by the people, that is to say, by the masses~ 

Gudin writes nostalgioally of the time when the President 

of the Republio was ohosen by oligarohs and restrained by 

a Free Press. The President aoted " ••• entirely free trom 

pressure from demagogues or labour syndiaates" and the 

"qualityof the administrations ••• was muoh superior to 

that of the eleoted governments of today." The President 

of tOday, however, must make deals with other parties and 

groups, and this aocounts for the "deter1oration" of the 

quality of government. 

Gudin suggests "the worth of a leader is often 

measured by his 'capaoity to aocomplish', that is, to 

complete, or at least start, the building of roads, 

stadiums, power plants, palaces etc., no matter what the 

prioe paid through the increased indebtedness, distortion 

and disorganization of the oountry's eoonomy." 1. He 

suggests two other features that aggravate inflation are 

"nationalism and an exaggerated belief in industrialization 

as a oure-all." Nationalism inhibits foreign and private 

oapital formation, and industrialization diverts resouroes 

from agrioulture and exports to high-oost proteoted 

manufaotures. 

1. Eugenio Gudin, "Inflation in Latin Amerioa", P.343 in 
D. C. Hague, ed., Inflation. (IEA oonferenoe) 
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Other opponents of inflation take a less conserv­

ative view of the origin of deficit spending than GUdin, 

but all find the chief mechanism of inflation in the 

bUdget deficits and credit expansion that Latin American 

governments permit. Some monetarists show greater sympathy 

for the institutional problems and social pressures that 

make the governments of less developed countries more 

vulnerable ta inflation th an are developed countries 

tOday, or were developed countries during their prooess 

of economio growth. 

Roberto de Olivera Campos, a prominent Brazilian 

economist, suggests there is a struotural vulnerability: 

V ••• for the strong inflationary bias in most of the under­

developed countries comes from the fact that their growth 

prooess often finds its motivation on the demand, rather 

than the supply, side. Theirs is not a SChumpeterian 

development arising from the entrepreneurs spontaneous 

production drive." 1. Rather, it is the pressure from 

the people to improve their standard of living that 

"prompts" governments to undertake responsibilities for 

eeonomie growth that are unrealistie and henee inflationary. 

The eonsumption demonstration effect is said to aggravate 

this inflationary bias; in addition, Campos advanees 

several structural arguments of a type we shall diseuss 

later. 

1. Roberto de Oliveira Campos, "Inflation and Balanoed 
Growth" , in R.S.Ellis, ed. Economie Development for 
Latin America, IEA Conference. 
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Thus, a central proposition in the monetarist case 

against inflation is the excess of aggregate demand over 

productive capacity in Latin American economies. Haberler 

has written, " ••• it is not surprising that poor and back­

ward countries, when they wake up and set their minds to 

developing in a hurry and to catch up with the more developed 

countries, are continually tempted to overspend their meagre 

resources and to live beyond their means." 1. An IMF writer 

concurs, " ••• incomes are not rising as rapidly as the desires 

of the community." 2. 

In addition to the profound political pressures on 

the governments of less developed countries for resources 

that do not exist, monetarists suspect that these govern­

ments may have been persuaded by the theoretica1 arguments 

for inflationary forced saving. Dorrance writes: ~nder 

these circumstances, inflation may appear to be an easy 

method of providing finance to expand investment, and hence 

to be an easy way of obtaining capital for a more rapid 

expansion of output." 3. 

In conclusion, monetarists view inflation as 

originating in the creation of excess purchasing power 

by the governments of less developed countries, and the 

inflation continues only through further expansion of the 

money supply, i.e, the implicit co-operation of the 

1. see Gudin, P.345, for Haberler, in Stability and Progress 
in the World 'Economy, Hague, ed. IEA Conference. 

2. Graeme S. Dorrance, "The F,ffect of Inflation on 
'Economie Development", B. and K., P.37. 

3. Dorrance, B. and K. , op. cit., P37 
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Central Bank. The political pressures on governments 

~or high levels o~ expenditure, and their problems o~ 

~inancing them, are viewed viith various degrees o~ alarm 

and sym.pathy. 

Most monetarists would agree that shortages and 

tmmobilities common to less developed countries may lead 

to price increases, and "some rise in the average level 

o~ prices may be an unavoidable companion o~ economic 

progress.ft 1. But monetarists clearly put responsibility 

~or excessive i~lation on the managers o~ the national 

economy, and view tolerance of inflation as a serious error 

in policy, wnether it originates in the political di~~iculties 

of monetary policy, or the implicit or explicit use o~ 

inflation as an instrument of development policy. 

8. The Association o~ I~lation and (lrowth: 

As noted above, there is very substantial disagree­

ment about the signi~icance o~ the historical and con­

temporary experience of i~lation. Monetarists admit, 

" ••• the available simple evidence on the relation between 

inflation and growth ls di~ficult to interpret." 2. 

But monetaristw eventually conclude the relation-

•• Sh1p is inverse between inflation and growth, and quote 

recent empirical studies to support their case. For 

instance, there is the international comparative study of 

Phelps-Brown and Brown, which concludes, "If there has been 

1. ïbid. :F. 40 
2. Dor~ce, Op. cit. P. 37 
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any predominent association, then, between the rates 

of rise of real income and prices ••• it has been inverse •• 

real income has risen more when priees have risen less; 

but there are signifioant exoeptions; their rates of 

economic growth and rates of inflation are net invariably 

connected with one another in the short run." ~l. 

In an article which draws heavily on previous !MF 

studies, Dorrance provides the tollowing summary of the 

evidence: 
'_V __ ' ._. • • • _:; J.~ 

:~LATIONSHIP OF RATES OF INFLATIONTO ECOXOMIC GROWTH IN RECEN;~EAR5.! 

Sam pic bascd on UN data ............. . 
ECLA samplc ........................ . 
U Tun Wai sarnplcs, based on 

Per capita national incorne 
.. -'- . ,Un ad just cd : ..................... . 

" Adjustcd for tcrms of tradc ........ . 

A 1lnual Rates of Gro-.uth Per Capita 
(percent) 

:Mild Strong 
Stable Inflation Inflation 

Countries Cout/tries Countries 

2 2 2 
3 2 

6 2 3 
4 1 1 -" " "Pef capita social proc1uct ............ ~ 4 3 

.-
l' 
l 

-.1' 

Dorrance concludes from U Tun Wai's study, " ••• the less 

developed countries have, on the average, enjoyed annual 

increases in per capita output of approximately four per­

cent during those periods when they maintained monetary 

~tability."2. The paper found during periods of mild 

inflation, the increase in output in these countries was 

only half as great. During periods of strong inflation, 

the increases in output tended to be even smaller. 

1. E.H.Phelps Brown and M.H.Browne, "Distribution and 
Productivity under Inflation," 1947-1957. Economie 
Journal, P.744 

2. U Tun ~7ai, "The Re1ationship between Inflation and 
Economie Development: A Statistica1 Inductive Study", 
Staff Papers, October, 1959 
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However, one writer regards this procedure "where-

in different countries in different periods are classified 

under three groups according to the rate of inflation ex­

perienced, the rate of inflation for each of the groups 

being compared, successively, with several other variables, 

one by one, as highly dangerous. n Massad continues, sug­

gesting that an alternate relation, inflation as a function 

of growth, should be tried; that the analysis combined a 

great variety of other factors; that the data are inconsis­

tent, and that averages rather than movements within the 

periods are considered. Odeh has criticized the Tun Wai 

and Bhatia 1. Jm~ articles as econometrically naive: 

~1hatever its underlying merits, this approaoh takes no 

consideration of the role of other important variables 

which determine real output. n 2. 

Neverthless, monetarists feel the preponderence 

of evidence indicts strong inflations, and proceed to 

examine the characteristics of inflation that damage the 

progress of economic development. 

C.-Inflation and Capital Accumulation; 

Monetarists are generally skeptical about the 

ability of inflationary finance to increase the total 

flow of saving and resources to development purposes, 

and believe the long-run influence of inflation will be 

to reduce this flow from what it might be under stable 

conditions. 

1. R. J. Bhatia, "Ini'lation, Deflation and Economie Dev­
elopment", Staff Papers, November, 1960 

2. Odeh, op. cit. P.lO 
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We shall follow the theoretical and empirical 

observations of Dorrance on this issue, in an article 

that may be taken as representative of the !MF position 

on inflation and capital formation. 1. In this section 

we shall note only the monetarist position of forced 

saving, for fuller treatment below. In any case, most 

monetarists stress the long-term effects of inflation.0n 

the Whole spectrum of private accumulation techniques, 

due to the distortion of expectations that accompany 

sustained priee increases. 

Concerning the technique of forced saving, Dorrance 

says, " •• it is true that individual units of investment, 

financed by bank credit, are likely to be created even in 

infla tionary conditions." 2. Vlhen the monetary system' s 

liabilities increase, unless the public is willing to 

finance the new investment by increasing the real value 

of their cash holdings, either priees will rise or foreign 

exchange holdings wi Il fall. "This fail in the real value 

of money may be considered as a tax on money holdings." 2.3. 

Dorrance believes that, like a tax, the effect of inflation 

will be evaded if there is incentive and opportunity. A 

strong inflation "will lead to community reactions which 

have effects similar to those of widespread tax evasion." 2. 

1. Dorrance, op.cit. who expresses debt to A.S.Shaalan, 
"The Impact of Inflation on the Composition of Private 
Domestic Investment", Staff Papers, 1962, Vol. IX. 

2. Dorrance, P.39, op.cit. 
3. For full discussion of inflation as a tax, see Friedman, 

Essays in Positive Economies, 254-7; Johnson, in Krivine, 
op.c~t. 125-129, summar~zea and criticized in Hagger, 
op.cit., P.144-l46. 
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In other words, various sectors of the community will be 

able to protect themselves from the effects of the tax, 

perhaps to the extent of eliminating its role as a source 

of finance. 

Of greater interest to monetarists is the effect 

of inflation on total private saving and investment. 

These broad effects require some analysis of the role 

of money in the economy. 

During an inflation, money retains its function as 

a medium of exchange and a numeraire but it loses its 

function as a store of value and a standard for debt re­

payment. Dorrance suggests inflation has important effects 

on the community's desire for liquidity. 1. by increasing 

the value of effective liquidity, but weakening the use­

fulness of money as a liquid asset. This phenomenon will 

distort the direction of investment and reduce the flow of 

investment. The community's desire for liquidity will 

increase, because the future rate of investment is uncertain, 

increasing the element of unpredictability in business cal­

culation, and thus increasing the need for effective liquid­

ity. Because money and assets, denominated in money, lose 

value in an inflation, there will be a flight into non­

monetary assets that increase in value as priees increase. 

Assets àenominated in money can form a large part 

of the voluntary savings of the community. The willingness 

to holà these assets naturally depends on the expectation 

of future priee increases. 

1. Dorrance, op. cit. P.40 ff. 
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Dorrance says: "Historically, the ratio of money to 

income has tended to rise in all but the wealthiest 

countries, but in recent years this ratio, on the whole, 

has declined in countries where inflation has prevailed." 1. 

He suggests that the decrease in holdings of financial 

assets other than money, can offset any saving brought 

about through saving forced by monetary authorities. 

" ••• a communal shift away from holdings of financial 

assets is almost certain to be associated with a decline 

in total savings." 2. 

In addition to reducing personal saving, Dorrance 

suggests that inflation reduces business saving. In the 

first place, the incree.sed demand for effective liquidity 

will reduce long-term investment as shareholders press 

management to distribute rather than re-invest current 

net ir"come. Seoondly, sophistioated long-run investors 

will press management to release dividends so that invest-

ments can be made abroad, rather than re-invested domest-

ioally. Thirdly, he quotes statistics for U.S.-controlled 

foreign oorporations in less-developed countries for 1957-

1960; in stable price countries, the corporations "t.anded 

to re-invest half their disposable income. :3imilar com-

panies operating in countries where prices were rising, 

tended to re-invest only half as much." 3. 

1. Dorrance, op. cit. P 42. 

2. ibid, P. 44 
3. ibid, P. 45 
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These influences reduce investment in less-developed 

countries by business, whether domestically or foreign 

owned. Dorrance quotes the IMF annual report (1962), 

which deplores the movement of domestic, private saving 

to foreign investment: na particularly unfortunate feature 

of the international financial scene in the last decade 

has been the large flow of private capital from those less­

developed countries which have tolerated inflation, to 

oountries, frequently wealthy, which bave maintained stability." 

Dorrance suggests that government saving as well will 

be reduoed, if it attempts to finance investment by govern­

ment deficit. Monetarists are suspicious of the secondary 

effects of inflationary investment as an instrument of dev­

elopment policy, if workers realize their real wage is 

being reduced by inflation, they may pressure governments 

to control the priees of important items, such as housing, 

food staples, and utility rates. If the supply of .price­

controlled goods and services is to increase, production 

must be subsidized. "The cost of these subsidies may 

well absorb substantial amounts of government expenditure,"l. 

and lead to greater bUdget deficits. 

