THESIS SUBMITTED FOR THE PARTIAL
REQUIREMENTS OF THE DEGREE OF

ISABEL ORTIZ DONAT

Tittle:

ECONOMIC TRANSITIONS: STATE AND INDUSTRY
IN ARGENTINA AND SPAIN, 1975-90.

PhD. in the FACULTY OF ECONOMICS
LONDON SCHOOL OF ECONOMICS
UNIVERSITY OF LONDON

September 1993



UMI Number: U062828

All rights reserved

INFORMATION TO ALL USERS
The quality of this reproduction is dependent upon the quality of the copy submitted.

In the unlikely event that the author did not send a complete manuscript
and there are missing pages, these will be noted. Also, if material had to be removed,
a note will indicate the deletion.

Dissertation Publishing

UMI U062828
Published by ProQuest LLC 2014. Copyright in the Dissertation held by the Author.
Microform Edition © ProQuest LLC.
All rights reserved. This work is protected against
unauthorized copying under Title 17, United States Code.

ProQuest LLC
789 East Eisenhower Parkway
P.O. Box 1346
Ann Arbor, Ml 48106-1346



POLITICAL

nult+



ABSTRACT

ECONOMIC TRANSITIONS: STATE AND INDUSTRY IN
ARGENTINA AND SPAIN, 1975-90

Isabel Ortiz

At the Dbeginning of the 1980s, when the process of
democratisation was at best fragile or incomplete in Latin
America and Southern and Eastern Europe, economic crisis provoked
a debate about the relationship between economic and political
transitions. Various questions were posed about the compatibility
of democracy and economic development, the possibility of
accomplishing political reform during a period of acute economic
instability and the practicalities of co-ordinating structural
changes in the productive and political systems.

The thesis opens with an examination of the interrelationship
between the political and economic transitions. This is followed
by an account of structural change in Argentina and Spain in
chapters I and II. Particular attention will be paid to events
of the last decade but these will be placed in the context of the
historical evolution of the international economy from the 1930s
to the 1990s. Thereafter, the analysis will focus on changes in
the social and productive systems.

Chapters III and IV describe and appraise the process of
transition. Emphasis is placed on differences between Spanish and
Argentine economic nationalism. In part, the distinct chronology
of 1liberalisation manifest in the two case-studies may be
attributed to the specifics of nationalism. This will be
illustrated by an examination of the attempts to implement
adjustment plans, to reform the state, to stabilise the financial
sector, to implement tax reforms and the management of social
conflicts. It will be shown that a gradualist approach is more
effective than "shock therapy" and that in managing a transition
from interventionism to liberalism the key question confronting
the state is which sectors to protect -and how. It will also be
shown that, notwithstanding policy rethoric, the process of de-
regulation has been patchy. Both the Argentine an Spanish
governments have been highly selective in targeting sectors to
be liberalised.

Chapters V and VI analyze the new productive structures that
emerged from de-regulation. The following topics are considered:
industrial policy; programmes of industrial restructuring; new
levels of integration into the international economy; the process
of policy-making; relations between industry and finance; the
increasing role of the tertiary and informal sectors. Throughout,
contrasts and comparisons will be made between Spain and
Argentina and their evolving interaction with the world economy.
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CHAPTER I: POLITICAL AND ECONOMIC TRANSITIONS

The concurrence.of democratisation and economic crisis in
Latin America and in Southern and Eastern Europe in the early
1980s gave rise to a series of questions regarding the
relationship between economic and political systems. Was it
possible to carry out a political transition in a period of
economic crisis? Was it possible to co-ordinate changes in the

structure of production with political opening?

This type of questioning was influenced by the functionalism
which ran through the majority of works on political economy
which addressed the issue. On the one hand, the liberal tradition
considers that the more economically developed a society, the
greater its chance of consolidating a democratic system.1
According to this school of thought, it is economic development
which, eventually, permits a more equal distribution of income.2
On the other hand, the Marxist tradition offers an opposing view
of this theory: in order to achieve high rates of economic
growth, a government needs to ensure the concentration of
capital. This is to say, according to this Marxist school of
thought, economic growth is achieved thanks to a regressive
distribution of income, which is difficult to reconcile with a
democratic regime. An authoritarian government which suppresses
popular discontent would be more appropriate.3 Both traditions

are guilty of economic determinism: for both, it is the economic

growth which makes it possible (or otherwise) for a democratic

ILipset, 1960.
2Kuznets, 1966 .

3O’Donnell, 1979.



regime to be established.

More specific studies on the problems of the return to
democracy in Latin America in the 1980s point to the
unsuitability of economic crisis for a political transition.
Although some authors4 attribute more importance to economic

5 attach lesser relevance to certain economic

factors, and others
variables, all emphasise that the democratic process was begun
in an unfavourable economic context, and that the prospects for
democracy were poor due to the foreign debt crisis, the recession
and the need to implement severe economic adjustment packages.
As it will be argued throughout this thésis, the comparison
between the Spanish and Argentine cases shows that the
independence of the economic and political spheres from each
other is far greater, and the interrelations between them far
more complex, than most of the authors cited above acknowledge.
Perhaps it would be more interesting to re-focus the terms of the
question, and ask which was the most suitable political system
for implementing the economic adjustment and restructuring
programmes of the 1980s. Discredited military governments that
had come to power in the 1960s and 1970s lacked sufficient
legitimacy to implement austerity measures by the 1980s. New
democratically elected governments, which could put the past
aside and which did not bear responsibility for previous bad
economic management, were obviously better placed to implement
reform. In-coming civilian administrations could claim to be
engaging citizens in a new political experiment, involving them

in a struggle for civil liberties and thereby making them more

4Malloy and Seligman, 1977; O'Donnell, Schmitter, and Whitehead, 1986.

5Gillespie, 1989; Kaufman and Stallings, 1989.



inclined to accept the hardships of economic adjustment.

It is precisely this fact that political survival does not
depend exclusively on the results achieved in the economy that
is one of the lessons of the Spanish transition. There is a range
of "non-economic" policies which can in the short term lead to
political 1legitimacy. This could be seen during the first
Socialist Party (PSOE) government in Spain (1982-86), when a
severe economic adjustment programme was implemented.
F.Gonzdlez’'s team knew how to promote this "awakening" of civil
libertiesﬁ Extending the existing social welfare to the entire
population, and incorporating the cultural vanguard and the old
and new nationalisms within the political arena, the Spaniards
saw these achievements as the product of the devolution of civil
liberties under democracy. They appeared, then, to be a triumph
of the system, and acted as a counterweight to the adverse
effects of economic adjustment. Moreover, despite the increase
in the level of unemployment and the failure to fulfil electoral

promises, PSOE was re-elected with an absoclute majority in the

6As it will be argued in chapter IV, on the cultural level, religious
censorship was abandoned and regional and cultural movements were encouraged,
which required little expenditure but whose social effect was nonetheless
massive. At the level of medical services, the General Law on Health (1986)
gave universal protection, which suppossed a real increase of 6.3 million
beneficiaries, while investment on health only increased 1% of GNP in the
period 1986-89. At the level of education, 30% more of the 1982 population has
enrolled in post-compulsatory education, without a parallel increase on
teaching infrastructures, which has created problems of overcroweding. At the
regional level, nationalisms were supported and the territorial
administrations were expanded. Although this policy was costly in economic
terms (25% of public expenditure), it also had important political
consequences. On the one hand, it alleviated the national question, which had
been one of the problems left unresolved by the first government of the
transition (under the UCD). This is true not only in terms of Basque terrorism
or of Catalan separatism, but also in the cases of the new regional claims
which sprang up in areas which had no previous history of nationalism - among
others, in Andalucia, Aragon and Valencia. On the other hand, the extension
of local bureaucracy channelled energies, stabilising the democratic regime
and the influence of PSOE itself in the country.



following period.

I.1.ECONOMIC NATIONALISMS IN PERSPECTIVE

However, the comparison over the long term between Spain and
Argentina reveals a second point which is far more interesting:
the degree to which the first questions are shaped by their
context. What these nations have experienced is not simply a
period of economic crisis and political transition, but rather
a profound structural transformation which will be difficult to
reverse. This has been a transformation that has altered these
countries’ patterns of development, their social organisation,
their states, their political regimes, and their productive and
financial structures, and their level of integration into the

international economy.

This transformation has been experienced not only by these
two countries, but also by the greater part of the .world semi-
peribhery. Fbrvﬁhis.éréa;'the pefibd 1930-1980 was an epoch of
both economic and political nationalism, which began to be
dismantled at the end of the 1970s. These forms of nationalism
took shape in the period between the First and the Second World
Wars, especially after the Great Depression. International
economic relations, re-established after the war, were once again
interrupted, although this time in a time of peace. The crisis
of 1930 gave rise to a generalised lack of confidence in the
advantages of international trade and re-enforced the

protectionist attitudes present all over the world.

On the financial side, the processes of severe inflation

ended in the abandonment of the Gold Standard and the emergence



of Central Banks7. Financial knowledge was by then much more
developed than in pre-war times, and it was put at the service
of the Central Banks that arose in Europe, Latin America and
South Africa. Each country insisted on determining their own
money supply, the state of their reserves being a secondary
consideration, in such a way that Central Banks were converted
into a basic instrument of state control over macroeconomic

variables.

On the production side, after the First World War, these
peripheral zones of the East (Japan, India, Australia), Latin
America and the South/East of Europe had séen a surge in local
incipient industry meeting domestic demand during the war. Many
of these industries did not survive the re-opening of foreign
trade, but others pushed for and obtained state protection. Many
of the tariffs which were initiated in the war period were
maintained, re-enforcing both the tendency towards state
intervention and the diversification of production.8 Further,
since the First World War there was a worldwide trend towards the
adoption of welfare measures to alleviate the adverse social
effects of laissez-faire doctrine. As political and economic
nationalism expanded to peripheral countries, states enlarged

their sphere of protection towards the development of some social

7Kindleberger 1973:247-261.

