UNITED NATIONS RESEARCH INSTITUTE FOR SOCIAL DEVELOPMENT

Discussion Paper 7

THE CRISIS OF THE 1980s IN AFRICA,
LATIN AMERICA AND THE
CARIBBEAN:

ECONOMIC IMPACT, SOCIAL CHANGE
AND POLITICAL IMPLICATIONS

by
Dharam Ghai and Cynthia Hewitt de Alcintara

"UNRISD Discussion Papers are preliminary documents circulated in a limited number of

copies to stimulate discussion and critical comment.

Revised version, January 1990.







The United Nations Research Institute for Social Developmentis an autonomous body
which conducts research onkeyissues of contemporarysocial development. Current research
themes include Ethnic Conflict and Development, Food Policy, Refugees and Returnees,
Reform and the Social Impact of Economic Crisis, Social Movements and Political
Violence, Social Participation in Socialist Contexts and Sustainable Development throngh
People’s Participation. Work also continues on evolving improved social and development
indicators and low-cost methods of collecting social statistics.

Alist of the Institute’s free and priced publications can be obtained from the Reference

Centre.

ISSN 1012-6511

The designations employed in UNRISD publications, which are in conformity with
United Nations practice, and the presentation of material therein do not imply the expression
of any opinion whatsoever-onthe part-of UNRISD concerning the legal status of any country,
territory, city or area or of its authorities, or concerning the delimitation of its frontiers or
boundaries. The responsibility for opinions expressed in signed articles, studies and other
contributions rests solely with their authors, and publication does not constitute an endorsement
by UNRISD of the opinions expressed in them.




The following paper was prepared for the conference on Eco-
nomic Crisis and Third World Countries: Impact and Response, spon-
sored jointly by UNRISD and the Institute of Social and Economic
Research of the University of the West Indies and held in Kingston,
Jamaica, from 3 to 6 April 1989. The conference constituted the first
phase of UNRISD work on the socio-economic and political implica-
tions of recession and adjustment, within the framework of a programme
entitled Adjustment, Livelihood and Power: The Social Impact of Eco-
nomic Crisis. S

The purpose of the paper was to set the stage for dialogue among
roughly 50 participants drawn from the Caribbean, Latin America, sub-
Saharan Africa, Europe and North America, as well as specialists from
variousinternational organizations. Discussion was to be oriented innew
directions, less around consideration of the macro-economic and welfare
dimensions of adjustment than around the relationship between eco-
nomic crisis and social change.

On the basis of existing information, gathered from official statis-
tical sources, the paper first traces the economic dimensions of the crisis.
It points out that real per capita GDP may have fallen by as much as 20
per cent in Africa, and 7 per cent in Latin America, between 1980 and
1985/1986. Average per capita income has undergone an even more
drastic decline, approaching 30 per cent for all inhabitants of African
countries, taken as a group, and 15 per cent for all residents of Latin
America and the Caribbean.

Weighing the relative importance of various factors which have
contributed to the economic crisis in Latin America, the Caribbean and
Africa, the paper goes on to note that adverse terms of trade have
inflicted particularly heavy loss in African countries, while changes in
external net resource flows were of much greater consequence for Latin
America. During the concomitant adjustment process, both imports and
exports declined markedly in Africa, creating a situation which might be
characterized as "import strangulation”, while in Latin America per
capita exports were in contrast able to grow. Because of the debt burden,
however, even this vigorous expansion of exports was insufficient to
prevent a fall in imports, and thus in the capacity of the economy to pro-
vide goods and services which are heavily dependent upon imported
components.

The fall in gross domestic investment per capita between 1980 and
1985/1986 in both regions was severe, but it declined particularly sharply
in Africa, where the drop is estimated to have reached some 75 per cent,
compared to a figure of around 40 per cent for Latin America. The
relative contraction in government expenditure was also greater in
Africathan in Latin America and the Caribbean. In both cases, however,
formal sector employment continued to expand slightly (by 1.0 per cent
per annum in Africa and 1.9 per cent per annum in Latin America). Such
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a situation was made possible only by simultaneous and substantial
declines in real minimum wages, which apparently fell by approximately
20 per cent in Africa between 1980 and 1986, and by 11 per cent in Latin
America between 1980 and 1985. At the same time, urban unemploy-
ment rose rapidly in both regions and urban informal sectors expanded
apace. ~

Trends like these imply profound modification of the structure of
opportunity within which individuals and households must attempt to
ensure their livelihood: the closure of numerous well-established routes
of survival or upward mobility and the concomitant opening of others.
The paper therefore goes on to consider how various groups within
African, Latin American and Caribbean societies experience the crisis
and, as they do so, how social structures and politics are likely to change.

~ Turning first to an examination of the changing life chances of
upper income groups, it is suggested that opportunity presents itself
during the crisis either to the strongest and most internationally linked
within the upper classes of Africa or Latin America or to the most flexible
and daring of entrepreneurs emerging within the informal sector. Reces-
sion and adjustment clearly do not favour the survival of relatively more
dependent and import-vulnerable entrepreneurs doing business within a
structure of fixed obligations.

A process of polarization would seem to be visible not only within
the upper classes of Latin America and Africa, but also within the middle

classes and on a more general level within the society at large. While the

crisis provides extraordinarily profitable opportunities for a few, the
level of living and status formerly associated with technical, professional
or bureaucratic pursuits, as well as with skilled labour, have been pro-
foundly undermined. The bargaining power of the industrial working
class has in most cases been fundamentally weakened by the shrinking
job market and consequent threat of unemployment; and the position of
small commercial farmers producing fundamentally for the internal
market may well also have worsened.

There is a tendency for informalization to advance at virtually all
levels of society, as the crisis diversifies the survival strategies of all wage
earners, whether skilled or unskilled, and as the ability of most states to
provide the necessary institutional framework for ensuring compliance
with established regulations is weakened by fiscal retrenchment. There
is simultaneously a trend in many countries toward increased physical
mobility in search of income and toward the unregulated flow of capital,
goods and people across international borders. Migration, remittances
and capital flight are elements of the latter phenomenon, as are a host of
subterranean and illegal activities, including the drug trade, which have
in some cases assumed central importance in the livelihood strategies of
large numbers of people.

Within this context, people react both individually and collectively

to emerging opportunities and threats, to protect their standard or living
as well as their way of life. In part 4 of the paper, a number of these




strategies are examined, not simply as efforts to survive the recession but
also as patterns of behaviour which contribute to changing the overall
structure of society.

The paper closes with a brief consideration of the implications of
the crisis for politics, the state and civil society. Recession and adjustment
areseriously affecting the capacity of the great majority of African, Latin
American and Caribbean states to establish stable parameters for eco-
nomic activity, to tax and to invest. The situation is made more difficult
by the dynamics of the crisis itself: capital flight and the creation of
remittance economies obstruct efforts to tax and regulate the economy,
as does the decline or collapse of much formal sector economic activity
and the massive turn to informal arrangements.

The bases of support for the state are in turn inevitably affected by
these processes, first because the ability of governments to protect and
promote the interests of major sectors of society is constantly challenged

as people devise new livelihood strategies. Although some states are
managing strains among support groups with relative success, there is a
tendency for broader patterns of alliances to give way to narrower ones
and in some cases one witnesses the virtual disintegration of national
societies.

A critical issue which must be confronted then becomes that of
"governability". How are the wide range of conflicting interests associ-
ated with the crisis to be channelled and expressed within a stable
political environment at time when the legitimacy and efficacy of many
states are being so thoroughly undermined? How can sufficient sense of
co-operation and purpose be developed to permit an adequate collective
response to the crisis? And what are the implications of the current
situation for democracy or for repression?