As an outflow of oapital from a less-developed 

country is caused by inflation, so an inflow of port­

folio investment is said ta be discouraged by inflation. 

1. Dorrance, op. cit. P. 46 
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The argument is that the volume of investment is a function 

of its expected return, and that exchange depreciations 

tend to be more severe than the price inflations that 

cause them: "The net return to non-resident equity invest­

ors may be expected to deteriorate in inflationary econ­

omies." 1. 

In addition, one of the first candidates for 

restriction in periods of balance-of-payments difficulties, 

which accompany chronic inflation, are payments ta non­

residents. Dorrance quotes sources Which suggest ttthat 

net private investment in all less-developed countries, 

by the United states, increased at a rate 20% faster than 

the comparable increase in investment in a group of mild 

inflation countries during the eleven years ending in 1961."2. 

The amount invested in strong inflation countries was equal 

to about a 4% re-investment rate on capital invested. 

If governments of strong-inflation countries are to 

maintain an inflow of foreign capital they may import 

capital through the medium of public loans or guaranteed 

private investment, on conditions sUbstantially more costly 

than those offered a stable country similar in other respects. 

This represents, according to Dorrance, a major cost of 

foreign uncertainty as a consequence of inflation. 0 

In conclusion, most monetarists would hold that the 

influences of inflation will reduce flows of private re­

sources for development, from home or abroad. As we shall 

1. Dorrance, op. cit. P. 50-51 

2. ibid. P. 53 
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see, they believe, in addition, that inflation distorts 

the direction of investment, reducing further the saving 

potential of the economy. 

O. Resource Allocation: 

One of the important distorting effects of inflation 

identified by monetarists is the propensity to accumulate 

salable inventories that.will retain their value in the 

face of rising priees. As we have seen, "inflations may 

be expected to encourage investors to forgo the purchase 

of financial assets which could have financed long-ter.m 

physical investment." 1. Dorrance suggests that the rate 

of inventory accumulation--or stable asset accumulation-­

can be expected to be at its highest in the early stages 

of inflation and will then decrease, but to a level greater 

than that accompanying stable priees. In his observations 

of the Lati.n American experience, he finds in Ecuador, a 

stable country, the ratio of inventory accumulation to 

total investment has been only slightly correlated with 

the rate of inflation. In Columbia and Mexico, two mild 

inflation countries, he finds a ttclear correlation". In 

two strong inflation countries, Brazil and Chile, the rate 

of inflation seems to have had a "varied" effect on in­

ventories. In Brazil, "when the rate of inflation rose, 

inventories were increased sharply. Thereafter, even though 

the rate of inflation might be rapid, the rate of inventory 

investment reverted to a more normal level ••• ln Chile, 

1. Dorrance, op. cit. p. 53 



38 

similar effects seem to have followed after a lag." 1. 

Another distortion of investment patterns is said 

to be found in the flight to land and buildings as a pro­

tection against rising priee levels. Gudin writes; "Land 

and buildings have largely taken the place of foreign 

currencyas a hedge against currency depreciation ••• 

Buildings are the most striking sign or inflation in 

Latin America." 2. Dorrance says that investment in 

"luxury housing", a frequent target of inflation critics, 

is however a paradox "more apparent than real", but that 

owner-occupied residential pro pert y is attractive in an 

inflationary economy because it is easy to acquire, and 

investment in rental property is discouraged because of 

government control of rents. He reaches this conclusion, 

although he adroits " ••• data on the distribution of expend­

itures between housing and other forros of investment are 

scarce, and data on investment in houses for owner­

occupancy are practically non-existent." 3. 

Gudin states that investment in basic industries 

is discouraged, because the long gestation periods and 

large amounts of capital required, increase risks in an 

environment of risins costs. ~_ Dorrance agrees: "In 

. an environment of unstable priees and rising costs, -the 

long gestation period involved in fixed investment means 

that its eventua1 cost is indeterminate and hence the 

possibility of financing the total cost outlay may be 

1. Dorrance , op.cit. P.54. For a dissenting view see W. Baer, 
EDCC, July 1963; "Brazil: Inflation and Economie Efficiency." 
also Baer, P. 501 of B. and K. 
2. Gudin, op.cit. P.35l 4. GUdin, op.cit. p.35l 
3. Dorrance,op.cit.P54 
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questionable." 1. An inflationary setting distorts 

expectations, and short-term projects allow a more rre­

quent opportunity to evaluate investment choices.Because 

or this, the fixed-asset structure or an inflationary 

economy will not represent the most efficient use or 

resources through its bias to short-term projects. 

E. The Consequences of Anti-Inflation Policies;Secondary Effects; 

VVe have d'escri bed ab ove some of the "pure" distorting 

errects or inflation on market processes frequently cited 

by monetarists. A second major area of distortion is 
.... 
brought about by the selective controls used by govern­

ménts to reduce the impact or inflation. These devices 

are particularly objectionable because they create bottle­

necks, distribute resources inefficiently, and lead to 

further priee increases by inhibiting the responses or 

suppliers of goods and services to priee signals. 

In his inflation survey, Baer writes: "In most 

major countries of Latin America (e.g. Argentina, Brazil 

and Chile), the government controls the priees of public 

utilities (both privately and publicly owned) and sets 

maximum priees for basic foodsturfs." 

In the agricultural sector, there seems to be an 

almost irresistable temptation for governments to impose 

priee controls on basic food products. This discourages 

the expansion of agricultural production by limited trans­

fers of income to the agricultural sector. Though su ch 

1. Dorrance, op. cit. P.53 
2. Baer, op. cit. P. 5 
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controls may help governments restrain inflationary' 

wage increase, "it is impQssible to avoid inflationary 

breakthrough" 1. Campos suggests that whenever price 

controls have been effective (Argentina and Chile), 

agriculture has stagnated, and further inflationary 

pressures introduced; in Brazil, agriculture has ex­

panded because the control of prices was ineffective. 

The shortages are aggravated by speculative hoarding of 

producers, distributors, and consumers who expect the 

controlled price to be raised. Thus controls inhibit 

the expansion and modernization of agriculture and fur­

ther compound inflation. 

In order to protect their foreign exchange reserves 

from depletion induced by inflation, less-developed 

countries often make use of exchange restrictions, such 

as multiple exchange rates and selective controls, to en­

courage import-substitution activities. Campos suggests 

that the export agricultural sector is inhibited when 

overvalued rates are maintained. He suggests that in 

many cases in Latin America, the overvaluation of ex change 

rates, in the face of internaI inflation, has acted as a 

tax on agricultural exports, the proceeds of which have 

been used to subsidize industry through favourable ex­

dhange rates for imports of equipment and raw materials.2. 

This can lead to a decline in the quantum of agricultural 

exports--as has happe'ned in Argentina and Brazi1. Another 

1. Campos, op. cit. P. 91 
2. Campos, op. cit. P. 92 
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Monetarist says of inflation, "The primary effect (of 

inflation) has been to alter income distribution te the 

prejudice of the exposed subsectors of the export sector •• "l. 

In addition, the exchange-rate system can encourage the ir­

rational import of food stuffs. Dorranoe conoludes: "The 

favorable rates provided for the import of essential com­

modities serves to discourage domestic production and en­

courage activities (usually prOdcvtion of nonessential 

goods) which are given the greatest degree of proteotion. 

Often these are not the most appropriate use for the 

oountry's resources." 2. 'Vhile inflation need not develop 

seotoral imbalances, the controls used to reduce the effects 

of inflation (rather than attacking the inflation), tend to 

have a. serious cost-restraining effect and prove "self-

defeating through a long-run supply disincentive effect." 3. 

In the monetarist view, the government of a oountry 

experiencing inflation will be forced to regulate the 

prioes of a variety of goods basides basic foodstuffs, 

but the politioal reasons for controls remain the same. 

Campos notes four factors that tend to decrease investment 

in utilities suoh as transport oommunioations and electric 

power. First, historioal oosts are often used as a basis 

for valuing capital; during inflation rates based on under-

estimated value will reduce profits. Seoond, profits are 

often limited by statute. Third, the "unresponsiveness" 

of government administration may inhibit rapid rate ad just­

ments. Finally, there is explicit politioal opposition to 

1. Alexandre Kafka, "The Theoretical Interpretation of Latin 
Amerioan Economie Development", in Ellis, op.oit. 

2. Dorrance, op. cit. P. 58 
3. Campos, op. cit. P. 92 
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rate adjustments. (Baer notes "Raising the rates on 

railroads, buses, electricity, telephones, milk, meat etc. 

exposes the government to publie criticism much more than 

producing a bUdget deficit." 1.) These influences, it is 
. 

said, all traceable directly or indirectly to inflation, 

result in "the emergence of a wide gap between the rel-

ative profitability of investment in industry and agri-

culture, and investment in power and transportation."2. 

When the rates of privately-owned utilities are controlled, 

government may resort to subsiàies to keep them in business; 

Campos does not believe these are a satisfactory alternative 

to the incentives provided by market-determined priees. 

Several other aspects of controlled rates are noted 

by Campos: they act as a subsidy to consumption; during 

inflations, taxes based on rates increase less rapidly 

than the increase in priees; and finally, budget deficits 

financing utility deficits will clearly feed inflationary 

pressures. Investment will face disincentives in controlled­

priee industries and bottlenecks will appear. 3. 

The final distortion we shall discuss is the use of 

interest-rate controls in financial institutions and mar-

kets. Baer notes that in Brazil the maximum bank interest 

rate that can be charged is 12%. When the rate of priee 

increase is greater than the le§al maximum interest rate, 

plus ubiquitous service charges, the real interest rate 

would be negative. Non-economic factors will frequently 

1. Baer, op.cit. P.5 
2. Campos, op. cit. P. 92 
3. See Baer, op.cit. P.97 for reference to several studies 

involving controlled utility rates in Latin America. 
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be used to ration available credit, and once again the 

market mechanism ~or rational resource allocation will be 

impaired. 

F. The Balance of Payments: 

According to monetarists, inflation causes dis­

equilibrium in the balance of payments. Dorrance writes: 

"The frequency with which inflating countries have had to 

resort to the Ilœ for assistance, together with the rel­

atively sroall drawings by non-inflating countries, provides 

clear evidence of the relation between strong inflation 

and balance-of-payments difficulties." 1. He suggests 

that inflation will strengthen import demand, lessen export 

supplies, and encourage capital flight. Large exchange 

depreciations become necessary. Controls to lessen the 

consequences of periodic overvaluatio~ can distort invest-

ment patterns, as noted in the section above, and reduce 

private foreign investment. 

Campos states that "inflation will almost inevitably 

produce an external imbalance or aggravate an existing one~ 2. 

He notes that as an inflation proceeds, aggregate demand 

exceeds productive capacity. First, this increases import 

demande This will limit the demands impinging on the 

domestic economy, and will restrict the ~ediat~ effects 

of inflationary pressures on domestic priees. 3. 

1. Dorrance, P. 59. op.cit. 
2. Campos, op. cit. P. 97 
3. ibid, P. 98 
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Second, inflation will decrease the suppl Y of exports. 

In a section based on another IMF study, Dorrance concurs,l. 

rising domestic demand will absorb in sales, or ~tockpiles, 

a part of those exports which are su*table for domestic 

consumption. Vfuile increased coffee consumption in Brazil 

will have little effect on its co~fee export quantum, in­

flation can bid away general productive factors which 

would otherwise have been used in coffee production. In 

the 1953-1959 experience of raw material exporting countries 

divided into three groups ranging from priee stability to 

strong inflation, the volume of exports of the stable coun­

tries rose by one-quarter, of mild-inflation countries by 

one-fifth, and for the strong-inflation countries, by less 

than one-sixteenth. "The pressure of inflation led to a 

domestic absorption of resources in those countries where 

domestic priees were rising, preventing them from partic­

ipating in the expansion of world demand for their products." 2. 

Latin American countries have frequently chosen 

exchange controls and multiple exchange rates to deal with 

their balance-of-payments problems. These, of course, can 

have general economic development dimensions in addition 

to controlling the external imbalance. For various reasons, 

according to Campos, n ••• exchange controls have had the effect 

of maintaining overvalued export rates for the traditional 

1. Dorrance, op.cit. P.64, and Gertrude Lovasy, "Inflation 
and Exports in Primary Producing Countries."Staff Papers, 
Vol. IX, (1962) 

2. Dorrance, op.cit. P.6l. The accompanying table in the 
Dorrance article shows a substantial fall in export priees 
and volumes. Structuralists would say this is the cause, 
not the result, of strong inflations. 
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exports, (combined at times with subsidies for new exports)"l. 

Accord.ing to Campos, a major reason for following these 

policies in post-war Brazil, was to assure better terms 

of trade; a policy which succeeded for a time. Another 

reason, noted above, was to transfer resources to import­

replacing industries; in fact, the multiple exchange rates 

were an"export tax, subsidizing imports jUdged important 

for development purposes. Campos suggests this po11cy led 

to "a progressive decline in the quantum of exports", l. 

though the sausal chain here is certa1nly open to quest1on. 