8See Diaz-Alejandro, 1984:19-22; Thorp, 1984:3-9. On the supply side,
one of the main ECLA/structuralist arguments was the worsening terms of trade
for the periphery in these years. Primary product prices were reduced in the
Depression more than they had risen previously. Rigid wages and accumulation
of stocks in the Centre meant an important reduction in demand. Recent
research on the subject shows that ECLA’s thesis may be right in this respect
(Thorp, 1984:2-3). The fall in import capacity in the Centre had important
consequences for peripheral countries, lowering profits, putting pressure on
wages and reinforcing the trends towards diversification of production and
state intervention.



welfare institutions.

In this way, in the 1930s the state emerged as an important
role player in national economies. However, the technocrats of
this period appear to have been guided more by an instinct for
survival than by any statist desire to control and intervene. In
many cases, the increase in public expenditure was an attempt to
prevent economic collapse, in such a way that bankrupt industries
and banks were bailed out, and public works in the infrastructure
were promoted in order to deal with the problem of unemployment.
The growing state interventionism was due to a growing awareness
of the failure of market economics.’ Economists themselves were
very active in assigning an interventionist and benevolent role
to the state in the correction of market imperfections. However,
the assumption that governments would act in an impartial manner
was hardly realistic. Firstly, it is rare that there is a single
way of overcoming a specific market failure. Secondly, this
assumption did not take into account the possibility of political
pressures and influence. It is for this reason that today it is
considered that most of the economic problems are caused by
political errors rather than market failures; nonetheless the

principal cause lies within the naivety of the original analysis.

To expand the competence of the state in the economic
sphere, the economic systems which took shape had a lot to do
with the national internal political alliances of the moment.
State interventionism was not simply of a technical character,

but also depended on the recent political history and the

9Robinson’s theory of imperfect competition (1948), which dealt with the
growth of private monopolies, or Keynes’ General Theory of Employment (1936)
are examples of this.



ideology of the time; thus, the expansion of military budgets was
common to the majority of these programmes of national
recovery.lo The majority of peripheral countries initiated ISI
(Import Substituting Industrialisation) policies in which the
state played a central role in coordinating the interests of
business groups at the same time as they were developing systems
of social security to benefit urban workers. Only briefly during
the Second World War did autarky emerge as a considered strategy
in some countries. In the majority of cases, it was a matter of
Keynesian states which subsidised both industry -=through
promotion- and consumption -through redistributive measures to

create a domestic market.ll

In global terms, these nationalist systems tended to go into
crisis through two types of disequilibrium: fiscal and balance
of payments. The fiscal crisis was due to the fact that public
expenditures almost invariably exceeding state . receipts.
Peripheral nationalisms were systems with a tendency towards
inflation, expanding the money supply was a habitual recourse of
governments. Eventually a stabilisation was needed which would
bring the macroeconomic variables back into 1line, at 1least
sufficiently to allow governments to continue implementing
expansionary policies. The problem of budget deficits was thus

corrected but never resolved, since each subsequent expansionary

10Examples can be found from the economic experience of the Russian
Revolution (1917) to the fascist governments with their autarkic rhetoric in
Hungary (1919), Italy, Turkey (1922), Portugal, Poland, Lithuania (1926),
Brazil, Chile, Peru (1930), Germany (1933), Austria, Estonia, Latvia (1934),
Greece (1936), Brazil (1937) and Spain (1939). Compared to these, the New Deal
in the US and pre-Peronist Argentinian policies were among the more moderate
practices of the time.

11For global comparisons of semi-peripheral and Third VWorld
nationalisms, see Abel & Lewis, (Eds) 1985; Anglade & Fortin, 1985; Burnell,
1986; Saunders (Ed), 1984 and Seers, 1983.



period again produced a new crisis requiring austerity measures.
This is what came to be called the economics of "stop-go". With
respect to disequilibria in the balance of payments, this was due
to the same logic of accelerated industrial promotion. Technology
and some industrial factors of production had to be imported,
such that the balance of trade was not brought into equilibrium
by the level of exports, and the level of imports had to be

reduced because of the scarcity of foreign exchange reserves.

During the 1960s, a series of corrective measures were
adopted into the system of accumulation, described as the
"deepening of ISI". The devices varied from country to country,
depending on national particularities, but overall they centred
on improvements in the efficiency of national production,
creation of systems of export promotion to solve the problem of
foreign exchange, and improvements in the fiscal system to
correct budget deficits. The effect of these reforms was positive
in the short run. The semi-peripheral countries recorded higher
rates of economic growth than central countries, while at the
same time maintaining the various national political alliances.
However, the error of developmentalism was the failure to foresee
that these distortions would be very difficult to sustain in the

face of changes in international environment.

This was the case in the 1970s and 1980s, when a process of

liberalisation was launched in the semi-peripheral countriesm.

12Here, the term periphery is used in the nineteenth century sense, this
is, as a criticism of Classical economics and as part of the paired antinomy
core-centre and periphery. In chapter 11, there will be a further discussion
with respect to Argentina and Spain, where a structuralist approach may have
more sense. However, when considering Eastern Europe, the traditional, pre-
Prebisch, nationalist and geographical sense of the term may be more adequate.
World-system analysis and Dependency theory are not implied here when using
the concept "periphery", given the emphasis they give on the international

8



There are many reasons for this, and many local variations.
Nonetheless, two factors are common to the entire peripheral
bloc: the increasing awareness of the exhaustion of the dual
policies of Keynesianism and ISI, and the effects of
international shocks. In the case of Southern Europe, the
principal external factors were the two oil crises of 1973 and
1979. In the case of Latin America, the foreign debt crisis of
1982 contributed to the economic difficulties that had been
brought about by the rise in crude o0il prices. In South-East Asia
and Eastern Europe, the most important external factor was the
cessation of economic aid from their central allied powers, the
USA (1970s) and the USSR (1980s).:Other external factors should
be added to those mentioned above: the fall in primary product
prices, the relocation of TNC investment in central countries,
and problems of accessing international markets due to the

consolidation of economic blocs.

The impact of international factors has not been the same
in all countries, and no single conclusion can be drawn as to the
vulnerability of the semi-peripheral countries. Those countries
which had substantial internal markets and high rates of economic
growth would have been able to alleviate the effects of external

shocks.13

Keynesianism could have been re-corrected and
maintained. However, the depth of the crisis was magnified due
to the growing awareness of the exhaustion of Keynesian-ISI
expansionary policies. Perceptions of reality seem to be the last

factors which unleashed the political changes. Throughout the

1970s, the perceptions of the productive crisis were very similar

division of labour. This may be applicable to Spain, but not so to the
Argentine after ISI.

13See Chapter IT with respect to foreign debt in Latin America.



in the semi-periphery. National debates focused on the scale of
economic backwardness, which was attributed to a limited openness
to the international economy, overprotected manufacturing
industries and rigid labour markets. Just as the greatest impact
of the crisis in the 1930s was not its "real" economic effect in
the medium to long term, but rather its strong psychological
effect which reinforced protectionist attitudes and distrust of
the advantages of the international economy, so it was with the
impact of the shocks of the 1970s and 1980s. The "real" effect
of this impact has been magnified by the fatigue generated by
social and sectoral tensions and the dynamics of stop-go that had
come to be associated with populism and corporatist

distributionism.

I.2. ECONOMIC LIBERALISATIONS

It is arguable whether the macroeconomic crisis of the 1970s
and 1980s was profound and inevitable or a sequence of lesser
problems the significance of which was magnified by some economic
groups who used it to impose a new economic policy agenda.
Whatever the case, it is beyond doubt that a new package of
economic policy tools -neo-liberalism- appeared during the 1970s.
Neo-liberalism of fered the promise of an efficient, meritocratic
society, free of fetters of corporatism, self-regulating, and
with fewer political tensions since the allocation of resources
did not depend on the state but rather on the productive
capacities of individuals and groups. In addition, it offered the
risk of an economic transition, of political conflict provoked
by those groups which would find themselves suddenly deprived of
the protection provided by state interventionism. However, the
perceived benefits were greater than the anticipated costs and

a majority of the governments of the less developed countries
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embarked on processes of economic liberalisation. Although the
precise timing may have varied from country to country, it may
be asserted with confidence that in Latin America,“ Southern
Europe and S.E. Asia, their programmes of economic liberalisation
were followed by processes of political liberalisation. Only in
Eastern Europe have the political and economic transitions taken

pPlace simultaneously.

Like any concept that is used politically, the term

' has been abused. It has been used to denote

"liberalisation'
things as different as modernisation, increasing efficiency,
deregulation, and reducing protectionism. State intervention may
be depicted as any process designed to modify the operation of
market forces. Both the financial and the trade spheres have
been/are interfered with, directly or indirectly, by governments.
Liberalism has been an orientative goal rather than a reality.
Indeed, state action has always been necessary for the further
development of liberalism. There is no such thing as a self-
regulated free-market economy, because all states are
interventionist. The debate is about the degree of government
intervention. In this sense, we can define liberalisation as the

adoption of policies which reduce state control of market

mechanisms. It may be either the complete removal of controls or

14Mexico excepted. See Cammack & O’Brien, 1985, and Stokpol (Ed.), 1985,
for cross-country analysis of the military abandoning governments. For an
analysis of the interrelationship between political and economic
liberalisation from the perspective of the effects on economic development,
see Haggard, (1990), who compares the Asian NICs with Mexico and Brazil.
Nohlen (1989), and specially Alcantara, (1992) compare the various
characteristics of the different political transitions which include economic
factors, in Latin America, Spain and Eastern Europe. A comparision between the
forms of nationalism in Latin America and Eastern Europe at the level of
ideology and economic thought can be found in Love (1991).
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their replacement with a less restrictive set of controls.15

It will be concluded that it is a mistake to analyze the
experience of LDCs identified above in terms of dichotomised
concepts of interventionism or liberalism/liberalisation.
Although it is certain that the ethos of Western policy-makers
after the 1970s has been progressively less Keynesian, the world
economy is very far from advancing towards liberalism.16 The
crisis of the 1970s led to the attempt to reduce public
expenditure. This included the privatisation of the most
inefficient companies, the subcontracting of private services,
and the reduction of excessive regulations where they had
prejudiced international trade. However, as it will be analyzed
in the following chapters, liberalisation has not meant a real
reduction in the influence of the state on society and on the
economy, but rather a re-regulation of the rules of the econonic
game. Liberalisation has meant ceasing to protect some sectors
but - not others; only those sectors which for one reason or
another have been considered by their governments not to be of

national interest have been abandoned to market forces.