Throughout the paper, questions arise concerning the adequacy
with which standard analytical concepts in use within the social sciences
can portray the kinds of changes occurring within African and Latin
Americansocieties and economies under the impact of the crisis. Itis also
increasingly clear that socio-economic change has surpassed the bounda-
ries of many traditional categories of statistical reporting. Future UNRISD
work on livelihood and crisis will be oriented toward closing these
conceptual and statistical gaps.

) Dharam Ghai
July 1989 Director

Note: This paper has been revised to incorporate comments received following its initial
presentation. The authors would particularly like to acknowledge suggestions made by
participants in the research seminar of the Rural Development Studies Programme at the
Institute of Social Studies, The Hague, where the paper was discussed on 31 January 1990. it
will be published in a book entitled Soclal Impact of Economic Crisis and Adjustment (Zed
Books, London) available at the end of 1990.
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As they enter the last decade of the twentieth century, by far the
majority of all countries in sub-Saharan Africa*, Latin America and the
Caribbean are caught up in an economic crisis of unprecedented propor-
tions, with far-reaching implications for the welfare of millions of people.
Under the impact of recession and adjustment, patterns of survival are
changing, and with them social structures and forms of political concer-
tation.

While there is much in each national experience which is distinc-
tive, there is also much which is common across countries and even across
continents. It is the purpose of this paper to establish a certain minimum
common ground for discussion of these similarities and differences. To
that end, an effort will be made in the following pages to provide macro-
economic background on the crisis in Africa, Latin America and the

- Caribbean;before puttingforward some hypotheses onthewaychanging
life chances of various groups, and consequent adoption of particular
kinds of survival strategies, seem to be affecting the broad contours of
society. The paper will close with a brief consideration of possible
political implications of the crisis.

Let us begin with some quantitative information on the economic
crisis, looking first at the magnitude of, and contributing factors to,
recession in sub-Saharan Africa and Latin America and the Caribbean.
This will be followed by a brief discussion of macro-economic adjust-
ments and the manner in which the economic burden has been borne by
differentsocial groups. For ease of presentation, the situation in the two
regions will be discussed separately, followed by a summary comparative
picture of the macro-economics of crisis in Africa and Latin America.

An effort of this nature is beset with some serious difficulties.
First, discussions at the regional level obscure important differences at
the country level - so much so in fact that the average regional data may
concealmore thantheyreveal. Insub-Saharan Africa, regional dataare
greatly influenced by the performance of the Nigerian economy, which
accounts for nearly a quarter of the aggregate output. In Latin America,
Brazil and to a lesser extent Mexico and Argentina have similar effectson
regional aggregates. There are also considerable differences in the
experiences of the oil importing and exporting countries in view of the
sharp fluctuations in oil prices over the past 15 years and the important
role oil revenues play in several countries in the two regions.

The second set of difficulties arises from the weaknesses of official
data on economic indicators. The situation has been made worse by the
fact that the prolonged period of crisis has generated significant changes
in the structure and pattern of economic activities which are unlikely to
have been captured by official statistics. These changes include the
increasing importance of small-scale and informal sector activities, own
production and consumption, and a host of illegal and subterranean
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* Hereafter referred to as
Africa.

1. Macro-economics
of the Crisis




1. Unless otherwise stated,
the data presented here are
taken from various World
Bank publications, princi-
pally the annual Develop-
ment Reports. The terms of
trade declined by an ap-
proximate 4 to 5 per cent per
annum over 1980-1988
whichtranslates into alossin
income of roughly 1 per cent
per annum, given that ex-
ports and imports amount to
about 20 per cent each of
GDP.

2. Over the period 1960-

1982, 11 countries achieved |

an annual growth in per
capita GDP in excess of 2.5
per cent, while 10 experi-
enced a decline in per capita
GDP.

activities which by their very nature cannot be reflected in official data.
Indeed the situation in some countries is so dramatic in this respect that
the official statistics may bear little resemblance to the actual evolution
of the economy. While acutely aware of these difficulties, we have
little option but to begin through reference to official economic data.

Economic Crisis in Africa

(i) Magnitude and contributory factors: The crisis in Africa has
many dimensions and is manifested at several levels. A rough idea of its
magnitude may be conveyed by a few macro-economicstatistics. Accord-
ing to the World Bank, real per capita GDP fell by about 25 per cent
between 1980 and 1988; and if account is taken of the deterioration in the
terms of trade suffered by sub-Saharan Africa over the period 1980-1988,
per capita incomes may have declined by about 30 per cent, or by slightly
less than one third. ! Whatever the difficulties in registering various-
kinds of informal or subsistence activities in national accounts, such
figures indicate a staggering loss of income. Especiallyin the case of sub-
Saharan Africa, where per capita GNP in 1986 (US$370) was 35 times
less than in industrial market economies, anysharp decline must be cause
for alarm. :

Of course not all countries have experienced similar declines in
income. Some, such as Benin, Burkina Faso, Burundi, Malawi and Mali,
have suffered a decrease in GNP per capita (1980-1987) of less than1 per
cent per annum (probably explained by relatively high net resource
flows), while at the other extreme countries like Liberia, Madagascar,
Mozambique, Niger, Nigeria, Rwanda, Sudan, Togo and Zambia have
registered declines of more than 3 per cent per annum. However, the
continental dimension of the crisis is brought out by the fact that, of 35
sub-Saharan countries for which data were available, only eight managed
to prevent a decline in GNP per capita. Of these , only three - Botswana,
Cameroon and Gabon - achieved substantial growth in per capita GNP.

The roots of the crisis in Africa, as in Latin America and the
Caribbean, are complex. In the international sphere they must be traced
to the onset of world recession in the early 1970s and to related develop-
ments in world trade and finance. The trend toward declining growth in
factappeared in the 1970s, as rates of growth of GDP fell off from 3.7 per
cent per year over the period 1965-1973 to 0.7 per cent per year in 1973-
1980 and about 3 per cent in the 1980s. During the 1970s, however, there
was still some room for manoeuvre, as witnessed by considerable diver-
sity in the economic performance of African countries (Ghai, 1987). 2

During the 1980s,.international economic forces clearly assumed
decisive significance in the development of the African crisis. Were this
not the case, it would be difficult to account for the simultaneous
deterioration at that time of the great majority of sub-Saharan African
economies, as indeed of most economies throughout the Caribbean and
Latin America, North Africa and West Asia. The principal elements
adversely affecting African countries were deteriorating terms of trade,




increasing real interest rates on external debt, reduced inflow of re-
sources and massive (possibly accelerating) capital outflows. The first
three mechanisms are reasonably well documented; but the fourth,
taking many different forms, is largely unrecorded, though rough
estimates point to the enormous proportions it has assumed in some
countries. 3 The relative importance of the first three factors has been
neatly summarized in the following table.

Table |

Consolidated Change in External Financial Position of
Sub-Saharan Africa between 1979-1981 and 1985-1987

(billions of US $ per annum)

Terms of trade losses 2.9
Increased interest payments 2.1
Reduced credit flow 24
Reduced direct investment 0.2
Total deterioration . 7.6
Increased official grants 1.1

Net deterioration 6.5

Source: United Nations, 1988.