Dorrance suggest~ that when foreign exchange reserves 

are depleted and the inflat1ng oountry is forced to devalue, 

the depreciation is likely to be greater than the rise in 

domestic priees. "The spillover of demand 1nto the foreign 

market and the reduotion of exports consequent on inflation, 

can only be offset by a greater rise in the domest1c equi­

valent of foreign priees than of purely domestic prices."~.3. 

In a group of countries experiencing various inflation 

rates, the depreciation of the exchange rate was 15% higher 

than the rise in domestic priees in mild inflation countries, 

while in strong inflation countries, the excsss was 75%. 

This process is said to take place in a jerky way, as gov­

ernments try to peg rates and consolidate confidence. 

1. Campos, op. cit. P. 98 

2. Campos, P. 98 op. cit. 

3. Dorrance, P. 63. op.cit. 
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When the rate is maintained overvalued, the effects of 

inflation are magnified, and speculative anticipation of 

devaluation leads to d1fficulties in the capital account. 

In a more recent comment, Campos descr1bes the 

effect of inflation on the mobilization of foreign re­

sources. Regardins private direct investment, "other 

things be1ng equal, the effect of an 1nflationary sit­

uation would be to discourage fore1gn direct investments."l, 

though windfall profits can come to foreign investors when 

there 1s exchange overvaluat1on, as profit rem1ttances 

will be overvalued. But exchange risks, particularly re­

lating to long-term investments,will discourage investors, 

espec1ally those who lack the "peculiar gymnastics" of 

those who have long done business in an inflationary en­

vironment. We have noted earlier the discouraging effects 

of price controls on private investment in utilities. 

Campos suggests this will be particularly true for foreign 

investors, who may require a higher level of certainty 

than domestic 1nvestors. 

Brazil, Campos notes, has defied his own monetarist 

postulation of a negative relation between inflation and 

the inflow of direct foreign investment. He suggest a 

number of possible counter-acting influences; the ex­

panding internaI market, the optimistic priee expectations 

of an inflationary boom, and the encouragement of protected 

~. Campos, comment, P. 458, B. and K. 
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industrial investment. Though exchange controls can 

be negative, in that they inhibit pro~it remittances, 

their protective e~fect can be positive, especially 

when combined with fiscal incentives to particular in­

dustries. 

As a ~urther balance-of-payments consequence of 

inflation, it "renders more difficult the securing of 

financing from international agencies, as well as from 

the United States government." 1. Campos suggests three 

reasons; the technical linkage that "is supposed to exist" 

between inflation and balance-of-payments disequilibria, 

effecting future ability to pay, (related to the discourage­

ment o~ exports); there is secondly na psychological bar­

rier in the developed countries" which leads them to 

regard inflation as somewhat repulsive, even when accom­

panied by growth; ~inally, there is a sort of acceptance 

of "a determinate link between inflation and social and 

political instability." 2. 

One ~orm o~ ~oreign assistance that may be encouraged 

by inflation is the "involuntary financing" of the com­

mercial arrears of inflationary less-developed countries. 

Suppliers' credits are available even in the face of 

severe in~lations; if the inflationary country defaults, 

the exporting, advanced country may finance the private 

exporters' claim on the less-developed country. This may 

1,2. ibid, P. 460 
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be one benefit of keeping imports at levels beyond 

"rational" import oapaoity. 

But monetarists believe that, in the final analysis, 

inflation is deoisively negative in its ultimate effeot 

on the balanoe-of-payments and foreign-resouroe mobil­

ization. Inflation, it is olaimed, reduoes the flow 

of resouroes for development from both domestic and for­

eign souroes, and distorts the use of resouroes that are 

available, further impeding the growth of the economy. 
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IV The structuralist Position. 

Because of the diversity of their points of view, 

the structuralist position is perhaps more difficult to 

summarize than that of the monetarists. Aside from a 

mutual emphasis on sectoral imbalances as the initial 

cause of inflation and a common opposition to "orthodox" 

stabilization programs, there is considerable disagree­

ment on the mechaniSm4 of inflation and the pOlioies to 

deal with it. This is particularly evident in the dis­

agreement on the use of inflation as an instrument of 

foroed saving; in a separate section, we shall discuss 

·this controversy, and outline the ECLA synthesis on in­

flation and growth. In this section we shall discuss the 

internal and external bottlenecks that hold a central 

position in the structuralist argument, and review the 

broad intellectual setting of the debate, as seen by 

several prominent structuralists. 

A.- Ideologies of Development; 

It iS.essential to underline the suspicion with 

which many structuralists regard the economic .theories 

that seem to justify the !MF policies of monetary stab­

ilization. They believe the tone of academic, analytic 

neutrality in recommendations of anti-inflationary policy~ 

really contain political value jUdgments with which they 

profoundly disagree. They do not believe that the object 
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of development policy should be to provide a stable frame­

work for private-sector growth. 

This is what Dudley Seers means when he says that 

this tris not just a technical issue in economic theory". 

Seers considers that behind an emphasis on the monetary 

causes of inflation, lies the assumption that the goal 

of development is to establish an atmosphere in which 

"private enterprise responding to opportunities of profit" 

will save and invest in the best interests of economic 

growth. The call for a stable price level and exchange 

rate is really a call for a stable society, and develop­

ment through the unimpaired mechanisms of classical 

liberalism. 1. 

Seers continues to describe the decline of clas-

sical liberalism in the developed countries, suggesting 

this was caused by the discovery that the doctrine was 

based on unrealistic theoretical assumptions and un­
pleasant political realities. He suggests that the 

"invisible hand" has become irrelevant because perfect 

competition cannot exist, because the developed countries 

have reverted te protection, and that the quantity theory 

of money and "sound finance" have been overthrown by the 

Keynesian revolution. He also suggests, 2. that "the 

distribu~ional tenets of the (liberal) school have never 

been attractive to thenpoor". Seers appears to believe 

1,2. Seers, t ••• the Heart of the Controversyt B. and K. 
P. 89,92 
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that those who propose monetary stabilization are 

classical liberals; at the very least, orthodoxy is 

irrelevant, and its politics are suspect. 

Baer notes that the structuralists in general 

state "tbat the problem of inflation in Latin America 

should be viewed against the broad sweep of socio­

economic developments in the region." 1. Drawing on 

Seer's article above, and a less sweeping article, 2. 

we shall see how a representative structuralist per­

ceives the Latin American economic reality. This reality 

both reflects and heightens their suspicion about "ortho-

dox economics" in theory and as a practical remedy. 

Seers sets out his "assumptions" as follows: 

In the foreign sector, each country relies on a few 

important primary exports, for which the home market 

is limited, and the world market is stagnant. Balance-

of-payments crises, for these reasons, are chronic and 

severe. Most manufactured goods are imported. Internally, 

productive factors are weak; the majority of the population 

is rural, illiterate, and unskilled; land is privately 

owned and very unevenly distributed; capital markets are 

weak. The supply of enterprise is inelastic. Institu­

tionally, transport is meagre and overloaded; agriculture 

1. Baer, Survey, op. cit. P. 7 

2. D. Seers, nA Theory of Growth and Inflation Based on 
Latin American Experience." OEP, June, 1962, frequently 
cited as the best example of rigourous, structuralist 
writing. 
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(except for export) is highly inefficient; manufacturing 

is monopolistic (often because of small markets); labour 

has sorne political power; public administration is 

limited by meagre tax revenues. Seers suggests that 

because of mounting population, aspirations, and urban­

ization, the economy must srow at least 5.5% per year, 

if discontent is to be contained. 

Seers considers that development involves major 

inter-sectoral shifts of resources, if this is to be 

accomplished through the priee system (1.2.) when priees 

are inflexible downwards, there will be strong upward 

pressures on priees. 

The existing distribution of income means that 

consumption will bear little relation to needor economic 

development, as the affluent are not thrifty. The ill 

effects of income distribution are partially mitigated 

by taxation and import controls; "a policy of dispensing 

with devices of this kind, in the name of economic 

liberalism, in order to make priees more "realistic", 

may simultaneously impair the process of development and 

raise political tensions". 3. 

Free-trade prescriptions are said to be the "most 

obviously unacceptable in Latin America". 3. Firstly, 

1. Seers, ibid. P. 97 ff. 
2. A. O. Hirschman, The strategy of Economie Development, 

156-166, emphasizes the necessity for priee increases 
to resolve the sectoral disequilibria of the growth 
process. 

3. Seers, op. cit. 
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Seers doubts, theoretically, that Latin America would 

benefit from a freely competitive international economy. 

Secondly, he sees Latin America facing a world filled with 

import restriction, and Latin America would never benefit 

by unilaterally opening its doors "to the full force of 

international competition". In addition, he suggests the 

doctrines of free trade are negated by the lack of factor 

mobility into Latin America as a way of lessening inter­

national disparities, and the amendments that must be made 

to comparative advantage specialization, when there is 

chronic, disguised unemployment. These international 

"realities", Seers contends, "make it really out of the 
, 

question for a Latin American economist to be a thorough-

going member of the classical school." 

What is the implication of Seer's analysis of 

classical liberalism and Latin American realities? There 

is little original in showing that the assumptions of pure 

competition and free trade are somewhat unrealistic. His 

description of the realities of Latin American under 

development are not particularly controversial, despite 

his political reservations on income distribution. Vfuat 

is lacking is a linkage between his rejection of classical 

perfections and his rejection of market mechanisms-as an 

economic reality. There is no evidence advanced that 

private enterprise could not be the medium. of dynamic 

growth in Latin American development. 
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Seers seems to be saying that the ant1-1ntlation 

policies of the !MF are based on the authority of dis­

credited theories to impose an econom1c system w1th an 

unappea11ng social oharacter. Unless the !MF has bean 

guilty of some remarkable ex cathedra arguments, Seers' 

argument seems slightly incoherent. Neither developed 

mixed eoonomies, nor the !MF, are based on classioal 

liberal orthodoxies; the rejection of private-enterprise 

development (whioh functions despite imperfect oompeti­

tion etc.) for Latin America seems to be politioal, as 

the enthusiastic destruction of laisser-faire ortho­

doxies hardly amounts to the destruction of private 

enterprise as a oredible development system. 

Seers, like many structuralists, shifts ground 

with some facility. It does not follow that because 

neo-classical theories are incongruent with Latin Amer­

ican realities, contemporary IMF policies are unaccept­

able. It is possible, of course, to argue that private 

enterprise 1s not the most efficient agent of develop­

ment for Latin America; many structuralists have made this 

point. It is insufficient, however, to prove this crucial 

point by analysis o~ Adam Smith. 

It is correct, however, that the stabilization 

programs imply that the environment for private enter­

prise should be improved. David Felix, a non-structuralist, 
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notes: "This may be inferred from the reduced role 

assigned in the programs to public investment ••• no 

dramatic increase of taxes is postulated either as 

part of the stabilization effort or of the subsequent 

development effort." 1. Structuralists are unambigu-

ously opposed to this priority in development expenditure 

for a variety of economic and political issues beyond the 

specifie question of inflation. 

As Felix notes, the focus of the monetarist­

structuralist debate is the package of policies pro­

posed by the I1W for strong-inflation countries. 2. It 

is instructive to ask what questions structuralists feel 

they are answering in the controversy over inflation. 

Firstly, there are several things the debate is 

not about. Structuralists do not deny that the money 

supply and priees are closely related, despite the com­

plexity of the relationship. 3. They do not feel monetary 

factors are irrelevant. Secondly, the objectives of 

pOlie y seern eventually the same; to end inflation. Seers 

says,"other things being equal, stability favours growth." 

Structuralists usually concur with the bulk of monetarist 

output when they list, and agree to the distorting effects 

of inflation. 

1. D. Felix, "An Alternate View of the 'Monetarist­
Structuralist Controversy', in Hirschman, L.A.Issues,P.82 

2. D. Felix, "Monetarists, Structuralists and Import­
Substituting Industrialization." B. and K. P.3?O 

3. Grunwald, op.cit. B. and K. P. 290 
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To Seers, the debate is over the question of 

whether rapid growth can ever take place in the Latin 

American environment (without booming exports) without 

inflation. If it cannot"due to the structure of the 

economy, stabilization programs will stop priee increases, 

but they will also stop economic growth, with dramatic 

political consequences. If governments are supporting 

inflation by increasing the money supply, it is for valid 

economic and political reasons, not fiscal irresponsibility. 

Grunwald writes, "the hands of the authorities are forced 

by exogenous circumstances tt • 1. 

These pressures on policy are the substance of the 

structuralist position on inflation and growth, and we 

shall investigate them in terms of internaI and external 

"bottlenecks". VIe have seen something of the intellectual 

setting of the structuralist position on inflation. After 

making certain judgments on the ends of Latin American 

development, structuralists deploy a variety of arguments 

on the means to attain them, and oppose those which would 

strengthen the status quo. VIe shall now turn to their 

specifie analyses of inflation. 