The debate between liberalisation and interventionism must
therefore be treated with caution, since it could obscure more
than it illuminates. Part of the emphasis on this dualist
conception is due to journalistic and political language.

However, it is also due to the fact that most policy-makers of

15Krueger, 1986.

lﬁAs it will be further explained in chapter II, the strengthening of
the CAP within the EC, the increase in the use of non-tariff barriers, patent
systems, and the proliferation of Multifibre Agreements in the 1980s
protecting the developed countries against LDC textile products, are some of
the examples of the limited success of the principles of liberalisation, non-
discrimination and multilateralism advocated by GATT.

12



the 1980s were educated under the paradigms of benign

interventionism of the 1960s.

I.3. PARADIGMS OF THE "BENIGN STATE MODEL" AND ITS CRITICS:

THE "NEGATIVE STATE MODEL" OF THE 1970s-80s.

After the Second War World, the ethos was one of world
reconstruction, attainable through pragmatic policies designed
to achieve economic and social development. As it was indicated
above, this global paradigm of benign, welfare-maximising,
"positive", corrective states, came from pre-war times, and it
lasted for more than three decades, until the 1970s-80s. From the
liberal approach, the success of the Marshall Plan fed the idea
that development could be guaranteed given sufficient levels of
external finance and national planning. From a nationalist
viewpoint, state-promoted programmes of industrial expansion were
the main means of stimulating recovery from difficulties of the
inter-war period. From a Marxist perspective, the rapid
development of the USSR raised expectations as to the
possibilities of a socialist path. Some social scientists began
to focus their analyses on the causes of the relative poverty of
Third World countries and their potential for economic and social
development. The amount of contemporary and historical data
available in the 1940s-50s was, in the opinion of these
researchers, sufficient to initiate a new academic field. This
was the birth of Development Economics, parallel to Keynesian
economics in developed countries. The new sub-discipline evolved
in three main paradigms: Modernisation theory, Structuralism and
Dependency, depending on their main ideological influence -
Nationalism, Keynesianism or Marxism. The three had in common the
rejection of Neoclassical analysis as a tool for policy-making

in developing countries and the need of a substantial degree of
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state intervention to promote development.

TABLE IX.1.:

Main Paradigms in development.

MODERNISATION STRUCTURALISM DEPENDENCY

IDEOLOGICAL

BACKGROUND Liberalism Nationalism Marxism

POLICIES Difusion of Promotion of nat- State inter-

modern values ional industry ventionism,

in backward areas, through protection erradication

technology and (ISI); rural and of poverty,

capital imports, fiscal reform, improvement

integration into regional integrat- of social

the world economy. ion. conditions.
INSTITUTIONS Rostow, UN ECLA(Prebisch, Cardoso, Amin
and Lewis, Hirschman, Furtado) Neo- Faletto, Frank
AUTHORS Myrdal, IMF, most structuralist Baran, Warren,

of WB. (Foxley, Bianchi, UN Basic Needs

some WB staff) approach.

The so-called "Modernisation school"17 emerged in ~ the
1940s-50s in Europe and in the USA. The success of the Marshall
Plan in Europe encouraged among economists the idea that
underdeveloped economies could evolve to "maturity" (Rostow’s

stages) given adequate levels of aid and technical knowledge.

"modernisation" understands

Compared to structuralism,

17. The name modernisation is not very satisfactory, since it referes
to Rostow’s work but it does not include all the non-structuralist authors
(Rosenstein, Rodan, Leibenstein, Hirschman, Bauer, Yamey, Lewis, Myrdal,
Myint). Their theories do not conform a unified body, and thus, classifying
them under the same label becomes problematic. Some authors have grouped
these works under other names: "Positivism" (Preston, 1982; but he excludes
Myrdal),"Western theory" (Foster-Carter, 1984; but he includes structuralism
in it vs. dependency), "Paradigm of the expanding capitalist nucleus" (Hunt,

1989) or "Development economics" as it appears in textbooks.
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development as economic growth, as a transition from a
traditional, subsistence-oriented economy to a dynamic market
economy. Little attention is given to centre/periphery backward
linkages; in general,.it can be said that modernisation theorists
show optimism about 1less developed countries overcoming

18

backwardness. In most cases, Modernisation should be

associated with the Cold War and the fear of communist expansion
into poor areasw. There are many contributors to Modernisation
theory, the difference lies within their proposed strategies for

developmentm.

Structuralism was based on the nationalist experiences of
Latin America after the First World War and the 1930s crisis when
some Latin American policy-makers designed a development strategy
to reduce external vulnerability and to encourage national

i The strategy was constructed through the

economic activity.
use of three main policies: IST (Import Substituting
Industrialisation), regional integration and rural reform. It is
important to point out that structuralism does not oppose
international trade, multinational investment or the agricultural
development of a country. Rather, ISI policies were designed to

artificially promote national industry at a particular period in

which international capital (aid or foreign investment) had

18Myrdal and Myint’s work being the exceptions.

19See Staniland,M. 1985: What is political economy?, New Haven, Yale
University Press.

20

For a review, see Hirschman, 1979; Hunt, 1989; Preston, 1982.

21Although these policies are associated with the work of ECLA/CEPAL
during the 1950s, they were already implemented in the 1940s. See Love,l/J.
1980: "Ratil Prebisch and the origins of the theory of unequal exchange" in
Latin American Rsearch Review.,
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priorities different from those of Latin America.22

The implementation of developmentalist ©policies in
peripheral and semi-peripheral countries during the 1940s-60s
caused contradictory results. On one side, these areas achieved
some growth and developed welfare systems. Whether these
improvements were a result of the policies or of the changes in
the international economic environment, is a debated question.
On the other hand, the promotion of "artificial"
industrialisation generated many backward linkages of difficult
solution.23 Explanations for the failure to meet policy goals
and criticisms to such policies came .from new theories
(Dependency), from self-questioning by authors of both the
structuralist and the "Modernisation" schools, and from

Neoclassical political economists of the late 1960s-1970s.

Dependency theory owed much to Structuralist thought. Its
point of departure was the same criticism of free-trade
liberalism and the centre/periphery model developed by Prebisch,
Furtade and other Cepalista authors. The difference reveals

itself because it places a major emphasis on the circuit of

zzFor a review, see Hirschman, 1968 and 1987; Hunt, 1989.

23Structuralist authors like R.Prebish were the first ones to complain
about the way in which the policies had been implemented. Rural reform never
began. States abused their power in nationalising raw material output for
exports and also had it overpriced in the international market. The moves
towards regional integration were ineffective. States overexpanded, getting
into debt in order to cover their budget deficits. Most governments had used
and abused such policies without looking for future consequences. A well-known
example of this is expressed in the Argentinian president’s letter to the
Chilean ex-president Ibafiez: "My dear friend: Give to the people, especially
to the workers, all that is possible. When it seems to you that already you
are giving them too much, give them more. You will see the results. Everyone
will try to scare you with the specter of an economic collapse. But all of
this is a lie. There is nothing more elastic than the economy which everyone
fears so much because no one understands it" (General Perdén, in Hirschman,
1979:65).
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surplus extraction and exploitation -in that, Dependency points
out the adverse consequences of ISI implementation. Cardoso and
Faletto, Chilcote and Edelsteinu, among others, considered that
the results of such strategies have been the rapid expansion of
light industry without a parallel in basic production, the
penetration of multinationals stopping the emergence of national
industry, and a demographic expansion (with its subsequent
increase in poverty, migration, etc). Warren (1980), criticising
the distortions caused by badly implemented ISI policies, even
considered nineteenth century imperialism as a necessary step

23 have

towards development in the periphery. Several authors
pointed out the correlation between ISI and authoritarian
governments. Third World poverty is, in the view of the most
radical Dependency authors, a problem difficult to solve; some
writers support the rupture of all external 1links through
revolutionary processes and the implementation of planned

economies as the only alternative.26

Marxism was not the only perspective to observe the gap
between theory and praxis of the 1940s-60s benign state model.
Alternatively, Liberal economists and political scientists of the
1970s started to describe and to analyze conflicts coming from
the redistributive tensions of the welfare states. The US

Pluralist Liberal tradition offered a good theoretical background

2‘See Cardoso,F. and Faletto,F., 1969: Dependencia y desarrollo en
América Latina, Mexico, S.XXI; Chilcote,R. and Edelstein,J. (eds.), 1974:

Latin America: The struggle with dependency and beyond, Cambridge, Mass.,
Schenkman.

%0 Donnell, 1972; Malloy, 1977.

26For a review, see Bossert & Klaren (eds), 1986; Cardoso, 1977; Goodman
& Redclift, 1981; Hunt, 1989; Mendes, 1977; Roxborough, 1979; and specially
_Palma in Seers (Ed), 1981.
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for this.27

Liberal and Structuralist economists have also criticised
the degree of state interventionism recommended by previous
Development Economists. Thus, there were two main macroeconomic
orientations by the end of the 1980s within the main
international organisations. The Liberal approach defends the

need of major liberalisation and de-regulation processes and the
28

achievement of growth through export specialisation”. More
specifically, these measures should be accompanied by
implementing stabilisation plans, restrains on government

expenditure and supply-side reforms to reduce economic
inefficiencies. Privatising public assets, reducing labour
protection and in general cutting subsidies used to maintain
"uneconomic" activities, deregulating financial markets,
reforming the tax system, liberalising restrictions on foreign
trade and payments were the principal instruments ' to achieve
economic efficiency and macroeconomic stability. This view is
associated with the orthodoxy of financial international
institutions such as IMF, WB or IDB, although it cannot be
extended to all their departments, since some of their staff have
started to defend more structuralist policies in order to

sustain growth in developing countries.29

The alternative view, Neo-Structuralism or Neo-Keynesianism,

27The work of Olson (1965) was very influential in the development of
Public Choice theory and the analyses of rent-seeking groups and/or states
(Brennan & Buchanan, 1980; Conybeare, 1982; Krueger, 1974).