These figures, which exclude Nigeria, show that deterioration in
terms of trade caused the greatest losses, followed by a reduction in
resource flows and an increase in interest payments. The total figure of
$6.5 billion partly reflects the very substantial debt rescheduling that has
taken place. Without it, debt service would have been some $5 billion to
$6 billion higher per annum than it actually has been in recent years.
Even so, these amounts are equivalent to roughly one third of the total
annual imports of goods and services by the countries concerned in the
1980s and about 45 per cent of average annual export earnings (United
Nations, 1988). Viewed in a different way, losses amount to 10-11 per
cent of GDP and over 60 per cent of gross capital formation. These
figures, even without taking into account some elements of capital flight,
thus serve to underline the decisive role played by the international
economy in the African crisis in the 1980s. 4

To highlight the external factors in the crisis is not to overlook
either their interaction with domestic institutions or policies or to ignore
therole played by other elements. The prolonged droughts affecting the
Sahelian, eastern and southern African countries for varying periods
have been important in several countries, as have political crises and
disorder, civil wars, conflicts with neighbouring states and, in the south-
ern African context, struggles for national liberation and aggression by
the régime in South Africa. To these natural and man-made disasters

3. For example, estimates of
capital flight from the Sudan
have been put between $14
billion and $60 billion for the
period 1977-1978 to 1984-
1985 (Umbadda, 1989).

4. Some of the capital flight,
to the extent that it takes the
forms of over-invoicing im-
ports and under-invoicing
exports, is presumably al-
ready reflected in the figures
on deterioration of terms of
trade. But capital flight also
takes many other forms
which constitute an addi-
tional source of loss of
foreign exchange and sav-
ings for the economy.




must be added the long-run dynamics of accelerating population growth
and deteriorating natural environment. :

Finally, there are a variety of factors which may be classified under
economic mismanagement and inefficiency. These include inappropri-
ate pricing, trade and foreign exchange policies, discrimination against
the agricultural sector, poor investment decisions, corruption and misap-
propriation of resources. There has been a tendency, especially by
economists, to single out inappropriate policies as the main culprit in the
crisis. While these policies have played roles of varying importance in
different countries at different times, it stretches credulity to attribute a
dominant role to them in the intensification of the crisis in the 1980s.
Indeed, as shown subsequently, African countries have undertaken
significant economic reforms in the 1980s; but it is often not clear that
these have had a positive effect. On the contrary, they have tended to be
overwhelmed by a strong negative international environment.

(ii) Macro-economic adjustments: How have sub-Saharan
African economies adjusted to a decline of nearly a quarter in per capita
GDP and one third in per capita incomes? This question can be
considered first with reference to adjustments in the main components of
expenditure, i.e. private and public consumption and investment; and
second in relation to changes in the incomes of specific social groups.

Table II provides a summary of trends in some major economic
aggregates in two periods, 1965-1980 and 1980-1987. Between 1980 and
1986, GDP per capita declined about 20 per cent. Assuming population
growth in the 1980s of about 3 per cent per annum, general government
consumption per capita declined by 24 per cent over 1980-1986, private
consumption by 14 per cent and gross domestic investment by nearly 75
per cent. At the same time, while exports per capita fell by about 30 per
cent, imports declined by about 65 per cent. Hence it is not too fanciful
to talk of "import strangulation” of African economies.

The burden of adjustment to the crisis thus fell heavily on gross
domestic investment and on general government consumption, includ-
ing expenditure on social and economic services. These developments
have impaired the ability of African countries to increase productive
capacity andresulted in neglect and deterioration of economic and social
services such as roads, power, hospitals, clinics, schools, research, exten-
sion, credit and welfare programmes.

The period between 1980 and 1986 also witnessed significant
changes in the structure of African economies. The service sector in-
creased its share of the economy while the relative importance of
industry and agriculture declined quite considerably. In per capita terms,
agricultural output declined by about 25 per cent, industrial production
by 27 per cent and services by about 18 per cent. At the same time, a
significant reduction in exports, and especially of imports, made African
economies less trade- and export-oriented.




Table i

Adjustment to Crisis: Some Macro-economic Indicators in
Sub-Saharan Africa

(annual % change)

1965-1980

1980-1986
GDP 5.6 -0.0
Agriculture 1.6 -1.2
Industry 9.4 -1.5
(Manufacturing) (8.5) 03) -
Services 7.5 0.1
Government consumption 8.1 -1.0
~Private consuniption - 49 T 0T
Gross domestic investment 88 -9.3
Exports 6.6 2.1
Imports 19.5 =17
Share in GDP: 1986
General govt. consumption 13
Private consumption 74
Gross domestic investment 14
Exports 19
Resource balance 2

Note: Including Nigeria.
Source: World Bank, 1988.

(iii) Adjustments in incomes of social groups: Stagnation in
total output and changes in the pattern of economic activities have
significantly affected the relative economic fortunes of different groups
insociety. Such developments reflect a complex interplay of forces and
pressures emanating from the world economy, as well as struggles among
different groups to preserve incomes and living standards in an era of
shrinking opportunities and scarce resources.

Data limitations make it impossible to deal adequately with this
aspect of the adjustment process. There are no statistical categories
concerned with the situation of anumber of significant social groups; and
in addition, as argued earlier, the standard economic data are increas-
ingly unable to reflect major shifts in the pattern of economic activities.
Nevertheless, it is possible through reliance on various indirect measures
to indicate in broad terms the pattern of changes in income or wages for
some groups in society (Ghai, 1988; Jamal and Weeks, 1988; JASPA,
ILO, 1988).




In rural areas, the crisis has manifested itself in falling real in-
comes, deterioration of public services and shortages of producer and
consumer goods. Nevertheless, the rural population has been shielded
from the full impact of the crisis by the ability of most households in the
countryside to engage in some self-provisioning and by relatively wide-
spread access to land. Furthermore, in a number of countries stabiliza-
tion and structural adjustment programmes and policies have tended in
recent years to improve the internal terms of trade for agriculture,
although such an effort has been plagued by problems to be discussed
below.

Analysis of the evolution of rural-urban income differentials dur-
ing the 1980s strongly suggests that the brunt of the crisis has been borne
by the urban sector. The ratio of minimum wage earnings to agricultural
value added per person in fact fell quite substantially in most African
countries over the past decade (Jamal and Weeks, 1988; Ghai, 1988).
Scattered evidence suggests that this trend was accompanied by a lessen-
ing of migration from rural to urban areas in some countries; but overall,
the urban labour force is still estimated to have expanded by over 5 per
cent per year in the period 1980-1985 (table III). At the same time,
employment in the formal sector grew by only I per cent per year, leaving
the bulk of the increase in the labour force to be absorbed by the informal
sector, which is estimated to have grown by slightly less than 7 per cent
per annum. The rate of urban unemployment apparently expanded at
around 10 per cent per year between 1980 and 1985. ‘ '

A major adjustment in the urban labour market took the form of
a sharp decline in real wages, which fell by about 30 per cent between
1980 and 1985 (JASPA, ILO, 1988). Real minimum wages declined by
a lesser amount (some 20 per cent) over the period, and there are
indications that differentials in wages between skilled and unskilled
workers in the formal sector decreased quite sharply. As the informal
sector served to absorb excess labour, it is likely that it also has been
characterized by declining wages and earnings.

Table Il

Estimates of Urban Labour Force Utilization in
Sub-Saharan Africa: 1980-1985

(annual % change)

Labour force 53
ez \Wage employment — oo 1.0
Unemployment 10.0

Informal sector 6.7

Source: JASPA, ILO, African Employment Report 1980,
Addis Ababa, 1988.