13. Int~rnal Bottlenecks; 

For the structuralist, inflation is a manifestation 

of imbalances in economic structure. It is their contention 

that polieies of monetary stabilization only attack what 

1. Grunwald, op. cit. B. and K. P.290 
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they designate as cumulative and propogating factors in 

the inflationary process. The cause of inflation, and 

the core of potential inflation that would remain even 

if stabilization were temporarily effective, are the "basic" 

factors, such as agricultural and import "inelasticities". 

As Grunwald suggests,(l~ structuralists seldom specify what 

concept of inelasticity is meant: roughly, they mean that 

the supply of goods does not meet changes in the quantity 

and composition of demand without powerful pressures on 

the price level. Internally, this "inelasticity" is a 

function of inefficient and immobile internaI resources. 

The internaI bottleneck that first attracted the 

attention of structuralists was the "inelasticity" of 

agricultural production for domestic consumption. 2. 

Felix states their case formally: where money wages and 

industrial prices are rigid downwards, "prices will rise 

if the growth of per capita incorne, times the income elas­

ticity of demand for food, exceeds the rate of growth of 

food production per capita." 3. (closed economy) As the 

income elasticity of demand for food in a less-developed 

country is likely to be high--perhaps 0.5 - 0.6-- n a slow 

rate of.growth of agricultural production per capita, 

(in Chile, the rate has been negative) limits the non-inflationary 

1. G run"va Id , "The Structuralist School on Price Stabili ty 
and Development; the Chilean Case", L.A.Issues,P.110 

2. The seminal structuralists on internaI inelast.i.cities 
are Anibal Pinto anEl Osvaldo SUnkel, with particular 
reference to Chile. 

3. Felix, B. and K., P. 379 op.cit. 

----



58 

increase in aggregate output per capita to perhaps twice 

the rate of growth of food output per capita." 

The structure of agricultural production inhibits 

the responsiveness of agriculture. In particular, the 

land tenure system--latifundia-minifundia--is said tobe 

counter-productive. Baer writes that the socio-economic 

structures "are dominated by either large non-capitalistic 

latifundios, which are not interested in profit maxim­

ization, or by minifundia which barely eke out a living 

and are scarcely integrated into the larger market economy." 1. 

'The workers in the cities are thus faced with rapidly 

increasing food priees as their incomes increase. Because 

food takes up a large part of the city worker's budget, 

(Baer says 45% in Brazil), the subsistence wage \dll in­

crease. l!onopolistic producers are said to pass on their 

increased wage costs to the consumers, raising the cost of 

living once again. To the extent that workers can protect 

their real incomes, they will demand higher wages, and as 

Felix says: "excess demand inflation in the agricultural 

sector becomes cost inflation for the rest of the economy." 2. 

The inadequate supply of agricultural produce--and a 

limited food import capacity--starts the inflation; it is 

sustained by a wage-price spiral. 

1. Baer, "Survey", op. ci t. P. 8 

2. Felix, op. cit. B. and K. P. 379 
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Grunwald writes that the problem of inflation is 

compounded because of the "structuralist" factor of 

highly unequal income distribution. "Large sectors of 

the community, whose incomes are close to subsistence 

levels, must be protected by repressing inflation in 

essential goods and services. This means that some fund~­

amental products will be subjected to priee controls, 

which, in turn, constitute a disincentive for agricult-

ural output." 1. 

Another "structural" effect of income distribution 

is an inadequate saving rate because of na completely 

disproportionate propensity to consume of the upper in­

come classes." 2. Nicholas Kaldor has claimed that if 

the upper income classes of Chile had the same consumption­

investment propensities as their counterparts in the more 

advanced countries, the saving rate could be d~ubled. 2. 

In addition, import substitution and industrialization 

catering to the demand of the upper classes are said to 

pre-empt investment in growth industries and social 

over-head capital. 

Another internal !!structural" factor is the in-

stability and "inadequacy" of government revenues, and 

the règidity of government expenditures. Export taxes 

1. Grunwald, L. A. Issues, op. cit. P. III 
2. ibid. P. 114. (Kaldor un-cited) This is similar to 

Galbraith's diagnosis of Latin American realities: the 
extravagant consumption of classes who receive "non­
functional (property, etc.) incomes. 
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are vital souroes of revenue, and export priees vary 

greatly; government salaries and sooial seeurity pay­

ments are incompressible. The tax system is said to be 

inadequate to the needs of government, as well as un­

stable, and an added 1nflationary influence because 1t 

1s indirect: "whenever revenues have to be inereased, 

resort to the tax system will have a direct effeet on 

inereasing the priee level." 1. The instability of 

revenue causes inflation because when revenues fall, 

the government either cuts publie investment, to the 

detriment of eeonomie development, or runs a bUdget de­

fieit to pay for the investments--thus ereating 1nflation­

ary pressures. (Government revenues seem to be called 

structural because governments expand their aet1vities 

on the basis of high export priees and are unable to re­

treneh when the revenues--as might be predieted--fall 

with export priees. This amounts,to a "need" argument 

for inflationary foreed saving, which we shall consider 

further below.) 

C-External Bottleneeks: 

Probably the most important "1nelasticity" in the 

structuralist system is the import bottleneck. While the 

process of domestic eeonom1c development demands increas­

ing inputs of foreign goods, the ttpurchasing power of 

exports", 'Which consider both export volumes and movements 

1. Grunwald, L. A. Issues, op. cit. P. 115 

/ 
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in the terms of trade, has grown very slowIy. The 

slow growth of traditional exports has been caused by 

"a low income elasticity of demand for such products in 

advanced countries, partially due to the introduction 

of synthetic substitutes, and also due to the prefer­

ences that some African and Asian countries have ob-

tained in the European market." 1. 

The problem of slow continental growth of exports 

and growing development demand for imports, is magni­

fied in the case of individual Latin American countries 

due to the fluctuations in priees and volumes of indiv­

idual commodity exports. This means chronic and severe 

fluctuations in national inoomes, government revenues, 

and the balance-of-payments of mono-product exporters. 

So,ers, in his formalization of structuraIist 

thinking, 2. attempts to analyze the oonsequences of 

export trends that, in Latin Amerioa, "have meant a 

ohronic and growing shortage of imports, exerting a 

ohronic and growing pressure on the priee leveI." 3. 

In his model of an economy that must import its 

manufactured goods, it follows from his assumptions that 

the demand for manufactured goods will increase faster 

than GDP will increase. This leads to the conclusion 

1. Baer, Survey, op.cit. P.9 

2. Seers, OEP, op cit. VIe have disoussed the assumptions 
of this model in an earlier section. 

3. So,ers, op. oit. P. 178 
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that exports must grow faster than national produot 

if "dynamio equilibrium" is to be sustained. The oonoept 

of economic and social dynamic equilibrium is introduoed 

where, dY'= dP TdI' Y' is minimum tolerable GDP, l' is 
dt dt dt 

minimum tolerable per oapita product, P is population 

and t is time. From this formula, Seers deduces "the 

rate of expansion of exports in percentage terms must 

exceed the rate of gro\rlh of population by a substantial 

degree." 1. Export stagnation causes domestic inflation. 

In a second case, Seers suggests, import substitu­

tion is followed in order to industrialize, despite the 

export bottleneck. But this accelerates the need for 

imported inputs even more at first: " ••• in the end, by 

the time a country is making its own equipment, import 

substitution will bring some deorease in the propensity 

to import, but this may not be achieved for two to three 

decades." 2. The various immobilities and inefficiencies 

involved in new domestic production lead to higher costs 

and pressures on domestic resources that, in turn, lead to 

inflation. A cumulative spiral is set in motion, which 

in turn reduces and distorts domestic investment. 

1. ibid, P. 178 

2. ibid. P. 179 
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In this way, lack of import capacity is said to 

lead to inflation. Grunwald quotes the ECLA study, 

"Inflation and Growth", 1. stating that the fundamental 

exogenous force,operating on Latin American economic 

development, has been "the collapse of export earnings 

in Latin America, after 1929." The study emphasizes the 

important, second step in the "import bottleneck" argu­

ment, which suggests that a process of import substitution 

has been forced upon them by the collapse of the capacity 

to importe 

The steps that lead to import substitution, and the 

process itself, are said to have inflationary effects. 

The chronic balance-of-payments problems of Latin America, 

which are traced to structural discrepancies between the 

income elasticities of demand for imports in developed 

and less-developed countries, lead to chronic balance-of­

payments problems and import and exchange restrictions. 

"Control of imports, implying the cutting down of imports 

to the size of export receipts, \dll create shortages of 

many formerly imported goods. The relative domestic priees 

of these goods will rise and thus contribute to the in­

flationary force." 2. Equally, devaluations will mean an 

inerease in the domestie priee of Many imported goods. 

Import substitution has both balanee-of-payments 

and strategie dimensions. It circumvents the foreign­

exehange eonstraint, and it ls said to have valuable 

1. Grunwald, op.eit. P. 290. The study is six volumes, 
mimeographed, and diffieult to obtain. 

2. Baer, Survey, P.9 
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domestic linkage effects. But structuralists also 

suggest that it is strongly inflationary, and "import 

substitution introduc'3S rigidities so that sometimes the 

net benefit of the policy has been difficult to assess." 1. 

Firstly, the changing composition of imports to more fin­

ished capital goods and raw materials can make the economy 

even more sensitive to export fluctuations. It is more 

difficult to stop the production of a plant,because mater­

ials are blocked by foreign-exchange problems, than to 

reduce imports of finished goods. Secondly, "if the new 

industry is "inefficient" from the point of view of the 

international divisionnof labour, its productivity will 

be low, its priees necessarily high, and permanent pro­

tection will be needed." 2. Finally, small markets fre­

quently imply a degree of monopoly, if minimum cost plants 

are to work in a protected economy. 

In this way, both the import bottleneck and the 

principal policy deployed against it, are basic causes of 

inflation. 

E.Additional Factors: 

Besides these "structural" factors, structuralists 

distinguish several other types of forces in the infla-

tionary process. They describe as "circumstantial" 

factors such as "exogenous price increases, political 

1. Grunwald, op. cit. P. 113 
2. ibid. P. 115 
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up-heavals, catastrophes, and, with special emphasis, 

irrational government interventionism." 1. Deficient 

public administration and 1ncompetent controls all have 

influence on the priee level. 

In addition, structuralists denote "propagating 

factors", according to which various classes in the econ­

omy are able to defend their real incomes through credit 

expansion, cost-ot-living wage and salary adjustment 

mechanisms, and government deficit spending. These are 

the factors that structuralists claim the stabilization 

programs are attacking, as we shall see in the discussion 

of inflation and policy. These propagating factors are 

of interest and importance in Latin American experience, 

where markets, factors of production and sectors have 

adapted to high, steady rates of priee increase. Economie 

agents protect real income in this environment with policies 

that seem to sustain the inflation rate. 

1. Grunwald, op. cit. P. 115 
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\1_ Structuralist Policies 

Structuralists consider the stabilization programs, 

undertaken by some Latin American nations at the insist­

ence of the llW, to have been disaster in the economic 

development of the continent. The ECLA Economie Survey 

of Latin America (1967) notes, with as much restraint as 

can be expected from the organization, that the period 

of the fifties was marked by stabilization programs where 

"the sporadie nature of their measures, combined with-the 

piecemeal and inconsistant character of the instruments 

used, helps explain why the results obtained were ephemeral •• "l. 

Later programs put greater emphasis on wage and public­

expenditure restraint, but "although these measures did 

serve to curb inflation, their social and economie cost 

was evidently high, and after the initial impact, and in 

part as a result of their undesirable repercussions, the 

trend towards monetary disequilibrium re-emerged with 

varying degrees of intensity." 1. 
1 

Osvaldo Sunkel is more outspoken in his condem-

nation of the programs~ WOhe recent experiences show 

that classic stabilization programs are doomed to failure • 

••• complaints, resistance, violent criticisms, and com­

plete failures met by stabilization programs in Latin 

America are basically due to the fact that they were 

1. P. 40 



67 

presented as alternatives and substitutes ror a legit­

imate and realistic polie y or economic and social dev­

elopment."l. Structuralists complain that the programs 

failed because they eut public investment--and private 

investment--rather than increasing saving. Sunkel writes: 

" ••• investment was the more flexible element of public 

expenditures and its contraction caused a violent decline 

in the bUilding industry." 2. The chief complaint of the 

structuralists is that an "orthodox!t stabilization program 

damages just those dynamic sectors in the economy that are 

the potential vehicles of economic development. 

As Seers says, inrlation and growth is better than 

stability and stagnation, if stability and growth is not 

possible. As we shall see in the section on forced sav-

ing, some structuralists are strongly opposed to inflation 

on equity grounds: "If the system under which we live can­

not develop without it, inflation will be an alternative 

that leads nowhere •• ror it corrodes the economy and danger­

ously disrupts society. Impossible, then, to deny the 

rationality of inflation as an instrument, not to inruse 

the system with dynamic vigour, but to sweep it inexorably 

onward to disintegration." (sic) 3. Howevar, the :::-ômedy 

of stagnation is not acceptable as it reduces output, saving 

and investment, and brings about no fundamental reforms. 