28See Krueger, 1986; Rottemberg, 1986.
29See the brief but condensed review essay by Sheanan,A. 1989: "Economic

adjustment programs and the prospects for renewed growth in Latin America",
in Latin American Research Review.
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agrees with neo-liberalism in that there is a need for restraint
in government spending and a need to achieve some specialisation
in the international market, but it also defends the need to
maintain some intervention in development strategy and social
matters. Neo-Structuralist authors are very critical of the role
of international agencies in developing areas, especially their
short-term policy recommendations: by placing too great an
emphasis on correcting macroeconomic stability, international
institutions are threatening economic survival in the long-
run.w Echoing Structuralists, Neo-Structuralists argued that
the state should be active in guiding the economic evolution of
a country. However, they place emphasis on cérrecting inequality
and rural poverty rather than being narrowly concerned with
industrialisation. Neo-Structuralist, also, attach greater
concern on macroeconomic coherence, give more attention to
diversifying export markets, to achieving regional integration
and to reducing particular trade restrictions, in part by the
application of more effectively targeted protectionist measures.
In other words, a selective policy of import substituting that

i Neo-Structuralism

is made consistent with export-promotion.
considers that private investment is not likely to happen the
given situation of developing countries in the 1980s, namely,
external debt, inflation, capital flight, world regionalism.
Therefore, these authors regard a new type of Keynesianism as the

best means of fostering Third World recovery after the

contraction during the so-called "The lost decade".

Without going into the adequacy of the liberalisation and

Vrishlow, 1988:62.
Mpfrench-Davies, 1988:41.
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economic deregulation strategies, the question which confronted
policy makers was that of the most effective manner of
implementing these policies. There have been two main points of
reflection, which are directly interconnected: the timing and
sequencing of reforms, and the distributional effects of
liberalising policies. An appropriate sequence of reforms was a
key factor in ensuring success. Economic analyses have argued the
case for both the necessity of implementing all the reforms
simultaneously (Sachs, 1991), others for adopting the reforms
gradually (Krueger, 1986, Michaely, 1986). The majority of
economists have argued that gradualism seems the most appropriate
option from a political point of ‘view, since the deregulation
measures lead not only to a regressive redistribution of income

3 Given that economic

but also to a fall in employment.
liberalisations had been initiated in parallel with democratic
transitions in the semi-periphery, the negative distributive
effects lead policy-makers to question how to manage the
political arena at the moment of policy reforms.33 As it will be
analyzed in the Spanish and Argentine cases, governments had to
make a decision about providing some strategic compensations to
secure the success of reforms. This leads to one of the key
paradoxes of the economic transitions in the 1980s, and the main
focal point of this research: it was the state that had to

organise the dismantling and de-regulation of state-centred

societies.

Y%Kkrueger, 1986; Michaely, 1986; Mussa, 1986; Wells, 1987.

YAtkinson & Micklewright, 1991; Greskovits, 1991.
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I.4. ARGENTINA AND SPAIN: REASONS FOR COMPARISON

Both Argentina and Spain are examples of peripheral
countries undergoing processes of liberalisation which have meant
the deregulation and dismantling of an old system of production
in favour of a new system with new priorities and new winners and
losers. This will be the central concern of this thesis. The
Spain under Franco (1939-75) and above all the Argentina under
Perén (1943-55) and later administrations (1955-76) were
paradigmatic cases of the forms of nationalism in the semi-
periphery. The comparison presents some problems due to the
differences that exist in the organisation of corporatism in the
two cases. Nonetheless, the focus of interest has been on the
processes of liberalisation: the way in which the role of the
state has been transformed, the impact of deregulation on the
various social sectors, strategies adopted by the various
corporate groups in the face of economic restructuring, the
political priorities and their implementation, and the form that
integration into the international economic setting has taken in

the two countries.

Patterns of accumulation in +the two countries show
interesting parallels in the last fifty years. However, there
were large differences before 1940. At the end of the nineteenth
century, Argentine exports were much more successful than those
of Spain: Argentina was regarded as one of the three fastest
developing countries of the time (with Canada and Australia).
The paradox, in historical terms, is that Argentina became
stagnant during the 1980s, while Spain began to be regarded as

one the fastest growing economies in the world.
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By the middle of the nineteenth century, Spain had developed
a few highly protected industries -iron and steel in the North
and textiles in Catalonia. There were some attempts to reduce
protectionism in order to develop a more competitive industry,

i did not allow coherent policy-

but political instability
making. Power alternated in swings between conservatives and
moderate liberals. The latter started some reduction of
protectionism in 1841-49 and in 1869, allowing foreign
investment, but this was reversed after 1891.“ It has been said
that Spain evolved directly from mercantilism to interventionism,
skipping the step of liberalism altogether.36 For Nadal (1975),

the Industrial Revolution did not happen in Spain until the mid-

twentieth century.

The radical nature of the economic and political
transformation in nineteenth century Spain is understandable
since the independence of Latin America had cut the normal flow
of revenue available to the Crown. The government became highly
indebted, and the pressure to create some domestic wealth grew.
However, Spain lacked many of the necessary elements for an
industrial revolution. Technology was underdeveloped, natural

resources little exploited, entrepreneurial initiative was

34Between the first Borbon restoration in 1814 and the second Borbon
restoration in 1875, Spain suffered two civil wars (1833-40 and 1870-75), six
constitutions, thirty-five military coups, the abdication of four
kings/queens, one revolution (1868) and one republic (1873-74, which in less
than a year had four presidents). The twentieth century has not been a case
of stability either: although the governments managed to avoid intervention
in the two World Wars -which, in fact, reinforced Spanish political and
economic isolation-, the country experienced two episodes of monarchy (Alfonso
XIII and the current king Juan Carlos I), two dictatorships (Primo de Rivera
and Franco) and a parlamentary republic which ended in a civil war in 1936
(Arango, 1978:20).

35Fontana, 1973.
W¥ramames, 1986:201-212.
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regarded as sinful, the country lacked capital, and domestic

3 The main resources of Spain were

markets were very limited.
agricultural (wine, wheat, olive o0il, citrus) and mineral
production. But mining and agriculture were constrained by the
backwardness of the productive system despite a partial agrarian
reform implemented during the nineteenth century by successive
liberal governments. Although this primary production generated
some exports, national development was sluggish and integration

into the world economy limited. Spain remained one of the most

backward European countries up until the 1960s.

Argentina began to specialise in export production a few
decades after independence from Spain, expanding into the rich
Pampa region. By 1880 it was already competitively exporting
primary goods, mainly animal products and cereals. By the end of
the nineteenth century, the main export market was England, which
had become the world’'s principal net importer of foodstuffs.
Economic relations between these two countries did not end there:
Argentina’s lack of capital was supplied by Britain in the form
of investment in railways, docks, meatpacking houses, shipping
firms, banking and public utilities. The only domestic industry
was associated to processing products from the countryside -wool,
beef, sugar, wine. Goods were imported from Europe. As in Brazil
and Mexico, the Argentine political elite did not have any doubts
about the virtues of international specialisation based on the
country’s comparative advantage. By the beginning of the
twentieth century, even trade unions believed in the benefits of
economic liberalism. However, Argentina’s integration into the

world economy meant dependency on European demand. Any

37Harrison, 1990:82-86.
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fluctuation abroad translated into sharp domestic repercussions.

This dependency became clear after the First World War.

The conjuncture of the 1930s crisis and the Second War World
badly affected the two countries. Its impact spread doubts about
the adequacy of an out-ward oriented model of development in
Argentina, and reinforced interventionism and isolation in Spain.
With the governments of Farrell and Perén in Argentina (1944-55)
and Franco in Spain (1939-75), the countries initiated autarkic
policies, based on the transfer of agricultural income to
industry and import-substituting industrialization (ISI).
Although the two countries had different backgrounds, the

policies of autarky presents a starting point for comparison.

The governments of Colonel Perén and General Franco had yet
other common aspects. They were backed by the military, who
monopolised major civilian offices. Authoritarian measures,
though, were more rigid in Spain since the country was just
emerging from a civil war. Politically, both are examples of
populism. Demagogic nationalist rhetoric was the main technique
of their discourses. Ideologically, Perén and Franco regarded
themselves as "national saviours", rescuing their countries from
the "international red-jew-masonic concubinage" and from "the
dangers of treacherous 1iberalism"“. National reconstruction
was based in a new multiclass corporatist society, where the
state played a central role. Trade unions were encouraged, but

only those backed by the state”, the state provided social

38Fascist slogans of the early Franco government.

39Sindicatos verticales (vertical trade unions), where workers could
meet "freely”" with the joint assistence of at least one employer, one member
of the police and another from the church. Any other form of labour
organisation was repressed (Spalding, 1977; Giner & Yruela, 1988:67-124).
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security and the benefits of a welfare system . The "New Order"

was inspired by fascist societal precepts of the 1930s.

The economic performance of the two countries in the 1940s
supposed an improvement compared to the 1930s. However, by the
early 1950s it became apparent that expansionary policies were
not sustainable. In Spain, Falange officials found an opposition
in Opus Dei. Opus Dei ("God’s Work", popularly known as "The Holy
Mafia") is a religious group whose members belong primarily to
the commercial and financial elites. Their ideology is committed
to economic liberalism combined with strict moral puritanism.
Franco seemed to have been convinced of the need for alternative
developmental programmes, and thus he started substituting
Falangist ministers with Opus Dei members. The Vatican’s approval
of this group may have been an imbortant factor for this change.
The Opus Dei project involved a continuing commitment to
industrialisation while stressing also the need to reduce
regional differences and social inequality. Regional imbalances
were never corrected, but there was a successful enlargement of
the domestic market. On the other hand, Opus Dei considered it
necessary to finish with autarky and progressively to open Spain
to the world economy, that is, to Europe. In 1962, Spain
attempted to incorporate into the EEC. However, the application
was rejected for political reasons. Spain’s admittance into the
Community had to wait for twenty-three more years. In the
meantime, Spain provided Europe with low cost labour, inexpensive

holidays, cheap raw materials and, specially, a growing market

wThis was much developed in Argentina than in Spain. As it can be
observed in the statistics, Peron’s economic management was further better
than Franco's, whose main worry seemed to be "el mando" (the authority). This
emphasis on welfare can also be appreciated in the name of Peron’s party
("Justicialist") compared to Franco’s Falange (phalanx, line of battle).
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for EEC exports.