Economic Crisis in Latin America and the Caribbean

(i) Magnitude and contributory factors: The Latin American
and Caribbean region suffered from deep economic crisis in the 1980s.
Real per capita GDP in 1988 was about 7 per cent below the level in 1980.
The decline was widespread and affected practically all the countries in
the region with the exception of Barbados, Colombia, Cuba and Brazil.
Chile and the Dominican Republic managed a growth in real per capita
GDP of less than 2 per cent between 1980 and 1988. At the other
extreme, countries suffering declines of more than 20 per cent included
Bolivia,  Haiti, Panama, Nicaragua and Trinidad and Tobago; those
between 10 and 20 per cent comprised Argentina, El Salvador, Guate-
mala, Honduras, Mexico, Peru and Venezuela, with the remainder
suffering a decline ofless than 10 per cent. When account is taken of net

—resource flows out of the region-anddeteriorationin the termsof trade,
per capitaincome probably declined by around 16 per cent between 1980
and 1988. Overall the situation in the 1980s represents a major break
with the 1960s and 1970s when real per capita GDP rose by nearly 3 per
cent per annum. '

Sharp deterioration in economic performance is attributable for
the most part to the same unfavourable developments in the world
economyalreadymentioned above: worseningterms oftrade,increasing
real interest rates, declining external resource flows and capital flight
from the region. Terms of trade deteriorated by over 22 per cent
between 1980 and 1988; real rates of interest (LIBOR - consumer price
index of industrial countries), which were negative in the mid-1970s, rose
from 1.8 in 1978-1979 to about 5 per cent in 1986-1988; and net capital
inflows declined from $27.7 billion in 1978-1979 to $9.2 billion in 1987-
1988. In consequence, the balance of net external resources, character-
ized by an inflow of $15.8 billion in 1978-1979, registered an outflow of
$22.8 billion in 1987-1988. These figures were equivalent to + 22.5 and
-20.5 per cent of exports of goods and services in the two periods, as
shown in table IV.

In order to finance resource outflows, export volume grew by an
impressive 56 per cent over 1980-1988 or by 36 per cent per capita, while
import volume declined by 13 per cent or by one third on a per capita
basis. Thus the regional economy became more export-oriented than
before. Despite this extraordinary effort, the ratio of interest payments
to exports rose from 16.7 to 28.9 per cent between 1978-1979 and 1987-
1988.




Table IV

Macro-economics of Crisis: Latin America and the Caribbean

1980-88
(cumulative %)

GDP per capita - 6.6
Income per capita -16.0

(Loss due to terms of trade) ' (-3.0)

(Loss due to resource transfers) (-6.0)
Export volume +56.0
Export per capita +36.0
Import volume -13.0
Import per capita -33.0

, 1978-1979 1987-1988
Ratio interest payments to exports

of goods and services 16.7 28.9
Transfer of resources ($ billion) 15.8 228
Resource transfers as percentage -

of exports of goods and services 225 -20.5
Rate of inflation (percentage) - - 46.0 - 3360

Source: CEPAL, 1986 and 1988.

Finally, table V pfox}ides estimates va capital flight from seven
Latin American countries over the period 1980-1984. Note the espe-
cially high figures for Mexico, Argentina and Venezuela.

Table V

Capital Flight Estimates @ : 1980-1984

(billions of US dollars, cumulative)

Argentina 16.51
Brazil 1.33
Chile -0.69 ®)
Mexico 30.53
Peru -0.11 ®
Uruguay 1.48
Venezuela 16.39

Total

65.29

Notes: (a) Defined as net errors and omissions plus “short-term, other sectors”
in balance of payments accounts.
(b) Negative sign denotes capital inflows.
Source: Lessard and Williamson, 1987: p. 87.




(ii) Adjustment to economic crisis: Table VI suggests how the
burden of adjustment was shared among major categories of expenditure
over the period 1980-1985. Gross investment declined by two fifths on a
per capita basis and fixed net investment fell even more sharply - by half
in per capita terms. Since the latter represents one measure of the
addition to the productive capacity of the economy, it is clear that the
crisis has seriously reduced the growth potential of the regional econ-
omy.

Total per capita consumption declined by less than 7 per cent,
shared fairly evenly between public and private consumption. However,
what is striking is the difference in the behaviour of consumption
between business (owners of capital) and labour. While consumption
per capita of the former group rose by 16 per cent, that of the latter
declined by 25 per cent. At an aggregate level, both groups suffered
declines in per capita income - the owners of capital by 12 per cent and
workers-by26-per cent. As we will discuss below;-this-general decline in
business income is nevertheless likely to be more complex, masking
advantage for big business in the midst of crisis for others within the
sector.

Table Vi

. Macro-economic Adjustment to the Crisis in
Latin America: 1980-1985 @

(cumulative % change per capita) ®

GDP : -94
Gross National Income 14.8
Total consumption -6.6
- public -55
- private -6.8
-workers -25.7
- business +15.8
Total gross investment -41.0
Fixed net investment -51.0

Notes: (a) Based on weighted data from 10 largest countries.
{b) Assumes a rate of population growth of 2.4 per cent per annum for all groups.
Source: Derived from table 4 in Garcia et al., 1988.

Despite a considerable slowing of the economy, urban employ-
ment expanded by 2.8 per cent per annum. Unemployment, however,
grew by 6.3 per cent (table VII). Itis interesting to remark that the bulk
of the growth in modern sector employment came from public services
and small enterprises. Thus, even in a situation of extreme crisis, the
public sector continued to expand employment, at least until 1985. The
crisis also generated a high rate of labour absorption in the informal
sector.
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Table VI

Changes in Employment Patterns of Urban Labour Force
in Latin America: 1980-1985

(annual % change)

Unemployment 6.3
Employment 2.8
Modern sector 1.9
(Large and medium sized) (0.3)
(Public services) (4.0
(Small enterprises) - (4.5)
Informal sector 49 . ...

Source: Tokman, 1986.

This was accompanied by significant shifts in average incomes
(table VIII). Those making a living in the informal sector would seem to
have been hardest hit, although the statistics cannot cover the full range
of unregistered entrepreneurial activities within the sector, some of
which generate great wealth. The level of remuneration of construction
workers declined markedly, and the minimum wage fell more rapidly
than that of workers in manufacturing industries. At the same time, the
urban-rural income gap narrowed over the period. According to one
estimate, the proportion of persons below the poverty level remained
unchanged in rural areas at around 54 per cent, while that in the urban
areas went up from 21 to 29 per cent (Garcia et al, 1988).

The rural sector of Latin America of course comprises an ex-
tremely heterogeneous population of large- and medium-sized commer-
cial farmers, peasants, sharecroppers and landless wage earners far more
heterogeneous than in most African countries. It also contains a growing
number of people engaged in non-agricultural activities. Evidence on
the differential effects of the crisis in such a situation is as vital as it is
scarce (see Schejtman, 1988). For the moment, it is important to note
that, although the proportion of rural people in poverty may not have
grown, conditions of livelihood for some of them may well have wors-
ened. The United Nations Food and Agriculture Organization (FAO)
notes, for example, that real agricultural wages fell drastically in all Latin
American countries except Colombia, Guatemala and Honduras during
the first half of the 1980s (FAO, 1988: 27, citing de Janvry).




Table VIl

Changing Levels of Urban Income and Wages
in Latin America: 1980-1985

(cumulative %)

Informal sector income -27.0

- Real wages
Manufacturing -94
Construction -19.4
Minimum -11.8

Source: Tokman, 1986.