1.2. Comment, B. and K. P.423-427 

3. "Ec. Dev. or :Monetary Stability, the False Dilemma", 
Economie Bulletin for Latin America, 1I1arch 1961, P.25 



68 

Most struoturalists would reoommend that stabil-

ization should be a gradual process, with inoreases in 

taxation finanoing inoreased publio-investment aotivity, 

and the publio aotivities that previously were finanoed 

through defioit spending. But one observer has written: 

" ••• the substantial inorease in taxes needed for stabil-

ization would probably have led initially to a further 

ourtailing of private oonsumption, reduoed employment in 

some of the sumptory domestio industries, and an inorease 

in the relative importanoe of the pUblio seotor, whioh 

would run oounter to the eoonomio philosophy of the 

stabilization program managers." 1. 

The struoturalist sohool holds that stabilization 

programs attaok only the symptoms and propagating faotors 

of inflation, resulting in a paralysis that reduoes aot-

ivity in seotors of the eaonomy to their lowest oommon 

denominator to end inflation. For the struoturalists, 

correction of the basic causes of inflation demands long­

range structural reforme The solution is the wide polioy 

paokage that is the answer to most struoturalist problems. 

Monetarists generally oritioize the struoturalists 

when they disouss their policy proposals. Campos, for 

instance, finds them inooherent and obscure. While there 

is a laek of specifie polieies 2. to deal with inflation, 

1. Felix, op. eit. P. 377-378 B. and K. 
2. Campos, L. A. Issues, P. 117 
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there is a fairly unified and certainly vehemently-held 

philosophy of struotural reform, which, to the struct­

uralist would rneet a broad range of economic development 

needs, including the problem of monetary disequilibrium. 

The first of these broad reforms is directed to­

wards flexibility in internaI production, particularly 

in agriculture. The government of an inflationary, less­

developed country should increase the flow of resources 

to agriculture, through investment in transportation, 

irrigation and tachnical assistance. Price controls 

must be removed, as they contribute to the bottleneck, 

but the distribution of incorne must be improved of those 

in the community who buy the food. The burden of stabil­

ization must be equitably shared. Land-tenure reform is 

an important part of structuralist reform, though there 

is considerable diversity of opinion on the exact config­

uration of policies. Sorne would propose outright exprop­

riation and division on equity grounds; others would use 

the fiscal system to make production in existing hands 

more efficient. Increasing the purchasing power of the 

masses is an important part of agricultural reform: 

" •.• with a small agricultural market for the masses, 

there is little stimulus to innovate in the domestically 

oriented agricultural sector ••• we must avoid the error 

of thinking only in terms of obstacles from the supply 

side." 1. 

1. A. Pinto, op. cit. P. 440. B. and K. 
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Struoturalists consider that balanoe-of-payments 

problems cause inflation rather than the rev'erse, and 

struotural reforms are again advocated. They advance 

several proposals to reduce the vulnerability ot the 

eoonomy to foreign vagaries and consequent limitations 

on domestio polioy. Policies of import substitution 

would oontinue, but "must be such that maximum internal 

eoonomio aotivity can be maintained when exports tall to 

their lowest pOint."l. Some simple but multiple system 

of exohange rates would be retained in order to diversify 

exports, through incentives. The government should fin­

ance both social overhead capital and directly produotive 

aotivities, in order to minimize imports and diversify 

exports. The problem of unstable export fisoal revenues 

can be met through the use ot contingency funds to stabil­

ize total expenditures. The role of foreign aid is ignored 

by some structuralists and emp~asized by others. 2. 

Foreign investment is generally ignored by structuralists. 

Currently, the Latin American oommon market is the tocus 

of struoturalist reform of the external bottleneok. 

Monetary and fiscal polioies would oomplement long­

term struotural reforms. More s~leotive credit polioies 

would aocompany increased government intervention in the 

eoonomy. Fisoal measures would finance greater government 

1. and Inter-

2. see Urquidi, op. 
struoturalist. 
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investment; as Seers says, "It should not be concluded 

that budgets ought to be left unbalanced, or credit should 

be liberally given away--The economic prospects of most 

Latin American countries would be considerably better if 

twice as much was collected in direct taxes and if credit 

was restricted for nonessential purposes." 1. The central 

point is that structuralists want to increase saving to 

the rate of investment, while monetarists are accused of 

reducing investment to saving through stabilization. 

In his summary of the Rio conference, that produced 

the seminal Baer and Kerstenetzky volume, Richard Ruggles 

says, "there was general agreement that fiscal l'efoï:iü was 

required in Latin America." 2. It is doubtful, however, 

that members of the monetarist and structuralist schools 

were much in agreement on the scope and direction of the 

reforms and the use of the revenues. For structuralists, 

the government should be the dynamic and controlling ele­

ment in the economy, and their s·tructural reforms reflect 

this judgment. They seldom emphasize the role of private 

investment, domestic and foreign, and believe that stabil­

ization programs are devices that implicitly place the 

reliance for economic development on private sources. The 

many dimensions of this economic and political bias, sug­

gested above, are the key to understanding structuralist 

inflation--and development--policy. 

1. Seers, B. and K., P. 103 
2. Ruggles, Summary, B. and K., P. 18 
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Vl- Monetarist Po1icie~; Stab~l~zatiom Programs 

Monetarists be1ieve their ama1ysis leads to the 

inescapab1e conc1usiom tha1L " an, economy experiel11l.ciDlg 

inflation must be one where deve10pment is proceeding 

1ess rapiï.dly than i t would if the economy were stab1e;J) a11 

other conditions being simil*aJ!." 1. Though i1t is " o me; 

of the 1east p1easamt operations facing a responsib1e 

goverJl8Jl1tt," 2. the distortions; and ba1aRce of payments 

prob1ems that ensue from :tmr1atiorr. make stabi1i zation 01 

the economy a rrecess:ary conditioIl' of economic· progress •. 

Monetarist stabi1ization programs attack the roots 

o~ inflation. (as seen! bJy monetarists) by reducimg excess 

demand through eliminatiolll1. of budget deficits (expenditures 

b~ government down. ~ revenues occasiona11y up), curtai1-

ment of inf1atiorrary credit expansion, inf1ationary su~ 

sidies, and inf'lationary wage irœreases.. Exchange COIlli-

tro1s wou1d be abat1ished. Baer notes that the comtro1 of' 

wage increase has two justif'ications; it will reduc~ ag­

gregate demand and increase the prof'it margi~ of' eDttre­

preneurs. The !MF and the IBRD provide assistance iD the 

process' of' stabi1ization, making iu more politica11y to1erable. 

Dorrance suggest that the restructuring of' the eeo:momy 

as a result of' stabilization will mean~ a change in the 

1. Dorrance, op. cit. P. 63 

2. Haer, Survey, P .. 7 
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composi tion of demand. The fact that some of the: flows' 

of resaurces suitable to an, inflationary economy mustt 

be re-chanelled to be appropriate i~ a sttabilized eeo­

nomy C':an lead to temporarily depress:i. ve influences. 

Investment w:i.ll be cut back in, industries that are non­

economic in a non-inflationary eeonomy, or wer~ previously 

protected by excharrge regulatioDS; therj will be some 

lag before rrew opportunities are perceived by entrepreneurs. 

In addition there will be important dis-in~stment 

from inventtories, and movement from real to financial 

assets. But these effects are said to be tezmporary; 

"the period of uncertainty must pass, and a mew set of 

expectations' should enable investors to make plans for 

future capital creation, with a consequent rrise in, tmeir 

demand for resources:." 1. The prosess of adjustment may 

cause a temporary reduction il[! outpull, but the enhanced 

rationality and quantity of domestic and foreigrr' inves·tmeiJ.t; 

decisions will gemerate net long term benefits. 

For monetarists: these sacrifièes of stabilization are 

temporary and pur1fying. 

Monetarists generalil.y: argue that theino programs should 

be introduced firmly and swiftly in order to be effective. 

Dorrance suggests that the community must be convinced that 

the government intends to stabilize the value of money,:. 

"The persistence of expe~.tations as' to the movements of 

1. Dorrance, ibid. p.65 
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priees is a particular problern ••• "l. The community 

must be convinced that the gov.ernment has the will 

to carry through the stabilizationl prograrn, or there 

will be a lingering and darnaging distrust of fi~anc±al 

assets. 

The opportunity cost of holding foreign: financial 

assets and inventories is low even if the prograrn suc-

ceeds; if it fails' such asset-holders will gain sub­

stantially. Fredrich Lutz writes, "AlI the rapid 

inflations of whieh l Know ha~ come to an end suddenly ••• 

ex~rience as well as theoretical reasoning leads me to 

believe that a change in the public's· attitude about the 

future movement of priees i5 a pre-requisite of stabilizatiom. 

And this can only be brought about by administering a 

shock to the economy." 2. Irnpacû and duration are thus 

seen of central importarrc'e to stabilia.ion prograrns. 

1. Dorrance, op.cit. P. 67 

2. lutz, op.cit. P. 484-485 
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The Monetarist Rebuttal 

We shall briefly investigate the monetarist view 

of structuralism, to see if any concessions are made to 

the theoretical and practical challenge to the "conven-

tional wisdom". 

To one monetarist, the development of a new 

theory of inflation Which regards changes in the money 

supply as "merely passive adjustments to irresistible 

autonomous pressures generated by bottlenecks •••• an 

exercise in unnec~ssary originality."l. Campos, from 

his observations of Latin America, remarks that in heavy­

inflation countries, the money supply has been expanded 

at such an order of magnitude so as to outstrip any pos­

sibility of growth of supply. At this rate, no economy 

could avoid inflation. Lutz says bluntly: "I can see hoVi 

structural pressures can cause inflationary pressures, 

but l cannot see hoVi they can explain an inflation of 60% 

per year." 2. 

Two theses are suggested as to why monetary author-

ities are prone to such excesses in Latin America. The 

first that Campos suggests is that the pressures "are 

irr'esistible in the process of growth". He finds this 

unpersuasive, as some Latin American countries have 

achieved growth with littlA or no inflation; the gross.-

inflation countries have,in recent times, grown without 

inflation; and the irresistible demands for development 

1. Campos, L.A. Issues, P. 71 
2. Lutz, comment, B. and K. P. 483 
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programs can be met through other finance systems. In 

this way the passive adjustment of the money supply is 

not the necessary concomitant of growth in Latin America. 

Similar criticisms can be brought to the supply, instit­

utional and capacity-to-import bottlenecks; some countries 

have been able to promote development and control inflation 

despite them--or without resorting to them as explanatory 

devices. In short, "the inflated countries are those that 

choose incompatible targets". 1. 

Campos considers that the problem of bottlenecks 

has been generalized from the experience of Chile to the 

whole of Latin America by the ECLA. He does not believe 

they are autonomous and causal factors in the inflationary 

process. The half-hearted effort to control inflation in 

Chile repressed the inflation through controls which gen­

erated bottlenecks. In this sense, the bottlenecks are 

the creatures of policy, are open to correction, and 

should be the objective of pOlicy. They contribute to 

the problem of inflation control, but are not autonomous 

and irresistible. 

Balanced gro\nh, as such, is impossible; there will 

always be leads and lags in development, according to 

C~pos, but tt is political policies "that convert self­

correcting disequilibria inherent in the growth process 

into induced and cumulative ones." 2. A basic part of 

these policies is the use of controls: bottlenecks appear 

1. Campos, op. cit. P. 73 
2. Ibid. P. 74 
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in transport and electricity because rates are frozen, 

food suppl Y is restricted because it is restrained by 

price controls; frozen interest rates force savers out 

of monetary assets; multiple exchange rates encourage 

consumption, perverse import substitution and discourages 

exports. 

Of particular relevance is the structuralist idea 

that "capacity to import" has been an independent datum 

in Latin American economic development, and therebyan 

autonomous cause of inflation. Campos writes: "pract­

ically aIl of the inflated Latin American countries have 

biased their development programs in an anti-export 

direction." 1. While Argentina, Brazil and Chile dis­

couraged exports, Mexico and Venezuala did not; equally, 

they did not suffer the same import "inelasticity". Campos 

has sorne sympathy for the Prebisch-Singer thesis, and be­

lieves it is possible that exports could grow at less than 

the required rate aven with a rational development policy. 

The obvious solution in this case is the importation of 

foreign direct and loan capital, private and public. 

Campos suggests that it is up to the structuralists 

to demonstrate that "the bottleneck has not gone beyond 

the normally expected gap, precisely as a result of in­

flationary policies and anti-export, biased development 

programs." 2. He considers the basic contradiction in 

structuralist thinking i8 their emphasis on the sluggish 

supply and import structures of less-developed countries. 
1. Campos, op.cit. P.77 
2. ibid. P. 78 
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"They ought to conclude logically that the only possible 

effective attack on inflation would be a contraction of 

excess demand; precisely what the "monetarists" have 

advocated all along." 1. 