In Argentina, Perdn left government after a faction of the
military threatened him, accusing him of both political and
economic mismanagement. The Second Five Year Plan (started 1952)
made Perdén unpopular since it cut expansionary po'licies and
included a two-year stabilisation plan. Politically, the military
were affronted by Perdn’s proposal that his wife Evita should
stand as vice-presidential candidate in the 1952 election and by
his anti-church policies“. The hard-line general Aramburu came
to power in 1955 to eradicate Peronism and to restore conditions
for democracy in Argentina. Most of Perdn’s political policies:
were reversed. Economically, few steps were adopted. There was
a devaluation and the renegotiation of many of Argentina’s
bilateral debts. Finally, elections were held in 1957. The new
president, Frondizi, was a professor of economics committed to
the national development of Argentina, and convinced that his
mandate was going to be shortened by military intervention -as
it so happened. His ambitious economic programme had to be
implemented under time pressure. This became a common feature of
later presidencies; it makes an important difference in
comparison to the Spanish case, where Opus Dei controlled power
until the end of the dictatorship in 1975. On the contrary,
Argentina had ten further presidencies until democracy . was

restored in 1983, alternating military and civilian governments

(table I1.2).

41Contrary to Franco’s evolution, Peron became more radical in time
with respect to the military and the church. Measures against the latter
included legalisation of divorce and control of religious schools; this caused
turmoils which ended in the Vatican excommunicating the entire Peronist
governmental cabinet.
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TABLE IT.2.:

Argentinian and Spanish
PrPresidents.

-
YEAR ARGENT I NA SPAIN )
1935 (...) A.P.Justo (...) Second Republic

* 1936:R.M.Ortiz * 1936-39: Civil War
1940 * R.S.Castillo * 1939: Gral.F.Franco
*¥ 1944: E.J.Farrell Falangista (=fascist)
economic team
1945 * J.D.Peron
1950
1955 * E.Lonardi
* 1958: Frondizi Opus Dei economic
team into government
1960

* 1962: J.M.Guido
* 1963: A.lll1a

1965
*¥ 1966: J.C.Ongania
1970 ¥ R.M.Levingston
*¥ 1971: A.A.Lanusse
* 1973: J.D. Peron
1975 ¥ 1974: |sabel de Peron
* 1976: J.R.Videla *¥ 1977: A.Suarez
1980 * 1981: R.viola/L.Galtier i
* 1982: R.B.Bignone * 1982: F.Gonzalez
* 1983: R.Alfonsin
1985
* 1989: C.S.Menem
. J

The new government teams in Spain and Argentina began to try
new ways of encouraging industrial development. Frondizi (1958-
62) in Argentina and the Opus-Dei backed technocratic elite in
Spain (1959-75) leaned more in the direction of moderate
nationalism combined with some economic 1liberalism. Their

programme involved opening up the economy, reducing government
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controls and trying to eliminate the most serious economic
distortions. There were agreements with the IMF in 1958 in both
countries. Stabilisation programmes succeeded in Spain (1959) and
later Argentina under the military government (1968-69). The idea
was a "developmentalist" one, trying to encourage a more
integrated national economy but still rejecting the concept of
an international division of labour. Agricultural development
would follow the same path as industrial expansion -neither
having a preferential treatment, nor subsidising other sectors.
The main methods of financing such developments were foreign

direct investment, taxation and sovereign debt.

The periods 1958-76 for Argentina and 1959-77 for Spain are
ones of relatively moderate interventionism, in parallel with the
Keynesian policies adopted in developed countries at the time.
The period of the 1960s did not see a radical change from
previous interventionist measures but a correction of them. These
measures did not work so well as in post-war Europe because of

t and the mismanagement of resources.

the scarcity of means
Stronger liberalising measures, in accordance with the world
trend, were applied in the following years, under military rule
in Argentina (1976-81) and under democracy in Spain (1977- ).

As mentioned above, the process and the way in which these

428pain.was not included in the European Recovery Program (Marshall Aid)
by a UN decision in 1946 to institute economic sanctions to Spain, and
ratified by US Senate and House of Representatives in April 1948 (not removed
until 1953). After the defeat of Mussolini and Hitler, Franco’s Spain was
ostracised by the international community, being the only exception Argentina.
During 1947-49, Peron’s government lent Spain $264.3 million, which Franco
used to buy Argentinian wheat, maize and beef. Diplomatic relations were not
better between Argentina and the US. Although the UN did not decide to boycott
economicly the country, diplomats made clear the US dislike of Peron’s
government. However, the Cold War changed US policy. Franco and Peron’s states
were tolerable in the view of USSR expansion, and they were granted with
loans; this aid, though, had never the importance of previous Marshall Plans.
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liberalisations were implemented will be a central point of this
study. What the Argentine economic evolution suggests is that
interventionism was preferable to a badly implemented
liberalisation. Contrary to Waisman and most liberal social
scientists, whose thesis is that interventionism/ISI have been
the cancer of peripheral and semi-peripheral countries (Waisman,
1987), the Spanish case could show that a good transition from

IST may be a good path of development.

On the other hand, both countries had a democratic
transition: Spain in 1975-82 and Argentina in 1982-89. Economic
liberalisation had two important costs for both nations. One was
the loss of some control of macroeconomic policy, compensated by
economic success. The second has been a social cost, which has
endangered political liberalisation of the countries.
Stabilization programmes and reduction of protectionism implied,
paradoxically, a worsening of the population’s living standards,
when democracy was raising expectations. In both cases, the new

Presidents were unable to carry out their electoral promises.

The comparison between Spain and Argentina is relevant since
the two countries show a similar background in economic policy
during and after the 1940s-50s. It is not possible to accompany
this description of policies with statistical results givep the
unreliability of data for this decade. Tables I.1, I.3 and I.4
and figures I.1 to I.6 show some comparative basic indicators
from 1950/55 onwards. Figures I.1 and I.2 show almost identical
economic structures for the two countries in 1953/4. On the other

hand, Argentina was more integrated into the world economy, as
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TABLE I.1.:

ARGENTINA AND SPAIN: MAIN INDICATORS, 1950-80.

ARGENTINA‘ SPAIN
YEAR A : -
REAL WAGES UNEMPLOY. INFLATION POPULAT. | REAL WAGES UNEMPLOY. INFLATION POPULAT.
1974=100 % active (%) (000) 1974=100 % active (%) (000)
labour labour
force force
1950 145.3 7.2(*) - 15,893 - 2.8(*) - 27,800
1955 122.2 - - 17,070 - - - 29,250
1960 100.0 - - 20,669 62.0 - 1.8 30,400
1965 122.6 5.5 - 22,352 49.8 - . 9.7 31,600
1970 118.7 5.4 21.7 23,748 176.8 4.1 6.6 34,000
1975 100.0 5.3 335.1 25,383 100.0 16.1 24.0 35,800
1980 128.1 3.2 87.6 27,863 121.4 19.8 _ 15.5 37,600

Sources: Argentina: real wages- INDEC in BAC, 1982; unemployment- INDEC in BAC, 1982; inflation-
Dornbuch & De Pablo, 1988.
Spain: real wages- Ministerio de Trabajo in Tamames, R. 1986; unemployment- INE in
Rodriguez, J. 1989; (*) UN statistics; Inflation in Rodriguez, J. 1989.



TABLLE I .3. =

Argentina and Spain:
capita and its components,

80, in 1975 USS.

real GDP per
1950—

ARGENT | NA SPAIN
veaRs | RDGPPe % C % 1 % GOV RGPpc % C % % GOV
1950 1877 73 14 13 1163 76 15 5
1951 1981 70 20 12 1347 75 16 S
1952 1783 71 18 13 1403 77 14 o
1953 1829 68 18 12 1340 75 16 °
1954 1886 71 17 12 1506 74 17 S
1955 2000 - 72 18 11 1576 74 18 5
1956 1961 71 16 13 1680 74 19 5
1957 2025 72 17 11 1734 73 19 5
1958 2136 72 17 11 1795 73 20 5
1959 1975 71 23 12 1753 75 17 5
1960 2134 66 23 12 1737 72 18 5
1961 2275 68 22 11 1932 71 20 8
1962 2152 67 19 11 1098 70 22 g
1963 2043 69 21 11 2281 71 23 8
1964 2237 69 21 10 2382 71 23 g
1965 1392 69 21 9 2550 70 26 3
1966 2359 70 19 10 2730 65 27 -
1967 2391 69 20 10 2811 71 25 >
1968 2471 69 21 9 2916 70 25 .
1969 2655 67 23 9 3108 70 25 >
1970 2750 67 24 9 3231 69 25 &
1971 2901 62 27 11 3337 69 23 3
1972 2968 62 26 12 3587 69 25 >
1973 3045 63 24 12 3841 69 26 2
1974 3202 65 24 12 4031 68 27 7
1975 3159 66 23 12 4032 69 26 5
1976 3004 61 25 12 4111 70 25 g
1977 3071 57 28 11 4159 70 23 8
1978 2903 57 27 12 4187 70 22 8
1979 3148 58 28 12 4233 70 22 8
1980 3209 58 30 12 4264 70 22 qJ

RGDPpc -~ Real GDP per capita
% C - Percentage of RGDP
% | - Percentage of RGDP
% GOV - Percentage of RGDP

SOURCE: Summers &

into consumption
into investment
into government

Heston,

1985.



TABLE I .4.:

Argentina and Spain:
industrialisation,

indexes orf
1L9S50—80 .