Some Summary Comparative Remarks on the Macro-economics
of the Crisis in Africa, Latin America and the Caribbean

It would seem that the crisis in sub-Saharan Africa is far more
severe, both in absolute and relative terms, than it is in the Latin
American and Caribbean region.. GDP per capita in_Africa declined
three times faster than in Latin America and the Caribbean (20 and 7 per
cent respectively) over 1980-1985/6. The decline in per capita income in
the first region was also double that in the second (30 and 15 per cent).
Since average per capita GDP in sub-Saharan Africa is six times less than
in Latin America and the Caribbean, it can be argued that the impact of
the crisis upon already strained African economies has been especially
severe. At the same time, however, it must be remembered that inequali-
tiesin wealth and income distribution are much greater in Latin America
thanin Africa. In asituation of greater urbanization, proletarianization
and landlessness than in Africa, the working classes of Latin America
may well have suffered more serious deprivation and impoverishment
than the data on average per capita incomes suggests.

Turning to the question of how various elements in the interna-
tional economy contributed to crisis in each region, some further differ-
ences emerge. To begin with, Africa suffered a deterioration in terms of
trade of about 34 per cent compared with 22 per cent for Latin America
over the period 1980-1987. Given the greater export dependence of
African countries (18 per cent of GDP compared with 11 to 12 per cent
in Latin America in 1986), adverse movements in terms of trade have
inflicted greater losses of per capitaincome in African countries. On the
other hand, changes in external net resource flows, while deteriorating
for both regions, were of much greater consequence for Latin America
than for Africa. In the former, net resource flows dropped by nearly 6 per
cent of GDP between 1979-1980 and 1986-1987, so that in the latter
period the region was sustaining an outflow equivalent to 4 per cent. In
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Africa, net resource inflows declined from about 5 per cent of GDP in
1980 to about 2 per cent in 1986. Thus, while interest payments as a
proportion of exports of goods and services amounted to over 31 per cent
for Latin America in 1986-1988, the corresponding figure for Africa was
in the region of 20 per cent.

Bearing in mind that GDP per capitain Africa declined three times
faster and per capita incomes twice as fast as in Latin America, it is not
surprising that gross domestic investment per capita declined by 75 per
cent in Africa, compared to 40 per cent in Latin America. Overall per
capita consumption declined by about 7 per cent in Latin America over
the period 1980-1985, divided roughly equally between government and
private consumption; in Africa, government consumption declined by 24
per cent and private consumption by 14 per cent over the period 1980-
1986. Thus the relative contraction in government current expenditure
was greater in Africa.

A major contrast in the adjustment pattern emerges from the trade
sector. While imports per capita declined in Africa by 65 per cent over
1980-1986, they fell by 33 per cent in Latin America over 1980-1988; and
while exports per capita declined 30 per cent in Africa, they rose 36 per
cent in Latin America. The vigorous expansion of exports accounted in
part for the relatively stronger growth of overall outputin Latin America.
Given the massive burden imposed by debt servicing, however, even such
asignificant development of the export sector did not prevent a. declme
in per capita incomes in the latter region.

Turning to patterns of adjustment in labour markets, it seems that
in both regions formal sector employment has continued to expand (1.0
per cent per annum in Africa, 1.8 per cent per annum in Latin America),
despite stagnation or very low growth in output. This has been made
possible in both cases by substantial declines in real wages. In other
words, the choice between maintenance of wage levels and employment
has been decided in favour of the latter. Real minimum wages fell by 11
per cent in Latin America (1980-1985) and 20 per cent in Africa (1980-
1986). At the same time, urban unemployment rose markedly in both
regions (approximately 10 per cent per annum in Africa and 6 per centin
Latin America) and urban informal sectors expanded rapidly as well (by
4.9 per cent per annum in Latin America and 6.7 per cent in Africa).

Although very little is known about changes in income distribution
in Africa, itis likely that the gap in rural-urban incomes has been reduced
more sharply in Africa than in Latin America. At the same time, the
share of GDP attributable to capital grew 4 per cent in Latin America,
while that of labour declined by an equal amount. It would be interesting

{-to-know-if-there-has-been-a-counterpart to this in Africa. In most

countries there are not enough data to make a judgement in this regard.




The specific policy measures which have been taken in each
country as part of the effort to deal with the crisis have of course
necessarily depended upon the local balance of political forces and the
nature of particular economies. It is important to note, however, that in
varying degrees and with varying success, most governments of Latin
America and Africa have attempted to carry out structural adjustment
programmes recommended by the international financial community
and that the effects of these programmes have ultimately formed part of
the dynamics of the crisis itself.

Structural adjustment "packages" were originally designed to deal
with short-term balance of payments problems, not to correct problems
v_,.Qf_,th.e_ma,,gmiudﬁ_cgnfronted by most countries during a 4)enod of
generalized stagnation in world trade and decline of commodity prices.
Adjustment measures are in essence designed to reduce aggregate
demand and improve trade balances within a context which strengthens
market forces and widens the scope for private enterprise. Thus they
comprise reduction of government expenditure, especially on social
services and economic infrastructure, removal or reduction of subsidies,
an increase in tax revenue, restriction of money supply and of bank
credit;and an-increase in real interest rates.- e

Liberalization of trade and encouragement of exports are impor-
tant goals of structural adjustment "packages" and are brought about by
such measures as devaluation, reduction or elimination of export taxes,
removal of import licences, quotas and quantitative restrictions, and
introduction of a uniform external tariff rate. Other elements include
increased producer prices and reduced wage bills, wage freezes, declines
inreal wages and salaries, and reducing or eliminating fringe benefits and
labour welfare and protection measures. Finally, the insistence on

privatization of economic activities has involved closure or sale of state

enterprises in directly productive and financial sectors, reduction or
elimination of state marketing agencies, and a series of incentives for
foreign investment.

Rescheduling of debt and debt service, as well as the granting of
new loans, foreign aid and trade credits, have been made contingent
upon acceptance of such policy packages (or selected elements within
them), thereby paving the way for a degree of external intervention in
national policy-making unprecedented in the post-war period. The
strong insistence upon eliminating barriers to free trade and reducing the
role of the state in the economy also runs directly counter to efforts by
many Latin American and African governments to foster greater na-
tional economic integration within a framework of protection for local
industry.

2. The

Reorientation of
Macro-economic

Policy




| 3. Changing
| Structures ' of
| Opportunity

The trends just outlined suggest profound modification of the
structure of opportunity within which individuals and households
must attempt to ensure their livelihood: the closure of numerous well-
established routes of survival or upward mobility and the concomitant
opening of others. Various groups within each country of Africa and
Latin America thus experience the current recession differently. The
structure and vitalinterests of the élite maybe altered or reinforced, the
size and composition of the working class may change, entirely newsocial
forces may be created which alter the balance of power and provide new
bases of support for or opposition to the state.

Therefore although it is customary in much of the literature on the
“social impact of adjustment” (and economic crisis) to view the process of
adaptation as a temporary phenomenon - interrupting a single, lineal
process of modernization which should resume its normal course once
current difficulties are overcome - such an assumption should be subject
to considerable scrutiny. Certainly earlier episodes of depression and
economic reorganization in this century proved to have far greater social
and political significance than what is usually implied in the contempo-
rary analysis of "adjustment”. If one stops for a moment to consider how
the social structures, economies and politics of European or Latin
American nations were altered by the opportunities and constraints
associated with the Great Depression, the importance of examining what
may be happening to present-day societies in the crisis becomes obvious.