For the future formulation of stabilization pro­

grams, Campos notes some important lessons in the 

structuralist emphasis on supply inelasticities. They 

can exert a "derived causal role" usually as a result 

01' controls; and "stabilization programs may have to 

adapt themselves to the fact that in its initial phases 

the repressed inflation may have to be converted into 

an open one", 2. as controlled priees are allowed to 

increase. 

One positive contribution of the Monetarist­

structuralist debate has been the recognition that purely 

monetary measures are inadequate to de al with strcng in­

flations in less-developed countries. Some early mone­

tarists and stabilization programs seemed to reflect this 

view. Clearly, "unscrambling" an inflation that has been 

going on for generations in a less-developed country, 

needs additional tools to those required in an advanced 

economy. Foreign assistance, sophisticated fiscal measures, 

an incornes policy, the moderation of direct controls, and 

perhaps specifie re-orientation of investment patterns to­

wards "bottleneck" sectors, whatever their initial cause, 

1. Campos, op. cit. P. 79 

2. ibid. P. 68 
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are part of "advanced" stabilization pOlicies. But 

whatever the difficulties and dimensions of stabilization, 

monetarists would generally still agree, and structuralists 

would generally disagree, that sharp priee stabilization 

"is a prerequisite to rapid economic growth". 1. 

~ The Experience of Stabilization: 

From a neutral point of view, the stabilization 

programs of the fifties and sixties in Latin America have 

been rather unsuccessful. Some review of this experience 

seems in order (2.) as these programs have been the raison 

d'etre of the monetarist-structuralist controversy. Needless 

to say, the experience of stabilization was sufficiently 

ambiguous to allow wide latitude of interpretation. Here 

we shall briefly consider the stabilization efforts of 

Chile in the mid-fifties, Argentina in the late fifties, 

and Brazil in the period 1964-1966. 

Baer notes that the stabilization program in Chile 

reduced inflation from 70% per annum in 1954, to 40% in 

1956. The program used a range of wage, oredit, foreign 

exchange and budgetary techniques, and aIl were, to some 

extent, successful. "As a consequence of the program, the 

per capita gross domestic product declineà by 8% in 1956, 

and even by 1960 it had not recovered from that decline. 

Unemployment grew throughout the fifties." 3. 

1. Dorrance, op. cit. P. 68 
2. Baer, "Survey" , op. cite P. 15-18. This section draws 

on Baerts summary. 
3. ibid 
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The Klein-Saks Mission, the private American consulting 

firm that recommended the pro gram "was not able to sell 

the structuralist aspects of the program ••• such as tax 

reforms, budget policy, and others," 1. because of pol­

itical ditficulties. Poor harvests, rising food pric~s, 

a fall in the world priee of copper and increasingly 

effective wage and credit demands, made the program in­

creasingly vulnerable. "Rioting in April, 1958, led to 

the abandonment of both monetary and tiscal restraints." 2. 

Earthquakes and poor harvests overoame a second effort at 

stabilization in 1959 and 1960. 

In Argentina, a stabilization program under the 

auspicies of the !MF was initiated by the Frondizi gov-

ernment, in 1958. Controls on trade, toreign exchange, 

and internal priees were removedj oredit and subsidies 

were reduced; wages were controlled; attempts were made 

to improve government efficiency; and !MF loans helped 

the foreign-exchange position. "The rate of inflation 

declined and there was a decline of GDP of 5% in 1959." 2. 

stagnation followed a briefrecovery, exports of beef fell 

because of heightened domestic demand, and a Peronist labour 

vote, dissatisfied with wages, overthrew the government; the 

stabilization program was abandoned. Baer quotes Alejandro: 

"The stabilizers claimed their program was wrecked because 

of the poor showing of food production." 

1. Grunwald, op. cit. P. 103 
2. Baer, op. cit. P. 16 
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In Brazil, severe credit, wage, and government-

expenditure restrictions were introduced by an author­

itarian government to attack an annual inflation rate of 

80% in 1966. The success of this effort, which was the 

"real world" focus of the important 1963 Rio conference, 

is not yet determined. The New York Times recently re­

ported that the rate of inflation had been reduced from 

41.1% in 1966, to 24.5% in 1967. However, "a recession 

crept up on Brazil early in 1967, mostly because of the 

stringent anti-inflationary polie y of the "revolutionary" 

government of the late President Humberto Branco. By mid= 

year, business failures had reached record proportions and 

production in most sectors was lagging." 1. A strong re­

covery of output has apparently followed the relaxation of 

these policies by the new Costa e Silva government. 

There is little doubt that the stabilization programs 

have produced stagnation, but there is doubt whether or not 

it has been therapeutic. Baer concludes: "the pro­

stabilization forces will claim that their programs were 

never given a chance, that aIl sorts of extenuating cir-

cums tances impeded them, while the other side will claim 

that the stagnation already experiencad was bad enough 

and could not be allowed to go on." 2. 

1. P. L. Montgomery, "Brazil Inflation Down but not Out", 
New York Times, Economie Survey of the Americas, 
January 22, 1968. 

2. Baer, op. cit. P. 16 ff. 



stabilization policies remain a critica1 economic and 

politica1 issue in Latin America, as high rates of 

inflation persiste 1. 

1. The issue is current and controversial in Co1ombia. 
The flavour is indicated in "Co1ombia Weathers a 
Monetary Crisis" NYT Jan. 1968. "The unusua1 contest 
between Colombia and the I1W began soon after President 
H1eras, himself an economist, was sworn in as chief 
of state in August, 1966. Citing Co1ombia's chronic 
imbalance of trade, the Fund said that the exchange 
rate of 13.5 pesos to the dollar was discouraging 
investment and was too high in relation to the country's 
reserves ••• it was broadly hinted that continued help 
from foreign 1enders would be contingent on a "more 
realistic rate of exchange" ••• the President argued 
that devaluation had never helped in the past and ••• 
would stimulate inflation. The peso was freed and 
has risen to 16.5 to the dollar. 



-:rl1L The "Forced Savins" Issue 

A. Introduction: 

In this section, we shall examine first the views 

of some authorities outside the specifie framework of 

the Latin American economic development controversies 

on the usefulness of the technique in less-developed 

countries and the costs involved in its use. Secondly, 

with some tentative generalizations in hand we shall 

approach the views of monetarists and structuralists 

on the issue. The distinction between initiating and 

propagating factors is important in analyzing the Latin 

American inflation experience; the discussion o~ forced 

saving introduces sorne essentially political factors in 

the propagating factors, that helps to explain strong 

inflations in Latin America. 

In this section, we shall discuss the validity of 

a deliberate policy of resource mobilization for economic 

development through inflationary credit manipulation. 

The political volatility of this type of policy sometimes 

inhibits its outright advocacy, but it certainly exists 

as an important "underworld" doctrine in some less­

developed countries. Vie shall see that some structuralists 

perform. conceptual gymnastics to justify what is simply 

a policy of forced saving, while others reject it on 

incorne-distribution grounds. Monetarists reject the system 

as inefficient. 
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J. G. Gurley desoribes inflation as a resouroe­

mobilization system, akin to the fisoal method: "as 

a teohnique for mObilizing savings, inflation is de­

signed to alter relative prioes, and henoe incomes, with 

the aim of increasing savings, and directing them to 

private in,,-estors." 1. Whether the ultimate investor 

is private or pUblic, the saver is private: like a tax­

subsidy system, the saving is involuntary. We shall 

investigate the conditions under whieh this sacrifice 

of consumption can be successfully imposed. 

One important area of inflation as poliey which we 

shall not discuss in detail, is the notion that some mild 

form of inflation is perfectly acceptable and valuable 

policy objective, in both developed and less-developed 

countries. Arthur Lewis writes of developed economies: 

"If people invest not primarily to innovate, but prim­

arily because demand presses on oapacity, the policy of 

keeping demand and supply exactly equal results in slow 

growth and low investment. The remedy is to keep the 

monetary tap slightly open--just 1% or 2% per annum-­

to keep order books slightly over full." 2. The mon­

etarist-structuralist debate is not conoerned with 

inflation of this magnitude. 

1. J. G. Gurley, r~inancial structures in Developing 
Economies" • David Kri vine (ed.) Fiscal and Monetary 
Problems in Developing states. P. 106 

2. Lewis, B. and K., P. 29 

" .~? 



86 

In underdeveloped countries, where it is generally 

agreed that immobilities are stronger and inter-sectoral 

shifts relàtively more profound during growth, the per­

missible rate is perhaps higher. 1. Exclud1ng external 

considerations, Harry Johnson writes: "thus one might 

expect that whereas tolerable priee 'stability' in an 

advanced economy is frequently defined as a rate of in­

flation of no more than 1% or 2% a year, the tolerable 

degree of stability might be in the range of 4% to ô% 

annual rate of priee increase." 2. These 'dyna.m.ic' argu-

ments for inflation in countries with downward rigid priees, 

which imply a modest 'structuralism' do not justify strong 

inflation', or advocate inflation for redistribution and 

mobilization purposes. But some inflation can be accepted 

in developed and less-developed countries, as a consequence 

of growth. 

~ Theoretical Statement: 

Though it has been debated in one form or another 

for hundreds of years, the popular version of the "forced 

saving" doctrine 1s now usually presented in Keynesian terms, 

deriving much from the Treatise and Tract as weIl as the 

General Theory. 

Vlhen aggregate money demand is greater than aggregate 

suppl Y at ruling priees, priees must increase. 

1. This argument for pressure on entrepreneurial institutions 
is part of the Hirschman argument for inflation. 

2. Johnson, Krivine, op. cit. P. 124 
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Aggregate money demand can be said, in the "ex ante" or 

Robertsonian sense, to consist of plans to expend, part 

on consumption and part on invéstment. A rise in priees 

without adjustrnent of incorne means a fa Il in aggregate 

real demande Because consumption is subject to an income 

constraint, and not aIl consumers can protect their real 

expenditures by reducing savings. Though invest~ent goods 

may increase in priee, entrepreneurs can continue their 

plans, if provided with funds by the banking system. 

Zawadzki writes: "The problem of forced saving in 

real and aggregate terms is perfectly clear. The reduction 

in real consumption expenditure frees resources engaged in 

the production of consumption goods and makes them available 

for the production of investment goods. A desired increase 

in investment can therefore be achieved." 1. He notes that 

the real forced saving must have a counterpart in money 

saving, in this case the increase in profits of the entre-

preq,eurs, who are assumed t 0 have a higher ~IPS than hired 

productive factors. Hage earners can escape forced saving 

by an upward adjustment of wages, but excess demand re­

appears, priees are pushed up, and forced saving recurs. 

He writes: "the purpose of inflation is a graduaI re-

establishment of a fully consistent structure of economic 

relationships, such that it satisfies, or at least is 

acceptable to, aIl those who possess economic power to 

disturb it. l
' Forced saving increases the community's 

1. Zawadzki, op. cit. P. 38 
2. ibid. P. 40 
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Average Propensity to Save, and bridges the gap between 

voluntary investment and saving. 

C - Conditions for Use: 

Though forced saving is possible theoretically and 

politically, its effect is "unpredictable a priori", 1. 

"the possibilities of stimulating economic development by 

these means are quite limited",2, and at most, nit would 

appear that the circumstances justifying deficit financing 

as a deliberate choice, would be rather special, and the 

justified doses closely circumscribed." 3. We shall ex­

amine the conditions and limitations often suggested on 

the use of forced-saving techniques. 

There is no doubt that the technique has certain 

"a priori" attractions. Arthur Lewis has written: 

"governments are tempted to obtain resources by printing 

money or creating credit because the political resistance 

which they encounter will be less than if they raise taxes 

instead. The result depends on how much money is created, 

how long inflation continues, what the money is used for, 

how people react, and how well the economy is managed." 4. 

1. Nurkse, op.cit. P. 113 
2. Johnson, Krivine, op.cit. P. 130 
3. H. ~N. Singer, ''Deficit Financing of Public Capital 

Formation", Social and Economie Studies, Sept. 1958. 
Meier, Leading Issues, op. cit. P. 183 

4. JOhnson, Krivine, op. cit. P. 126 

.. , 
' ... .--. 



It should first be established that there is 

no definite relation between money supply and G.N.P. 

that marks the frontier of inflationary finance. This 

raises the question of the amount of monetary expansion 

that can be allowed without monetary depreclation. Johnson 

writes: "The answer clearly, is that such financing can 

be safely pursued up to the limit of demand for money con­

sequent on the expected growth of the economy at stable 

prices, plus the growth of demand for money associated 

with the monetization of the subsistence sector (where 

relevant), minus the portion of the growth in the money 

supply that must be credited against private debt."l. 