,
ARGENTINA SPAIN
YEARS I.I1.P. PG I.L.pcC I.1.P. PG I.L.pc.
1950 100 100 100 100 100 100
1851 102.6 102 100.6 104 .5 100.9 103.5
1952 100.7 104.1 96.7 125.8 101.7 123.7
1953 100.1 106.2 94 .2 126.1 102.6 122.9
1954 108.1 108.3 - 9.8 135.4 103.4 130.9
1955 121.3 110.3 109.9 145.9 104.2 140.1
1956 129.7 112.3 115.5 159.9 105.1 152.3
1957 139.9 114.3 122 .4 174 .9 105.9 165.1
1953 151.6 116.3 130.3 191.3 106 .8 179.1
1959 135.9 118.2 114.9 193.9 107.7 180.1
1960 149.6 120.1 124.5 190.6 108.7 175.3
1961 164 .5 122.1 134 .8 226 .1 109.7 206.1
1962 155.5 123.8 125.6 250.8 110.8 226.3
1963 149 .2 125.6 118.8 262 .8 112.1 234.6
13964 177 .3 127 .4 139.2 285 .4 113.2 252.1
1965 201 .8 129.2 156 .2 335.3 114.5 2%92.8
1366 203.1 131.1 155.1 358.1 115.7 309.5
1967 206 .2 132.8 185.2 379.7 117.1 342.2
1968 219.6 134.7 163.1 410.7 118.4 346.9
1969 243 .4 136 .5 178.3 476 .7 119.8 397.9
1970 258.8 138.4 186.9 532.4 121.2 439.2
1971 274 .7 140.2 195.9 542 .2 122.5 442 .6
1972 285.7 142.2 200.9 614.5 123.8 496 .3
1973 297 .1 144 .1 206 .2 653 .3 125.1 522.2
1974 314.4 146.1 215.3 721.2 126 .4 570.5
1975 306 .4 147 .9 207 .1 706 .8 127.7 553.4
1976 297.1 149.9 198.1 729.8 129.1 565.7
1977 320.3 151.8 211.1 725.7 130.3 556.9
1978 286.5 153.8 186.2 701.1 131.6 532.7
1979 315.7 155.8 202 .6 740 .1 132.8 557.3
1980 303.6 157.7 132.5 768.7 134.1 573.2
1P - Index of Industrial Production (1950 = 100)

PG - Population Growth (1950 = 100)
ILpc - Industrialisation Level per capita (1950 =100)

SOURCE: Argentina in Feldman & Sommer, 1986, p.22
Spain in Carreras, 1989, p. 193.
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can seen in the imports/exports columns in tables II.3—II—5“.

Differences started arising in 1963. It is then that Spanish
GDP per capita Dbegins to overtake that of Argentina.
Nevertheless, the existence of different demographic conditions
should be pointed out. The Argentine population grew 57.7%
between 1950~80, while the Spanish increased only by 34.1%. Table
1.3 also shows the components of real GDP per capita. Private
consumption has been of less importance in Argentina than in
Spain, especially after 1976; also, the Argentine government has
absorbed more resources than the Spanish. However, the proportion
of real GDP dedicated to investment has been higher in Argentina
than in Spain (table 1I.3). The effects of this on the
industrialisation of the two countries can be observed in table
I.4. Overall, Spain shows higher rates of industrial growth but
it must be remembered that at the beginning of the period
Argentina was much more industrialised than Spain, hence it may
be expected that the lower starting point would be reflected in
Spanish growth rates. In fact, the sectorial distribution of
eéonomic activity shows than the role of industry has always been

higher in Argentina than in Spain (figures I.1-1.6).

These expansive policies found their 1limits in the
imbalances of the Current Account. The constant increase of
imports was not matched by export growth, especially in Spain
(table II.3 and II1.4). The main sources of foreign currency were
agricultural exports in Argentina, tourism and workers’
remittances in Spain. By the 1970s, domestic and foreign debt

would assume an important role.

43See annex.
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In 1975, Spain had five times the GNP of Argentina, although
Spain also had more serious Balance of Payments problems and
rising unemployment. At the time, both countries were suffering
high inflation, economic distortions, debt and ©political
instability. Although their rates of inflation were of very
different magnitude, it should be noted that Spain was one of the
main world borrowers in the period 1975-80 (table II.2). However,
the consequences of her indebtness differ greatly for the rest

of the developing countries. In the 1960s, Argentina had a higher

TABLE II.2.:

Debt indicators for five large
debtor countries: guantity debt —+
A e bt s ervice/  exports
(percentage), 1972—-—S8S21.

1973 1975 T 1977 1979 1981

1 i 1 1 1 1 ] T, 1 1 1
i | ' i 1 1 1 i ] ( '

COUNTRY bs dsX b$ d/X bs d/X bs d/X b$ ds/X
1 1 1 i 1 1 1 1 1 1 1
i ‘ ] i ' ' ' 1 ( 1 '

BRAZIL 13,8 36,7 23,3 40,8 35,2 48,7 57,4 65,6 75,7 66,9
1 ] 1 1 1 1 1 1 1 1 ]
' ' ! ' ' ] ' ' i ' ]

MEXICO 8,6 28,7 16,9 30,3 27,1 53,6 40,8 67,7 67,0 48,5
1 1 1 1 1 1 1 1 1 1 ]
1 1 1 1 ' ' 1 ‘ 1 ' 1

ARGENTINA 6,4 19,9 7,9 31,9 9,7 19,1_19,0 21,3 35,7 37,5
1 ] 1 1 ] ] 1 1 1 1 i
i ] 1 ' 1 1 ' ' i 1 '

SPAIN 5,7 5,2_10,7 9,3_16,3 13,3_22,2 15,7_33,2 19,0
] i 1 1 1 ] 1 v 1 1 ]
1 ! l ‘ 1 1 ] ' 1 ' 1

KOREA 4,6 11,5 7,3 12,5 11,2 10,2 20,5 13,9 31,2 18,8
! ! 1 ' v ' ! ' ' !

SOURCE: Cline,M. 1983.

proportion of equity than debt, while Spain seems to have been

the opposite. The interesting point comes in the 1970s, when
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Argentina preferred debt to equity (FDI) in order to have more
control of economic activity; paradoxically, it turned out to be
the opposite with the 1982 debt crisis and a loss of economic
sovereignty to the IMF., Spain shows a more balanced ratio between
debt/equity in the 1970s which may explain part of the success
in Spanish. This difference in patterns of foreign capital inflow
appears to stem from a deliberate policy preference, illustrating
that a relatively slow transition from interventionism to

liberalism may be a good path of development.

By the 1980s, Spain had seven times the GNP of Argentina and
was much more integrated into the world economy. Spain had also
changed the structure of its economic activity, reducing
agriculture and expanding services. Argentina, on the contrary,
maintained its economic structure, but also the slow rate of
growth. Hyperinflation was reduced but not solved, and real wages
show a dramatic decrease. The reasons for this different

evolution will be the core of this study.

However, there are problems involved in such a comparison.
Argentina’s difficulties lasted longer and were more intense.
Although the history of Argentina after 1958 is one of economic
reform, it has two periods of [moderate] reversal (1963-66 with
Illia and 1970-74 with Levingston, Lanusse and Perén). However,
the common factor to all Argentine administrations along these
four decades has been -like Spain- the desire to promote

industrialisation.

On the other hand, political 1life has been much more
unstable for the Argentine; as a reference, there were twelve

different governments in the period 1958-82 (table 1I.2).
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Political repression was also more intense in Argentina than in
Spain -especially after the military coups of 1966 and 1976.
While in Spain the government seemed to have liberalised to
achieve growth and thus legitimacy, the belief in Argentina was
that liberalisation could not be carried out without social
repression. This difference may give important insights to

correct O’Donnell’s theory of bureaucratic authoritarianism“.

Another difference is that the Argentine was more developed
and integrated into the world economy in the 1950s than Spain.
Also, the proximity of Spain to the EEC raises the question of
the advantage of proximity to a prosperous market. Nevertheless,
a cross-country approach appears interesting since the
comparative examination of certain systematic similarities/
differences can generate insights or suggest hypothesis to enrich
the specific studies on both nations. Applying concepts and
methods used for Third World analysis to Spain may discover new
aspects of the recent developments of the country, and vice-

versa.

I.5. THE RESEARCH: OBJECTIVES AND METHODOLOGY

Given that the main concern of the research 1is the
transition from state-centred societies to less interventionist
systems, the analyses has focused on the dismantling of import-
substituting industrialisation and the changes in industrial
protection, the core of economic nationalism in semi-peripheral

countries.

There were many similarities between the industrial

Ho'ponnell1, 1979.
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structures of Argentina and Spain in the 1970s. The range of
industrial production was very wide due to prevailing policies
of import substitution. Domestic companies manufactured items
from toothpaste to military machinery. At the end of the 1970s,
the perception of the crisis in production was similar in Spain
and Argentina. Economic backwardness was perceived as a lack of
openness to the world market, and associated with problems of
both an over-protected and inefficient manufacturing industry and
a rigid labour market. Both countries had undertaken ISI
policies, reinforced in the 1960s with the developmentalism of
Frondizi and his successors in the Argentine government, and by
indicative planning in Spain. Only brief periods of the stabili-
sation plans had interrupted the ISI pattern. In Spain, there was
only one such interruption, in 1959. However, these periods of
contraction never lasted more than three years, giving way to a

new period of expansion -"stop-go".

In continuation, there was a definite realisation on the
part of Spanish and Argentine policy makers that the strategy of
ISI was becoming exhausted and there was a need to change the
pattern of development. It is interesting to note that the
literature of the period 1973-88 in both countries refers to
crisis. Only very recently has the literature begun to analyze
the situation from the point of view of economic change and
industrial reorganisation. The increase in the price of oil
provoked the OECD countries to bring about changes in industrial
structure. Spain postponed the adjustment because of the
political conjuncture. The tensions of the transition to
democracy caused the government to raise wages. This meant that
the Spanish economy ended the 1970s with very high costs and many

companies 1in crisis. Since the government gave priority to
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politics over economics, the state adopted a protective role for
many of these industrial sectors, which were absorbed by the
National Institute of Industry (INI). In Argentina, the crisis
was overcome by companies accruing debt at a time of negative
real interest rates, as it will be seen in chapter II. At this
time, neither Spain nor Argentina had seriously confronted the
questions of industrial restructuring, raising productivity and

industrial competitiveness.