Patterns of Differentiation within the Upper Class

It is perhaps useful to begin with a brief discussion of the changing
structure of opportunity confronting the upper classes of Latin America
and Africa as an outgrowth of almost two decades of recession and
adjustment. Approaching the subject of changing life chances from the
top down, rather than from the bottom up, is here done deliberately; for,
while itis common for students of the crisis to consider changing survival
strategies of the poor, there is sometimes a tendency to overlook the fact
that the crisis also has profound implications for the life chances of the
rich. And the latter in turn form a central element in the economic
environment within which all members of society must attempt to make
a living. : :

Atthesame time, there is often a tendencyin the general literature
on adjustment and crisis to talk of both rich and poor as if they were

| internally rather homogeneous groupings. In fact, of course, they are

not; and one of the more important questions to be asked when
attempting to understand macro-structural shifts is how life chances are
changing for particular categories of people within various social classes,
as the fortunes of some may rise while those of others fall and the overall
balance of power and interests may in consequence be significantly
altered, even within the confines of a single, general class.
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Within the upper class of most countries in Africa and Latin
America, it would seem that recession and adjustment are promoting
considerable internal differentiation. Some factions of the élite are
being presented with extraordinary opportunities, while others are being
harshly treated by the crisis. In Latin America, this has a great deal to do
with the dynamics of devaluation, inflation and capital flight. In Africa,
such elements seem less important in determining the ability of some
members of the élite to preserve or enhance their position (while others
are unable to do so) than location in the political-administrative hierar-
chy, involvement in foreign trade, and/or association with transnational
capital.

Turning first to the situation of countries which have experienced
significant capital flight, there is no doubt that lines of differentiation
within the upper class, and particularly within business groups, have been
increasingly drawn in relation to access - or lack of access - to funds held

outside the country. As devaluation of the local currency relentlessly
increases the value of foreign-held wealth, the income of families with
large foreign bank accounts increases spectacularly. New markets for
luxury goods and services thus appear incongruously as the crisis ad-
vances, and there are startling manifestations (on the streets, in commer-
cial districts) of advancing polarization.

‘The fact that significant segments of the upper class in some Latin
American-countries-base their consumption-not only-onnationally held
assets but also on their ability to finance expenditures from foreign
accounts may explain in part the trend, captured in national accounts
statistics and noted above, for the consumption of upper income groups
to have increased during the course of the crisis, while the registered
(national) income of that group seems to have declined. The parameters
of livelihood for this segment of the élite are no longer national, but
international, and their situation is not captured by standard national
accounting mechanisms.

At the same time, the dynamics of inflation and devaluation which
accompany the crisis and which assume particular importance in Latin
America have a tendency to make the very rich richer, even in the
absence of complications introduced by capital flight. It should be
remembered that in the effort to protect local savings and to stem capital
flight, governments are encouraged to raise internal interest rates - often
to extremely high levels. Although this is harmful for those who borrow,

it can produce windfall gains for large savers. Those who maintain high |.

levels of bank deposits eventually receive such large returns that they are
once again likely to engage in enormously conspicuous consumption.

This skewing of opportunity within the upper class towards groups |

which have access to foreign currency and/or live primarily from specu-
lation or from the receipt of interest obviously has implications not only
for individuals but also for businesses, and thus for the evolution of the
structure of the economy. In a situation of local capital scarcity and high

interest rates, transnational enterprise in principle enjoys an increasing |

advantage over domestic firms unable to obtain adequate financing and
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5. For discussion of this
point in the context of
Mexico, see L. Mertens,
1986.

to overcome the problems posed by shrinking domestic and/or export
markets.5 The point is not that transnational enterprises are necessarily
expanding in Africa or Latin America as a result of the crisis: in some
cases they may be doing so, while in others they are clearly retrenching in
reaction to unfavourable economic trends. What is important to note is
that international companies are often better able to withstand the crisis
than are their national counterparts and this constitutes another likely
internationalizing effect of the crisis.

In a paper prepared for a conference organized by the Economic
Commission for Africa, Sawyerr makes clear reference to the centrality
of association with foreign interests for those within African élites best
able to weather the crisis successfully. Among the factions that he feels
have gained from adjustment are top executives in private businesses,
linked with foreign capital, local agents of foreign concerns, and those
importers and exporters able to obtain special access to foreign exchange
in a situation of scarcity. Thus in a time of marked economic recession,
areas of business linked with outside interests seem to have become more
privileged, in relation to those without such links, even when overall
levels of foreign investment are shrinking. And in a period of privatiza-
tion, those able "to buy up or buy into state-owned enterprises, usually
at concessional prices", are also to be counted among the privileged
(Sawyerr, 1988: 22).

Concomitantly, both in Africa and in Latin America, the dynamics
of recession and adjustment present an increasingly serious challenge to
formal sector entrepreneurial groups not at least partially protected by
association with international capital. The extreme uncertainty intro-
duced by inflation, devaluation and irregular access to credit undermines
the very bases of predictability on which productive investment must rest.
When imported components are required for manufacturing or farming,
which is most often the case, uncertainty is likely to increase. And the fact
that economic activity must ultimately depend upon public infrastruc-
ture, which is often badly maintained as a result of restrictions on
government spending, constitutes a further negative complication.
Opportunity presents itself, under the circumstances, either to the
strongest and most internationally linked among the capitalist class or to
the most flexible and daring of entrepreneurs emerging within the
informal sector. It does not favour the survival of relatively more
dependent and import-vulnerable entrepreneurs doing business within a
structure of fixed economic obligations.

If this picture of changing life chances within upper income groups
is relatively adequate, then we are witnessing the demise or serious

| weakeningof the pattern of indigenous capitalist growth associated over

the past half-century in Latin America - and more recently and incom-
pletelyin Africa - withimport-substituting industrialization. Atthe same
time, we observe a tendency towards increasing polarization within
society, as some of the upper class becomes even wealthier, while others
within that category are not able to maintain their positions, thus reduc-
ing the number and variety of people still forming a national élite.




Relative Impoverishment and Political Engagement
of the Salaried Middle Class

A diagnosis of polarization is further indicated by consideration of
the plight of the salaried middle class during the past decade of recession
and adjustment. Although a part of the indigenous business élite maybe
falling into the middle class, a considerable segment of the latter is in turn
being relatively impoverished. One can infer from figures on employ-
ment and services analysed above that, given the great dependence of
middle class families upon salaried employment and upon the public
goods provided to urban dwellers over the past few decades of imitative
development in the Third World, the level of living of that group has
been extraordinarily undermined by the crisis.

There are, of course, many sectors and interests within the broad

_ .. category called "middle class", some of which are likely to be favoured by

such adjustment measures as opening the internal market to foreign
products. This is particularly the case in Latin America, where domesti-
cally produced goods have represented an important part of all middle-
class consumption and where there is a long frustrated desire within
middle-class circles to have access to foreign goods. The upper middle
class in Latin America may also have foreign bank accounts and thus be
protected from or even advantaged by continuous devaluation.

For a great many middle income families, however, it is probably
not an exaggeration to say that, just as in the case of households within
the popular sector, "the crisis represents, in the last analysis, a total
restructuring of everything one has learned", of everything one was
taught to expect (Feijoo, 1988). Specific paths to advancement, clearly
laid out within the culture of modernizing African and Latin American
states - the value of education, the importance of obtaining government
employment - have been closed or severely restricted. The status
associated with technical, professional or bureaucratic pursuits is chal-
lenged not only by falling real income, but also by declining ability to fulfil
one’s professional obligations. As the infrastructure of hospitals, schools
and other public institutions is weakened by lack of funds, doctors,
nurses, teachers and other public servants cannot adequately provide the
services expected from them; and their frustration, expressed in work
stoppages, strikes and other forms of protest, assumes increasing (and
often novel) political significance.