Johnson further states that the restricted use of 

money ln less-developed countries means that this method 

of finance could only be used to about 0.5% of national 

income. Arthur Lewis suggests, "hardly beyond 1% of 

national income". 2. In addition, as noted above, the 

money supply can be increased if aggregate demand ls de­

ficient and there is unemployed capacity in the economy 

(as in an advanced country), but Lewis adds that idle 

labour is rarely enough to qualify as idle capacity. 3. 

In the Theory of Economic Gro\nh, Lewis writes: 

"inflations for the purpose of creating capital are self-

destructive, since sooner or later they result in an 

1. Johnson, Krivine, P. 126 
2. Lewis, Theory, P. 221 
3. Lewis, Dev. Planning, P. 130-131 

/ ~~' 
1 

/ 
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increased supply of goods on the market." 1. Vie shall 

look at the conditions under which inflationary finance 

can be self-liquidating. Lewis says there is no doubt 

that if a government deficit finances for investment pur­

poses, this primary purpose is usually achieved. Vlhat is 

uncertain is the effect of inflation on private investment 

and effects on future government revenues of continuing 

inflation. 

An important "condition for success is that inflation 

should redistribute income to the right people". 2. If 

the government can set and entorce marginal rates of tax­

ation greater than average rates of taxation, government 

revenues will automatically increase faster than incomes, 

and the transfer to government investment is accomplished 

smoothly. The transfer from consumption to investment is 

more involved within the private sector. Lewis writes, 

"the classes who normally benefit from inflation are entre-

preneurs, peasants, and in some cases, the government ••• ~ 3. 

Wage earners are usually hurt; the voluntary savings of the 

middle class are not reduced "though the middle class speak 

and write more than other classes". 4. 

If a transfer is accomplished through a lag between 

prices and wages, leading to increased private" profits, 

the inflation will cease if the new equilibrium between 

1. Lewis, P. 217 
2. Lewis, op.cit. B. and K. P. 31 
3. Lewis, Theory of 'Economic Growth, P. 222 
4. ibid 
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wages and profits - consumption and investment - is 

accepted by the community. The sarne is true if a new 

stable re1ationship is formed between consumption and 

taxes financing government investment. 

vVhether or not this new equilibrium is stable, 

depends primarily on the ability of wage earners to defend 

themselves from forced saving. This depends, to a large 

extent, on institutional and psychological factors, but 

the intensity and duration of the inflation are directly 

related. The public can become increasingly efficient in 

evading the redistribution of incorne. Lewis writes: "The 

public tumbles to what is happening and insists on taking 

protective measures. V/age and salary earners arrange for 

their incornes to rise as fast as prices ••• This process can 

go on indefinitely, sorne countries have had priee increases 

averaging 20% per annum for more than 50 years." 1. Vie 

shall discuss these inflationary spirals in a separate section. 

Besides establishing a new equilibrium between wages 

and priees, inflation can come to an end when "an increased 

flow of consumer goods output catches up with the increased 

money supply". 2. Investment in industries which quickly 

yield increased capacity, produces a suppl Y of consumer 

goods which stops the increase in priees. Through this 

mechanism, "consumers then get something, and, if their 

1. Lewis, Closing Remarks. 
2. ibid. 
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standard of living i8 rising absolutely, they are not 

so concerned that it is not rising as fast as produotivity".l. 

In practice, it would be impossible to distinguish projects 

according to their source of finance--inflationary or non-

inflationary--but the use of inflationary finance should 

make planners espeoially sensitive to future relative 

priee movements of wage goods. Lewis, 2. contends that 

planners should emphasize projeots with low-oapital-output 

ratios, short gestation, and low import content, when con.­

templating inflationary finanè"e. 

There are clearly a number of vulnerable linkages 

in the argument for forced saving, and some broad oriti­

cisms of its usefulness as an instrument of forced saving. 

First, there is the possibility that the transfer of 

income will not be accomplished. Second, the transfer of 

purchasing can succeed, but the recipient will not invest, 
NoT 

orAinvest productively. This would apply to both public 

and private investors. Finally, there is the constant 

danger that the inflation will degenerate into a spiral 

that serves no useful purpose, and brings with its strong 

and erratic priee increases a destruction of confidence in 

the currency and the host of distortions of resource mobil­

ization and allocation that are discussed above, in the 

monetarist critique of inflation. 

1. Lewis, Concluding Remarks, B. and K. P. 31 
2. Lewis, Theory of Economie Growth. 
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There is also an objection based on the injustice 

of forced saving, an argument heard from all quarters. 

tLutz, a monetarist, writes: nI think there is no just­

ification at all for squeezing investments out of the 

economy at the expense of the poor. Frankly, l am quite 

shocked by the equanimity,and even glee, with which these 

forced savings are contemplated by many economists." l.} 

Robert Mundell suggests that inflation could produce 

an inflationary tax yield of up to 3% of national income; 2 

Harry Johnson considers that this is a highly optimistic 

estimate "and likely to exceed substantially the contrib­

ution that inflation could make even under the most favour-

able circumstances Ir. 2. Though Arthur Lewis considered in 

the Theory of Economie Growth that there might be justif-

ication for forced-saving inflation Ifintermittently and in 

small doses", 3., he seems more dubious recently; the man-

agement of an inflation for forced-saving purposes requires 

both political authority and technical competence, if the 

inflation is not to degenerate into a spiral; if a govern­

ment possesses these t·v.,ro quali ties, i t should increase 

taxes instead. Forced saving is politically painless only 

in its first stage. 4. Lewis concludes: "in an under-

developed country, inflation is merely a sub.stitute for 

1. Lutz, B. and K. P. 483 
2. Johnson, Krivine, P. 128 
3. Theory ••• P. 224 
4. Lewis, Development Planning, P. 138 
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taxation. From an economic point of view, it is an 

inferior substitute. " 1. 

c- Inflationary Spirals 

The inflationary spiral clearly holds a wider 

significance than the forced-saving argument, as exogenous 

shocks, besides inflationary finance, can initiate the 

spiral. These strong and erratic inflations, sustained 

by economic and political forces at rates of priee increase 

far beyond those justifiable for sectoral transfer or 

forced-saving purposes, seem to pose a powerful threat to 

economic development, in Latin America and elsewhere. 

The mechanism is essentially a struggle for economic 

power. Ralph Turvey defines inflation as na process re­

sulting from competition in attempting to maintain total 
" 

real incorne, total real expenditure, and/or total output 

at a level \mich bas become physically impossible, or in 

attempting toincrease them to a level which is physic­

ally impossible." 2. The spiral - really any inflation 

greater than perhaps 10% per annum - indicates that the 

struggle for incorne has becone explicit and political. 

Lewis describes the process: !~very country in the 

world, including the Soviet bloc, has either experienced 

it or vievls it wi th apprehension. It has three contrib-

uting parts; wages, bUdgetary deficits, and devaluation. fI 3. 

1. Lewis, Development Planning, P. 6 
2. Ralph Turvey, "Sorne Aspects of the Theory of Inflation 

in a Closed ~conomy!', ~J, 1951, P.534. See Zawadzki,op.cit. 
P. 20-24. --

3. Lewis, Closing Remarks, B. and K. P. 21 

1 . 
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The original cause can be a rise in the priee of domestic 

food products, a rise in import or export priees, or an 

increase in the money supply. The cost-of-living increases 

and wages and priees start to cycle upwards. If govern­

ment marginal rates of taxation are less than average rates 

of taxation, costs rise faster than revenues, and a bUdget 

deficit opens, unless the government is willing to eut back 

its activities. If there is a fixed-exchange-rate system, 

devaluation adds a third twist to the spiral by increasing 

import priees and, to a lesser extent, domestic priees. 

Lewis writes: "there are no unprotected contractual in-

cornes any more ••• the spiral itself adds nothing and should 

be eliminated if this is at all possible." 1. 

The budgetary deficit, Lewis suggests, is the result 

of tax revenues that increase more slowly than government 

revenues. He writes: "this seems to be of enormous im-

portance in the bigger Latin .AI:lerican inflations. Without 

the budgetary deficits, the wage spiral by itself may raise 

pricesby 5?& or even 10;& per annum. Increases of 20% per 

anrnnn and more must ~inly be due to the secondary effects 

of the budgetary ~eficit." 2. 

This raises the vital question of why priees increase 

much more rapidly in Latin America than in Asian countries, 

1. Lewis, B. and K. P. 23 
2. ibid. P. 24. An econometric test of the influence of 

budget deficits in Chile, is found in "Some Notes on 
Inflation." Arnold Harberger, P. 319, B. and K. 



where "inelasticities" are as severe. The difference, 

in Lewis's view, is the spiral mechanism, and the pivot 

of the process is the chronic government deficit. The 

explanations are "largely historical", Lewis adds: "aIl 

one can safely say is that in a number of Latin American 

countries the government gets away with printing money 

to an extent which is puzzling to visitors from any other 

continent and one cannot help feeling that the people 

deserve better governments than they get." 1. But this 

is a complex phenomenon--as is the failure of the stabil­

ization programs. nLatin America is the most politically 

reactionaryof aIl continents ••• and about the last place 

where the unions are likely to agree to any kind of wage. 

control ••• the wage spiral cannot be eliminated without 

fundamental political change." 2. 

This analysis of the spiral closely resembles 

J. K. Galbraith's explanation of Latin American inflation. 

After differentiating, controversially, "functional and 

non-functional" incomes, Galbraith suggests that in many 

countries in Latin America, there is an incomplete revol­

ution where urban white and blue collar workers have not 

dis-established the old eli tes. There is a sort o:t' economic 

civil war among the major interest groups. "The total of 

these (income) claims bears no necessary relationship to 

1. Lewis, Closing Remarks, P. 24 
2. ibid, p. 25 
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the income that is available. Since productivity is low, 

there is a strong likelihood that claims will exceed what 

is available, and this is invariably the case." 1. To 

reconcile these claims, each is granted his claim in money 

terms, and these groups then bid against each other in the 

market. The result is chronic inflation and the continued 

reward 01' "non-functiohal" social groups. 

E. The Monetarists and Structuralists on Forced Saving. 

The forced-saving argument is generally condemned 

by monetarists, while the structuralists present a mixed 

front. ~ter noting the extremes, we shall discuss the 

ECLA synthesis of forced saving, inflation and economic 

development. 

Monetarists frequently frame the forced-saving 

argument in inflation-tax terms, with the tax falling on 

money balances. Dorrance says, "it is true that individual 

units 01' investment are likely to be created even in infla­

tionary conditions (but) ••• it is the over-all effect on 

progress which deserves consideration." 2. If the new 

finance, created by the government, is not to be inflation­

ary, members of the cornnunity must be equally willing to 

increase their real money holdings; if they do not, priees 

will rise and the real value of eash holdings will fall. 

1. J. K. Galbraith, "Underdevelopment, an Approach to 
Classification". ICrivine, op. cit. P. 29 

2. Dorrance, op. cit. P. 39 



"Who benefits by these forced savings? trot the banks, 

but those who borrow from them. tf 1. 

But the community will soon learn to evade the tax, 

and the source of finance will disappear as ttdis-saving 

and waste" mount. 2. The familiar negative ef'f'ects of in­

flation on private saving and investment and patterns of' 

production intrude; in the minds of' monetarists, the 

benefits clearly do not overcome the costs and the risks. 

Structuralists who approve of' f'orced saving, seldom 

go through the theoretical argument that shows f'orced sav­

ing is possible, or explicit identification of' the classes 

who will be allowed to sacrifice consumption f'or the common 

good. Baer presents the argument in the usual, inverted 

structuralist form, and notes that nit has not received as 

extensive a treatment in the literature" as other inolast-

icity problems. 3. He argues that the process of' urban­

ization and industrialization in Latin America has greatly 

increased the sphere of government activity in transport, 

power, school.s, health services, housing, etc., in order 

to provide for growth in the industrial sector, and to 

alleviate social tensions in the cities. Despite the inept 

and inadequate tax system, '~any Latin American governments 

have gone ahead with their investment projects, f'inancing 

1. Gudin, op. cit. P. 348 
2. ibid, P. 349 
3. Baer, survey, P. 10 
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them through deficits!'. 1. Needless to say, the issue 

is more complex than establishing the need for investment. 

structuralists generally ignore the complicaYions. 

In Brazil, which has experienced both strong in­

flation and satisfactory growth, Baer suggests that 

"inflation did not have an obviously negative effect on 

the country's development and that it can even be argued, 

and partially shown,that it had a positive effect." 2. 

In the Brazilian case, he sees a positive effect on cap-

ital formation, and a "transfer of saving from the private 

sector, which usually saved more than it invested, to the 

government sector, which usually saved less than it in­

vested." 2. He attributes this forced-saving process 

primarily to the weakness of trade unions in the fifties. 