Industrial restructuring would not take place until the
1980s. The difference between Spain and Argentina does not lie
in the diagnosis of the problem but rather in the solutions
adopted by each country. In both, the state played an
interventionist role but, as this thesis will conclude, the
Spanish state played interventionism to a much higher degree than
the Argentine state, which found itself without resources due to
external indebtness. In both cases the strategies of industrial
policy had been conditioned by global macroeconomic policy, with
priority given to anti-inflationary measures and the reduction
of the public sector deficit. In Argentina these emphases have
been of a far greater magnitude than in Spain. This explains why
the tools used to bring about restructuring in the Argentine case
were focused on opening up markets. These industrial policies
combined a process of tariff reduction with various measures to
stimulate investment (tax holidays, extraordinary credits,
regional incentives for areas most affected etc). In both
countries, the results have been a process of economic concen-
tration and centralisation, the business strategies of the SMEs
being more often closure, increased debt and the growth of the
black market economy. In the same way, the absolute losers of the

new industrial situation have been the workers, especially in the
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Argentine case, who have lost the benefits provided by a

corporatist welfare state.

The question of the allocation of public funds is central
to the subject of transition from interventionism. State
administrations are reducing and/or altering the scope of their
activities. In which sectors was/is protection going to be
reduced the most? Which groups are to continue to receive state
funds, and which ones are to be abandoned to market forces? How
can state-centred societies 1legitimise the dismantling of
protection to some social/economic sectors? What new economic
groups will take shape in a system that is more integrated into
the international economy? What will remain, and what will be
created as a result of new strategies? Is there a strategy of

industrial promotion in the granting of public assistance?

The available sources for this analysis are as follows. For
Argentina, there are the industrial census for 1973 and 1984, the
only ones available for the past 20 years. This information has
been supplemented with reports from UN ECLA in Buenos Aires,
CEDES (Centre for the Study of State and Society), the Ministry
of the Industry, FLACSO, Mediterranean Foundation, and studies

% with

by the University of Buenos Aires. Also, 29 interviews
various company directors, business and trade union associations
in the key sectors (vehicle production, steel and food as well
as the textile sector), functionaries from the Ministry of
Industry and the other centres listed above. In some of these

interviews, statistics were disclosed on sub-sectors over a

longer time period (1984-91), which will be added to the official

458ee annex
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series of the industrial census.

For Spain, the system of information on the industrial
sector is different. It began with the census carried out in
1978, which has been complemented in the annual industrial
surveys. The 1978, industrial census brought together information
on 190,262 firms, whereas the industrial survey of 1988 only
covered 161,467 companies. This is due to the growth of the
informal sector in the last decade, as well as the lack of
replies, estimated by the National Institute of Statistics (INE)

6 The surveys come out more often than is the

at 20 per cent.
case for the Argentine industrial census, but the Spanish surveys
are less representative. The information comes from the Ministry
of Industry and the INE. In addition, this research draws on 17

i with members of employers’ and trade union

interviews
organisations, the National Institute for Industry (INI),
functionaries with the Ministry of Industry, the Bank of Spain
and academics at the Universidad Complutense in Madrid. Some of

these institutions have given supplementary information and some

of the series will be extended in time.

Since the point of comparison between Argentina and Spain
is to understand the reorganisation of the productive network
that has taken place through the process of economic
liberalisation, a direct chronological comparison (ie Argentina
1984-Spain 1984) is by no means the most appropriate. Thus, the
data do not end with the last year of material available for

Argentina, but rather all the available data for Spain are also

46Calculating this 20% would bring the total number of "formal"”
businesses in Spain at 193,760

478ee annex.
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included.

Regarding the literature on this subject, there are two well
noted tendencies regarding the analysis of the changes in the
structure of production in the two countries. For Argentina, the
leifmotiv is the analysis of the period 1978 onwards as a
catastrophe for domestic industry. This was due to the changes
in economic policy, the suddenness of 1liberalisation, the
economy’s new openness, as well as a long period of inflation
culminating in two cases of' hyperinflation. For Spain, the
general tendency is to see the entry into the EC as the defi-
nitive beginning of the longed-for economic development. Both
positions contain an element of truth, but are cliches which need
to be corrected. As will be shown, the period 1980-90 was a
period of restructuring of production in both countries, not an

entry into an economic hell or paradise.

From an ideological point of view, the Argentine literéture
is much more polarised than the Spanish, and is more coherent
methodologically, and therefore easier to classify. The dominant
emphasis is nationalist, with Marxist (mainly from ATE”) and

structuralist (UN ECLA”, CEDESW) variations. There are also

48State Workers Association (ATE, Asociacion de Trabajadores del
Estado). See Lozano et al, 1990; Feletti and Lozano, 1990. Some "free-riders"
should be included into this group: Azpiazu (especially Azpiazu, 1991),
Basualdo (i.e. Azpiazu and Basualdo, 1989, and Basualdo (1991) for ATE), and
some analysts linked to smaller research foundations, such as Calcagno,
Khavisse and Peralta-Ramos.

49In 1991, the Industrial Economics team of UN ECLA Delegation in Buenos
Aires was directed by B.Kosacoff and integrated by Azpiazu, Bisang, Carciofi,
Gatto, Gutman, Kantis, Katz and Yoguel.

50Centre for the Study of the State and the Society (CEDES, Centro de
estudios del Estado y la Sociedad). See the works by Canitrot, De Riz,
Fanelli, Feldman, Frenkel, Machinea, Mazzorin and Rozenwurcel. Besides them,
other institutions should be mentioned: CIEPP (Acufia, Goldbert), CISEA (Ala-
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research centres that are radically neo-liberal (Mediterranean
Foundation). It is possible that the ideological polarisation is
due to the fact that the majority of academics have been involved
or are still involved in policy-making. UN ECLA and CEDES were
associated with the Alfonsin government, whereas the Medite-
rranean Foundation is now associated with the Menem administra-
tion. The studies published by the Secretary of Industry are more
technical, and thereby lose in terms of analytical richness.,
Moreover, the Argentine literature is more likely to incorporate
political factors 1in economic analysis and vice versa. The
majority of studies look at the role of pressure groups,

employers’ organisations, unions and the government.

In Spain, the style tends to be rather homogeneous, a
technical approach of a liberal nature. There is a surprising
lack of concern for political questions in economic texts. Even
the theme of economic policy is approached from a very clinical
point of view. The majority of the studies are commentaries that
draw extensively on statistical sources, the calculation of
future projections and the elaboration or comparison of models.
This seems to be related to the contemporary ethos in Spain.
While the 1970s were a time of ideological polemic and criticism,
with the consolidation of democracy and integration into the EC,
it seems to have been agreed that an allegedly post-ideological
era has been entered. There are exceptions, like M. Navarro’s

analysis of industrial rationalisation51

52

or some of the studies

collected by Etxezarreta'™ which are more critical and focus

Rué, Lavergne, Huici, Jacobs, Palomino, Schvarzer).
51Navarro, 1990.
52Etxezarreta (ed), 1991,
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more on the contradictions and consequences of the economic
transformations that have taken place over the past 20 years.

5 claim to base their work on a Marxist

Brana, Buesa and Molero
methodology but the result is closer to structuralism than to any
other form of analysis. Fuentes Quintana always puts forward a
multidisciplinary approach, drawing on insights from -above all-
sociology but rarely discussing politics. Tamames began with
studies of economic power and continues  to present a very
critical marxist viewpoint with respect to the Franco regime“,
but he does not maintain this perspective in his analyses of
Spain under socialism. On the other hand, there are no attempts
to analyze the economy on the part of sociology or political
science. Even the studies on trade unions usually restrict
themselves to questions of social pacts, the size and
representativeness of the wunions and so forth”, but these
studies fail to comment on economic policy in the way that the
Argentine studies do. One of the few exceptions is Maravall,

whose political sociological analyses always include economic

factors.

I.6. STRUCTURE OF THE RESEARCH
The book is divided in six chapters. Following this general
introduction, chapter 1II explains the evolution of the

international economy 1970s-90. The section does not only provide

53Buesa and Molero, 1988; see also Brafia, Buesa and Molero, 1984: El
estado y el cambio tecnolégico en la industrializacién tardia. El caso
espaflol., Madrid, Fondo de Cultura Econémica; Brajia, Buesa and Molero, 1979:
"El fin de la Etapa nacionalista: industrializacion y dependencia en Espaiia"
en Investigaciones Econdémicas, 9, Madrid.

54Tamames, 1979 ans Tamames, 1989.

55Most of the studies included in Miguelez and Prieto (1990) are an
example of this.
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the setting in which Argentina and Spain developed, but also the
intention of the chapter is to understand these countries as part
of the world semi-periphery. Their processes of stagflation,
external debt, regional integration, stabilisation and
liberalisation. In one sentence, the dismantling of economic

nationalism is a feature shared by many countries in the 1980s.