While a minority within the middle class thus may have a stake in
the kind of society being forged during years of recession and adjustment,
most middle-income people clearly do not constitute a support group
within any alliance favouring continuation of adjustment programmes.
Like established formal sector businessmen without international ties
(bywhom many in the Latin American middle class are in fact employed),
they are hurt by the current conjuncture. And the way they interpret the
roots of their misfortune and devise a remedial strategy is likely to be a
crucial element in the political arrangements which will be characteristic
of particular Latin American and African societies in the 1990s.
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Informalization and the Working Class

When added to the downward movement of incomes among
middle-class sectors, the inordinately steep drop in income suffered by
formal sector workers over the past decade would seem sharply to
reinforce the long existing tendency for differences between life chances
of the very rich and the average income family in African and Latin
American countries to widen. In Africa, the bargaining power of a
relatively small industrial working class has been fundamentally weak-
ened by the shrinking job market and consequent threat of unemploy-
ment, as well as by repressive measures which close off avenues of
collective action in defense of wages. In Latin America, the underlying
dynamics restricting formal sector efforts to protect wage levels are
similar, although the greater strength of the labour movement in a
number of Latin American countries has permitted some of the more
skilled workers, in larger industries, to defend themselves better. Thus,
while statistics presented earlier show wage differentials within the
African working class to be narrowing under the impact of the crisis, as
therelatively more skilled are hit hardest by recession, this is less the case
for Latin America, where minimum wage earners seem to be harder hit
than workers with incomes above the minimum.

Although commentary of this kind could be utilized to reinforce
the old argument that there is indeed a "labour aristocracy" in Latin
America, it is important to stress the fact that the level of real wages now
ineffect, even for favoured strata, is hardly high enough tolend credence
tothe concept of an aristocracy within the working class of the late 1980s.
There is in fact little evidence supporting the contention that skilled
workers currently define their interests differently from the majority of
the working class, although they may bargain in Latin America within
industry-specific institutions which give them somewhat greater nego-
tiating strengths.

On the contrary, recession and adjustment seem to be homogeniz-
ingworking-class interests, precisely because the crisis further diversifies
the survival strategies of all wage earners, whether skilled or unskilled,

| and whether in formal or informal sectors. It has of course always been

the case that households containing industrial workers of various kinds
are likely also to include members engaging in other kinds of work, often
in the so-called "informal sector”, and therefore to have very diverse
interests. In Africa, the picture is made more complex by the frequency
with which urban families maintain ties with rural communities and
retain rights to land. This lack of total dependence by most industrial

-working-class_families on industrial employment, and at times lack of

complete dependence upon wages, has often affected the nature of their
bargaining behaviour and of their political participation, as many studies
of Third World trade unions have noted.

At the present time, however, there is a massive tendency for the
working class to be informalized (and also for the lower middle class to




find sources of income in the informal sector). Lines between lower
middle and working classes are further blurred, just as the concept of the
"working class" itself becomes extraordinarily imprecise. One finds a
mass of lower income families engaged in a very wide range of activities,
frequently including an option of international migration which links
household livelihood to remittances from abroad in a pattern of interna-
tionalization running parallel to processes of capital flight already dis-
cussed above, but in a reverse direction.

As figures cited earlier make clear, the ill-defined "informalsector”
now constitutes the most significant locus of indigenous entrepreneurial
activity in many crisis-ridden Third World cities. There is a certain
apparent promise for urban lower-income strata in this situation, to the
extent that declining incomes throughout most of the salaried and wage
earning population encourage less consumption of the products of
modern industry and a reversion to dealing with tradesmen and artisans.

--~Thus-thesameforeeswhich eliminate jobs-for the relatively moreskilled |

within the formal industrial sector simultaneously create them, at a lower
level of technological sophistication and productivity, in the informal
sector. Small industries are growing faster than any others. Neverthe-
less, the latter frequently have some difficulty in taking full advantage of
demand for their goods and services, for they themselves maybe depend-
ent upon access to goods produced in the modern capitalist sector and
thus be unable to isolate themselves successfully from the crisis.

The growing "informal sector" of course represents far more than
anexclusively low-income survival strategy. It provides opportunities for
survival and/or profit to capitalist industry, whether national or interna-
tional, which is also shifting out of the formal labour market into
domestic piecework arrangements to eliminate the payment of fixed
overhead and legal labour benefits. Itshelters large, vertically integrated
commercial operations, frequently employing an army of street vendors.
It contains an important financial sector. In a process which is paralleled

in the developed industrial world, the informal sector has become a kind

of catch-all unregulated market, merging into a subterranean economy,
through which workers are linked to many other segments of society
without obligatory reference to the laws or norms that have been publicly
established and legally sanctioned to regulate economic relations among
parties.

Repeasantization?

As unemployment and declining real wages make urban survival
more difficult, many governments (and donors) would like to encourage
the return of considerable numbers of people to the countryside, on the
assumption that it is impossible to continue generating sufficient sources
of sustenance in the cities, or to continue subsidizing survival there, and
that means of subsistence are easier to obtain in rural areas. There is
some indication that this kind of return migration is in fact occurring. In
Mezxico, for example, the number of those employed in the construction

19




industry (always a principal source of employment for migrants from
peasant villages) has declined markedly during the past five years, while
the number of people registered as economically active in agriculture has
risen. In Ghana, many urban dwellers seem to be returning to their
villages to take up rights to cultivate the land, or simply to live with
extended families. Surely other cases of such return migration could be
mentioned.

One should ask, however, whether a significant reversion to rural
life is really an answer to the urban dilemma of the 1990s in many parts
of Latin America and Africa. Individuals and groups of kin may be
moving from city to countryside in many areas, but there is still a
simultaneous tendency for others to migrate in the opposite direction.
Resources in the countryside are often simply not sufficient to provide a
livelihood for significant return flow of population; and particularly in
Latin America, the structure of land tenure, resting on private title,
leaves no opening for the urban poor to engage in agriculture, except as
wage labourers.

The survival of communal land tenure and traditional structures of
kinship in Africa of course provides an extraordinary mechanism through
which urban dwellers can in principle be reabsorbed in the countryside.
The experience of over a million Ghanaian migrants, expelled from
neighbouring countries, who returned to their villages without need for

communal lands are not always as fertile or community structures as
resilient as in the West African tropics. In many parts of the continent
over-population, erosion and the scourge of warfare constitute signifi-
cant limitations on the repeasantization of low-income city dwellers in
the 1990s.

Advantage and Disadvantage in Rural Areas

International financial institutions and donors involved in setting
the agenda of policy reform for indebted Third World governments
attempt to orient the adjustment process toward support of agriculture,
and particularly of peasant agriculture (although in practice there is a
good deal of determination to promote larger commercial farming as
well). In country after country, pricing and marketing policies have been
altered in favour of agricultural producers, on the assumption that the
crisis can be attributed to a considerable extent to previous official
insistence on extracting cheap products from the countryside. Declining
food production and falling volumes of export crops are seen to be
“telated to the inability of agricultural producers to make a living at
farming and to their consequent abandonment of production or with-
drawal from the market. Because such an explanation has been elabo-
rated by observers of African rural life, there is a tendency to emphasize
the exploitative role of state marketing agencies, which have been
especially important in the African context, and to insist upon the utility

of encouraging private enterprise in the field of rural marketing.

any special programme of resettlement, is a dramatic case in point. But_




The adjustment process of the 1980s is therefore associated, in
Africa, with the stimulation of new forms of rural entrepreneurship,
particularly in the food marketing sector. In a number of cases, this
constitutes little more than formal recognition of private commercial
activities which were carried out previously in what has been called the
"parallel market" - disallowed by official marketing policy but thriving in
fact in many parts of the country or in areas of commerce beyond the
power of the state to control. In other cases, however, itrepresents anew
departure and creates new economic opportunities. The same can
hardly be said for Latin American rural areas, in which private trade has
long been dominant and tends to operate through the association of
petty commerce with highly oligopolistic centres of private merchant
capital.