There can be no doubt that the Brazilian govern­

ment in the early sixties attempts the same process, or 

at least tries to defend its share of real resources, in 

the inflationary spiral. Celso Furtado writes, as Minister 

of Planning, 3. that the inf'lation of the fifties has nits 

primary cause ••• in a deep disequilibrium of the public 

sector, which was called forth to take up concrete res­

ponsibilities in the process of capital formation, without 

regard to the fact that the fiscal apparatus had not under­

gone the necessary adaption ••• (now) we annually start the 

1. Baer, op. cit. P. la 
2. W. Baer, Industrialization and Economie Development in 

Brazil (1965) P. 110-111 
3. C. Furtado, comment, B. and K., P. 498 
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year with a planned publio expenditure which amounts to 

18% of GNP and we end the year with a public expenditure 

amounting effectively to 13 to 14% of G}œ. This disparity 

between actual and planned expenditure causes a tremendous 

inflationary pressure." The attitude seems to be one of 

maximum public effort, and let the finance take care of 

itself. 

Oyclical external revenues are also advanced by 

structuralists for inflationary finance. In Ohile, about 

25% of public incorne depends on the exports of one com­

mOdity, while government expenditures on salaries and social 

services are said to be relatively rigide Public investment 

is a variable expenditure, but also the most j.mportant from 

the point of view of economic development. Thus, when 

revenues fall, inflationary finance "must" be u8ed. Grunwald 

assesses Pinto' s statement on the subject: 'l'what is prob­

ably meant by calling the ups and downs a 'structural' 

factor, is that when there are windfall tax revenues due 

to, say, a good copper export price, the government im­

mediately commits the increased revenues for •.• expenditures 

which are difficult to reduce when revenues unexpectedly fall."l,2. 

Ohile has also experienced one of the most pro­

longed price-wage spirals in Latin America, perhaps as 

part of this forced-saving ratchet. Several commentators 

remark how deeply engrained is inflation in the political 

1. Grunwald, L. A. Issues, op.cit. P. 115, footnote 
2. Furtado's excellent econornic history of Brazil notes 

inflation has been used there to prevent the deterioration 
of coffee plantations du ring periods of low world prices. 
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life of the country, "each sector of the economy con­

structing its OVin defence mechanism." 1. V/age and 

salary earners, and pensioners, achieve the right to 

legal adjustments of their incomes in some forma1 relation 

to the cost-of-living index, and the 'right' to priee 

contro1s of essentia1 wage goods. The business sectors 

anticipate the wage adjustments by inereasing their priees 

and demanding credit from the banks they frequent1y own; 

the government proteets itse1f by providing itse1f with 

credit. Damaging as it may be, however, the Chilean in­

flation has never become hyper-inflation. Felix provides 

a political explanation: "stabilization programs are 

politieally feasible only when it appears that inflation 

might eonceivably 'get out of hand' but opposition re-

appears when the rate of inflation has been reduced to 

what historically seems to eonstitute safe levels." 2. 

The complexity and duration of this sort of inflation 

makes it particularly difficult to identify a forced­

saving process--or to hypothesize about the character 

of the economy without inflation. 

'ECLA lists forced saving as a ndynamic" effect of 

inflation. Vlhile inflation has i ts roots in the familiar 

structural imbalances of Latin ~~erica, inflation is also 

said to increase investment "to the extent that it 

l.Grunwald, op. cit. P. 99 
2. Felix, B. and K., P. 363 

,/ 
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rorcibly expands saving". 1. This is directly trace-

able, however, to a "regressive" cut in the potential 

consumption or the masses. When the "masses" try to 

remedy this errect "through their political or trade 

union power, the inflationary spiral is unleashed ••• " 2. 

The spiral may reduce the rorced saving, but increases 

social tensions and introduces economic maladjustments. 

Forced saving tends to reduce the income of the 

masses and transrer it to groups who rrequently consume 

the surplus, rather than invest it. "Vlhen unions and mass 

political forces begin ta exercise their political power, 

"the capital-rorming errects or inflation diminish or 

disappear. Some Latin American countries have already 

reached this stage, and others are nearing it. Inflation 

then moves in a vicious circle ••• " 3. The spiral is 

given rurther impetus by wage demands when productivity 

is stagnant, because of the external bottleneck, and 

rurther stimulated by the import substitution process 

that follows it- Controls will aggravate the cycle and 

further weaken the "dynamic" errects or inrlation. 

ECLA objects to forced saving on equity grounds, 

agreeing, perhaps, with Toynbee, that "inflation is an 
. J r.. 

engine of social injustice by its very nature ••• a 

fertile mother of revoIt and revolution, always and 

1,2,3.Economic Development, Planning, and International Co­
operation, Chapter 5, inrlation, ECLA, P.35 rf. Similar 
to Prebisch 1 s "Economie Development or l~onetary Stabil­
ization; the False Dilemma. EBLA, March, 1961. 
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everywhere." 1. ECLA does not regard inflation as an 

effective and durable instrument for economic develop­

ment. But neither does it approve of monetary stabil­

ization, despite the hypothesized inequities and iniquities 

of inflation: "it may be that in some cases the growth of 

average incorne among the broad masses of the population in 

Latin America, has been more vigorous than that induced by 

a policy of monetary stability alone." 2., 

The ECLA solution is to increase non-inflationary 

capital formation, and discourage high-income consumption. 

This can be done by taxing the wealthy to stimulate their 

saving, or by the government taxing away their resources 

and investing it. International assistance is also granted 

a role. VJhatever combination is chosen, i t is vital "that 

the immediate consequences of anti-inflationary policy 

are shared by aIl social groups alike." 3. Only a vig­

orous policy of structural reform can assure the permanent 

defeat of 'basic' and 'propagating' factors in the in­

flationary process; import substitution and export divers­

ification must continue. Uhatever the details, saving 

must be increased, and "only if the structure of the 

economy is strengthened will it be possible to make 

monetary stabilization fully compatible with economic 

development." 4. 

1. A. Toynbee, The Economy of Latin America, P. 43 
2. ~c. Dev ••• op. cit. P. 36, 37 
3. ibid. P. 40 
4. ibid. P. 43 
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In a recent Economie Survey of Latin America, 

ECLA states its position on the ideal of stabilization. 

It discerns this synthesis of efficiency and equity in 

the most recent efforts of Brazil and Chile: "In all 

these programs, the countering of inflationary pressures 

is visualized as a gradual process of reduotion in the 

rate at whioh priees increase, in such a way that it 

will not oonflict with concurrent efforts to meet other 

development needs. It is made olear, moreover, that the 

prooess will be oarried out, not only through ~ediate 

deflationary measures, but also by wholly or partly 

removing the underlying structural causes of disequil­

ibrium." 1. Sudden deflation is not seen as a solution 

by ECLA. 

1. Economie Survey of Latin America, 1965. ECLA,1967, P. 41 
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'" VIII - CONCLUSIONS: 

We have attempted to provide a survey o~ sorne 

important ~eatures o~ the monetarist-structuralist con-

troversy in Latin America. The dontent and style o~ the 

debate when combined with the theoretical di~~iculties 

o~ growth and in~lation and the variety of their historical 

experiencé make ~inal conclusions impossible. 

In an introductory section we attempted to establish 

that there was a variety o~ historical and comparative re­

cent data on the positive or negative association of in­

~lation and growth, and that no generally ac cept.able formaI t-

necessary theoretical relation exists between these two com-

plex phenomena. From this we concluded that there was 

no clear and continuing association between the two,- and 

that the completely incongruent ~ cathedra statements o~ 

monetarists and structuralists on the relation, - and the 

generally combatti ve nature o~ the controversy - suggest. 

~orces at work besides a passion ~or scienti~ic rigour. 

The two groups ~undamentally di~~er in the development 

strategies - public versus private, planllling versus ~ree 

markets - that they promote in the highly-charged political 

atmosphere o~ Latin AMerica. 

This di~~erence o~ political perspective helps explain 

the coherence o~ the two schools' and the con~licts between 

them, but it reminds the reader o~ the unsupported conclusioms 

so characteristic o~ the controversy, ~rom brilliant insights 

to clearly polemical in content. 
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The structuralists generally propose that govern­

ment take over the role of dynamic leading sector in 

Latin Americat'l development. Their emphasis- is om go vern­

ment taking broader and more detailed responsibility for 

economic growth. When they advance the forced saving ar-

gument for inflation, government rather than private in­

vestment is enhanced. Structuralists are opposed to classical 

accumulation techniques because of its assoéiated social 

consequences and the failure of private techniques that 

they find in Latin American history. They are highly 

suspicious of the national and international manifèstattions 

of private enterprise • On general theoretical grounds, 

structuralists distrust abstraction, emphas~ze historical 

and institutional factors, and find in the perfected invi­

sible hand of general equ.ilibrium theory a wholly unacceptable 

implication of utopian automatic~y, in the real world. 

They often argue rather unsoundly that the unrealistic as­

sumptions of "orthodox economics·n imply that capitalism 

could not function successfully in Latin America. 

The monetarists are less explicit in their philosophy 

of political economy, but only because their Ihilosophy is 

- or has been - implicit in the activities of the IMF, the 

IBRD, and the aid policies of the United States in Latin 

America. They support, with sorne flexibility, private 

channels of development in directly productive ~ctivities. In 



107 
. 

their treatment of inflation, monetarists emphasize the 

effects of rapid priee increases on the volume and quality 

of private investment, foreign and domestic, and efficient, 

market allocation of resources. They consistently de.-

emphasize the use of trade, fiscal, and direct controls. 

that in their view would discourage or disrupt private 

effort, though the controls May be justfied by o~hers as 

a strategy of development. 

The monetarists have a primarily political-historical 

explanation for inflation in certainl Latin-American co~ 

tries. They view with varying alarm and sympathy the pres-

sures on governments to follow inflationary policies. Some 

emphasis is given to the vulnerability of less develope~ 

countries to inflation, but "bottlenecks" are frequently seen 

as the product of direct controls used to protect,certain 

sectors from inflation, but in fact stimulating inflation. 

They conclude that purifying inflat1~n is a necessary con­

dition for maximum gro~h. 

Structuralists see the cause of inflation in agricul­

tural and export bottlenecks that initiate wage price spirals 

th~t governments as constituted are unable to haIt. They 

agree with the monetarists that s"elective anti-inflationary 

measures can feed inflation, but hold that sharp stabilization 

has been and will be sufficiently paralytic. to be inferior 

to inflation with some growth. Stru.ctural reforms led by 

the ~tate are seen as the policy instrument for slowing in­

flation and achieving more equ.itable in corne distribution. 
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Most monetarist output is composed of cataloguing 

the distorting and damaging effects of inflation. They 

show little interest in defining the ,auses of inflation 

beyond belaboring governments for tolerating it, and tend 

to ignore the adaptions that economic agents can make to 

high but relatively stable rates of inflation, making the 

net effects of inflation on growth even more problematicaI. 

On the other hand, strarturalists take ritual notre of the 

damaging effects of inflation, but chiefly discuss broad 

problems of Latin American economic and social structure 

as the cause of inflation and hosts of other problems. 

This dichotomy of emphasis represents the broaœ dif­

ference of development strategy that the two schools im­

plicitly or explici~y advocate. The mo~etarists are notr 

interested in the elaboration of complex problem areas that.. 

need interventionist polcies to deal with them; governments 

should be more concerned with providing a stable and congenial 

environment for private sector development. 'Ihe Itbottle­

necks" are the result rather than the cause of inflation. 

The structuralist position, perhaps, "is really an 

attempt to get sorne external economies out of the problem 

of inflationlt 1. by drawing attenion to other policy issues. 

Perhaps because of the charged political atmosphere that has 

surrounded the debate, the monetarist-structur alist controversy 

1. A.O.Hirschman, B. and K., Comment, P.455 
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has generated little substatial agreement between the two 

schools o~ thought. There is sorne reason to believe tha~ 

nat the levei o~ theory, the monetarists had much the better 

of itn 1. Despite their plausible arguments that imbalances 

during rapid growth in less developed countries may be par­

ticularly sèver~, the structuralists cannot explain econo-

mically the in~lationaÈy spirals of Latirr America, and why 

other less developed countries with similar "structural" 

problems have mastered in~lation. 

While the monetarists seem to sometimes overstate their 

case - as the !MF does when it treats the "so~t" governments 

of Latin America as i~ they were endowed with the powers and 

mandates- of advanced states - their objective o~ reasonable 

price stability seems desirable. 'rhere are no economic ar­

guments ~or in~lationary spirals, as the structuralists ad-

mit. The Latin American ~xperience is a textbook o~ the 

nstruggle for income" type o~ spiral in~lation;, where groups 

are ready and able to de~end their relative positions.. One 

lesson is the di~ficulty involved in slowing the spiral of 

expectation and grati~icatian, once it has begurn. The broad 

social context o~ economic': policy and theory - the structu­

ralist emphasis - must be'"considered ~or enduring remedies. 

1. T.E.Davis, tfln~1ation and Growth in Latin America: Theory 
Per~ormance and Policy,n (Review o~ Baer and Kerstenetzky) 
EDCC, Ju~y 1966, P.511 
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