Chapters III and IV are detailed analyses of the Argentine
and Spanish economic and political transitions from 1975 to 1990.
Both chapters have similar structures. They open with brief
historical descriptions of the logic of their domestic statist/
nationalist systems up to 1975. Following this, an analyses of
the dismantling of these interventionism is presented, breaking
down the transitions to more liberal systems into their different
phases. The main points of attention are the attempts to
implement adjustment prlans, reform of the state, the
stabilisation of financial sectors, tax reforms and social
bargaining conflicts. In the light of the two cases studied, the
conclusion about de-regulatory strategies is that discriminatory
gradualism is the most appropriate strategy in political ternms.
In carrying out such a strategy a government has to choose whom
to hurt and whom to protect in order to guarantee the success of
the economic transition. It has, in short, to discriminate on
political as much as economic grounds. In this, governments had
different alternatives, but both in the Argentine and Spanish
cases the preferred policy option has been of a anti-inflationary
nature. This is understandable given recent macroeconomic
evolution -especially for the Argentine; however, by adopting
deflationary measures, governments have dampened domestic
industry and employment. SMEs and workers are the absolute losers

of these economic transitions.
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Following on from this, Spain and Argentina’s new productive
structures are analyzed in chapter V and VI, looking at
industrial policy, the industrial restructuring programmes, the
new level of integration into the international economy, the
separation between industry and finance and the increasing role
of the tertiary and informal sectors. Namely, the structural
changes that have taken place in both countries as a result of
economic liberalisation, and the re-insertion of Argentina and
Spain into the world economy. The analysis of the policy-making
process of industrial re-structuring in the two cases evidence
the paradox that it has been the state itself which has had to
prlay the leading role in reducing state intervention, in such a
way that the rhetoric of liberalisation is out of line with the
state’s actual discretional "dirigisme" over the economy. States
have been selective when dismantling state protection. The
degree, timing and even the promotion has not been equal for all
economic sub-sectors. De-regulation has been selective and
discriminatory; the most adequate term is "re-regulation" of a

new national economic system.
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CHAPTER II: THE WORLD ECONOMY

This chapter will describe the international setting in
which Spain and Argentina have developed. It will examine some
theories of the evolution of contemporary political economy,
analyzing the effects that these changes have had on the two
countries. Both Argentina and Spain belong to the periphery of
the world economy, and therefore their degree'of control over
international economic flows is reduced. In addition, since both
éountries have liberalised part of their economies, external
dependency has increased. Thus, the chapter opens with a review
of the phenomena of inflation and recession in the 1970s. The
following sub-sections present an analysis of the external debt
crisis and the processes of regional integration which took place
in the 1980s. One of the central hypotheses of this thesis is the
importance of geopolitics in the economy. The proximity of Spain
to the EC has been one of the key factors in its recent

development.

On the other hand, three decades of strong state
intervention have left an important legacy in Argentine and
Spanish policy-makers. Most of the policy options presented in
this chapter resulted from deliberate decisions by the countries
not to adjust existing strategies to new international
conditions. Analyzing policies such as Spain’s decision to apply
for membership of the EC or the sudden liberalisation essayed in
Argentina after 1976 simply in terms of liberalism or
interventionism may obscure rathef than illuminate the nature of
these policies. The 1970s witnessed the abandonment of a system

of fixed exchange rates which involved the devaluation of the US
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dollar. These conditions necessitated a response by Spain and
Argentina. But it is facile to interpret those responses crudely
as evidencing a return to liberalism and internationalism on the
part of the two countries. On the contrary, de-regulation in some
areas and an opening to the world economy in various sectors was
accompanied by new forms of control and intervention in others.
In abandoning some industries or social groups to market forces,
governments nevertheless continued to support those sectors

deemed to be of "national interest".

This emphasis given to the interaction between international
factors and state action does not allow to frame this study in
a pure Structuralist, Dependentist or World-systems analysis. The
importance that Dependentist and World-systems authors1 give to
the international division of 1labour in the core-periphery
relations, may be applicable for Spain but less so to the
Argentine. Yet, although states may play and adapt to the
changing international scenario, the ability of any single state
to transform the situation is constraint by its position in the
international balance of power. A clear example of this will be
examined in the external debt crisis. Latin American states were
aware of the possible solutions, including default and thus
challenging the world financial system. However, it was preferred
to avoid collective action, to accept the case-by-case approach
and thus winning some individual benefits from international
institutions. It is ﬁot the centre of this study to analyze the
evolution of world power; however, there will be an underlying

Structuralist philosophy of inquiry, in the sense of examining

lSee specially Emmanuel,A. 1969: Unequal Exchange, London, Monthly
Review Press, and Hopkins;t.K. and Wallerstein,I. 1982: World-Systems
analysis, Beverly Hills, Sage.
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the "structural” factors which configure the Spanish and

Argentine systems of accumulation.

ITI.1 THE 1970s: INFLATION, THE OIL CRISIS AND RECESSION

By the end of the 1960s, the Bretton Woods System was no
longer functioning effectively. Because the US dollar was the
principal international currency, the Federal Reserve had become
the world’s banker. International liquidity was dependent on the
US balance of payments and the USA had been experiencing a
deficit since 1959. The deficit continued to grow in the
following decades due to two main causes: increased public
expenditure associated with the maintenance of military forces
all over the globe for the Cold War and the conflict in Vietnam;
and also because of the expansion of TNC -investing overseas,
these companies transferred production abroad, reduced the amount
of exports and increased the trade deficitz. R. Triffin,
observing this phenomenon at the time, pointed out the
contradiction that existed between the dollar 1liquidity and
global economic growtha Despite this and other contemporary
commentary, international confidence in‘the USA continued in the
1960s. While the system was functioning, the USA took advantage
of its role as world banker, leaving aside the fact that its
deficit was financed through European and Japanese demand for US
dollars. The Johnson administration met the deficit by printing
dollars without gold backing. This created excess international
liquidity, but the USA still held large gold reserves. In order
to correct the growing international monetary disequilibria,

inflation and speculation against the dollar, a number of

2Kenwood and Lougheed, 1989:282-283.

dGilpin, 1987:149.
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measures were taken which widened the role of the IMF, notably
the General Arrangements to Borrow and the Special Drawing
Rights. The Japanese and the Europeans criticised US economic
policy, but the fixed exchange rate system continued functioning

as it benefited everyone.

However, the situation changed under President Nixon. In
1970, the Nixon administration reduced interest rates in an
attempt to stimulate the US economy. At the same time, the West
German Bundesbank increased its rates, in order to avoid an
increase in inflation. The result was a flight of US dollars to
German banks. Confronted with a scarcity of dollars at home, the
Nixon administration printed additional currency. This simply
fuelled inflation, intensified the world recession and brought
down the Bretton Woods system. The German government challenged
the US authorities to change its dollars into gold. Nixon,
lacking sufficient reserves, suspended the convertibility of the
dollar and launched a number of protectionist measures and
controls over wages and prices. The USA lost its control over the
international monetary system in 1971, when the system of fixed

exchange rates was abandoned in favour of floating rates.

There are four main interpretations of these developments.
Liberal, realist and some Marxist writers, basing themselves on
the work of Kindleberger, see it as an indication of the decline
of US hegemony. The liberal writers underline the emergence of
competing economic powers, and, given the danger of a return to

economic nationalism, call for collective action.4 Realism

4Keohane, 1984:36-37. Also, in Keohane, 1984b: After_ hegemony:
Cooperation and discord in the world political economy, Princenton, Princenton
University Press.
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adopts a more critical view, emphasising errors in the management
of the US economy as the fundamental cause of the decline.
Realist writers understand the current tendency towards
protectionism as a tool for global survival. Rather than the
aggressive economic nationalism of the nineteenth century and the
1930s, realism accepts this "benign mercantilism" as the best

solution for the world economy from the 1970s onwardy

For the Marxist writers, the world economy entered a cycle
of depression from the 1970s, increasing the contradictions of
capitalism. Before the o0il crisis, Baran predicted that the
expansion of social welfare would create increasing public
deficits and thus would 1lead capitalist countries towards
inflationary processes and crisis. Further, the change in the
structure of US production from consumer durables to volatile
high-profit sectors 1like military production and financial
services has accelerated the process of the loss of hegemonys.
In the 1980s, the world political economy as being restructured,
towards a new system which not clearly defined. Wallerstein
(1982) predicts its organisation around two axes, Washington-
Tokyo-Peking and Bonn-Paris-Moscow. From this perspective, the
major problem with global reorganisation is that there is little
space for the Third World. Even the "economic niche" occupied by
the semi-periphery may be jeopardised as the centre becomes

increasingly self—absorbed.7

‘Gilpin, 1987:404.

b gsee Davis,M. 1984: "The political economy of Late-Imperial America"
in New Left Review, n. 143, p. 6-38.

1Not all Marxist writers accept the theory of hegemony. Amin (1982) and
Arrighi (1982) consider that there are insufficient grounds to demonstrate
that the liberal-capitalist system needs a hegemonic figure; the cases of
England in the nineteenth century and the USA in the twentieth century are to
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Structuralism considers that 1liberal, realist and some
Marxist accounts exaggerate the importance of both the Bretton
Woods System and the decline of US hegemony. Firstly, the Bretton
Woods system was more rhetoric than reality until 1958. For
pragmatic reasons, the treaty was put on ice until the countries
of Western Europe were able to maintain fixed parities of their
currencies. Thus, the system only really functioned for a period
of about fifteen years, from 1958, when Europe had recovered due
to Marshall Aid, until 1971. Then it was abandoned, but not
through any kind of economic breakdown, but rather through a
deliberate political decision not to implement the adjustment
measures necessary to maintain the dollar at its parity value.
In words of Strange, "It was the pursuit of short-term instead
of long-term national interests that sowed the seeds of monetary
disorder and financial instability"s. Instead of carrying out
the adjustment, the USA preferred to abandon exchange rates to
market forces. The USA did not emerge from this particularly
badly: the world economy continued to be based on the dollar. The
disadvantage of the "paper dollar"” standard was volatile exchange
rates, which was much less important for the USA than for the
rest of the world. In fact, the new "non-system" allowed the
printing of dollar IOUs without gold backing, such that the US .
government saw itself able to foster economic growth in the short
term without needing to ease credit conditions nor reduce taxes,
as the Ford and Reagan administrations later did. So, according

to structuralist writers, there is insufficient evidence of a

be understood as historical particularities. The theory of hegemony may have
been an intervention in the Cold War to justify North American world
domination.,

YStrange, 1988:102.
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dramatic decline in US hegemony. Analyzing the military,
productive, financial and knowledge structures, Strange concludes
that the power of the USA, when all factors are taken into
account, has increased. Although from the 1970s, the USA share
in world production had fallen due to the recovery of other
countries, the USA continues to be the prime centre for military
and economic decisionsg. The financial structure, according to
Strange, requires a more subtle interpretation: it is certain
that Nixon’s abandonment of convertibility indicated a weak
financial position, but it is also an example of the power to
take decisions, since West Germany did not get its gold in
exchange for dollars. Not only this, but the US government
imposed a 10% tariff on all imports in order to tr<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>