Is agricultural production and/or productivity responding to pric-
ing and other policy incentives in a way which suggests a positive impact

"~ of adjustment on small farmers? In some cases, it is. Nevertheless

devaluation, foreign exchange crises and the deterioration of physical
infrastructure have made it extraordinarily difficult for most small culti-
vators to grow or market more, despite the nominal incentive held out by
higher producer prices. Fertilizer has been scarce and inordinately
costly; tractors and trucks break down and roads or railroads become
more difficult to utilize. In one illustrative case, the lack of foreign
exchange with which to purchase jute sacks was instrumental in the Joss
of over a million tons of grain, which could not be collected after harvest
and therefore became not a credit but a debit against the account of the
small farmers who had invested to produce it. Under such circumstances,

higher producer prices lose significance (see Good, 1986).

In addition, within Latin America and some regions of Africa, rural
moneylenders and merchants form a solid wedge between the higher
prices encouraged by government policy and prices actually paid the
small producer in the field. Peasant families who live on credit extended
them by patrons do not have the opportunity to question the price they
receive for crops ultimately delivered to the latter.

As the current crisis alters the parameters of economic relations in
Latin American and African societies, agricultural producers most likely
tobenefit (orleast likely to suffer) would seem to be among the large and
medium-sized capitalist farmers who are well enough organized to en-
sure control over their supply of inputs and who can offset the rapidly
rising cost of such inputs by taking advantage of sinking levels of wages
for agricultural labour; or small peasant producers for the market who
need virtually no credit or manufactured inputs and who also can pro-
duce most of the food they need locally. In certain countries, transna-
tional corporations once again emerge as prime examples of the first kind
of enterprise, and some governments are predictably interested in en-
couraging the expansion of foreign investment in agriculture. National
entrepreneurs must be very well organized and receive strong support
from the government in order to protect themselves from the financial
uncertainties of investment in agriculture under the present circum-
stances.
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The kinds of peasant communities which fall within the second
category - enjoying good land and requiring few inputs, while producing
adequate basic staples for family consumption without much need to rely
on purchased foods - benefit from rising prices for what they sell and do
not feel the impact of rising food prices on their own consumption (see
e.g. Posnansky, 1980). But most villages in Latin America and many in
Africa do not fit this pattern. In the extensive areas of Latin America
where much of the rural population is landless and lives by offering wage
labour, rising grain prices - an inevitable concomitant of inflation and
input bottlenecks even without specific state attempts to push prices
upward - cause great hardship.

In sum, then, while the crisis is clearly reducing the gap which
formerly existed between the monetary income of poorer strata in urban
and rural areas - narrowing the advantage of the urban poor and, when
non-monetary subsistence income of some kinds of rural people is added
into the calculation, perhaps sometimes eliminating or reversing urban
advantage altogether - it is important to remember that by far the largest
number of rural households are also being impoverished by recession
and adjustment, and that (with greater frequency in Latin America than
in Africa) low-income rural families cannot as successfully attempt to
remedy their situation through engaging in petty services and trade,
unless they migrate. :

Macro-economic trends thus seem to be redefining the parame-
ters of livelihood in Latin American and African societies in various
ways: reinforcing a tendency for international interests to be favoured
over national ones and for financial speculation to take priority over pro-
ductive investment; encouraging entrepreneurship within the informal,
rather than the formal, sector; decreasing the importance of national
capitalist and working-class groups; enormously increasing the pool of
labour engaged in petty services, trade and domestic manufacturing;
challenging the ability of small farmers and peasants to engage in com-
mercial agriculture.

Within this context, people react both individually and collectively
to emerging opportunities and threats, to protect their standard of living
as well as their way of life. They may also protest against existing
situations and engage in organized efforts to bring about change. It is
important to examine these individual and collective strategies, not
simply as efforts to survive the recession, but as patterns of behaviour

"||"which contribute to changing the overall structure of society and which

furthermore have important political implications.

The macro-economic environment associated with recession and
adjustment imposes upon various kinds of people, located at different
points within the overall economy of any country, certain necessary and

inevitable kinds of economic behaviour, and although the latter may




seem highly personal and defensive (strategies restricted to the most
individualistic kinds of calculations made within the confines of each
household) they in fact come to have broad social and political signifi-
cance.

Thus the attempt to obtain foreign income through migration or
remittances is an individualistic strategy, but its effect on local economies
andsocieties is profound. The migration of professionals should perhaps
especially be mentioned here, since their decision to move to more
* developed countries deprives less developed countries of a particularly
scarce form of human capital (see Logan, 1987). Similarly, the upper-
and middle-class practice of holding large foreign accounts (particularly
in Latin America) eventually alters the parameters of economic oppor-
tunity in a way which affects the longer term evolution of structures of
opportunity, since it is likely seriously to restrict the local availability of
capital for investment and to limit the tax base of the state. Even the

———— ——attempt-by middle-class-families in T-atin-America to stave off impover-

ishment in times of rising inflation through liquidating assets and placing
the proceeds in interest-earning bank accounts has important socio-po-
litical, as well as economic, implications. The fate of a large number of
savers becomes tied to high interest rates, and lowering the latter then
becomes a significant political problem.

There are, in other words, a number of defensive strategies, made
virtually mandatory by the form of the crisis .itself, which constantly
reinforce the international links and speculative elements inherent in
the crisis and which may also alter the bases of political support for
existing régimes. Other attempts by households to cope with the crisis
have, when viewed from the perspective of the nation as a whole, a
similar tendency to act against resolution of the crisis within the bounda-
ries of present policy. From the point of view of a family faced with falling
real income, for example, it is essential to send more members, including
women and the very young, into the labour force; but from the vantage
point of working people as a whole, that may well be a disastrous
development.

The same might be said of engaging in corrupt practices or crime
as ways in which individuals can react to falling income and attempt to
recuperate some lost ground. The rising crime rate in African and Latin
American cities testifies to the importance of this option, as does the
particularly virulent growth of activities associated with narcotic drugs.
These are the only avenues of advancement or survival available to many
people, but they are provided within a context of violence and illegality
which undermines the most basic principles of civil society. In so doing,
they tooreinforce, rather than counteract, the disintegrative dynamics of
the crisis (Bagley, 1988; Morales, 1986).

Corrupt and/or criminal activities are of course likely to be carried
on not only by single individuals, engaged in fashioning a personal
survival strategy, but also to be woven into social networks which form
increasingly important institutions within the broader society. Thus
while publicinstitutions, charged with supporting the normal activities of
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organizations in Chile is
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Petras, 1986. For Mexico,
see Carr, 1986.
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state and private sectors, may be weakened, others, often based upon
kinship, ethnic ties or varied forms of religious brotherhood, are simul-
taneously being reinforced (see Doornbos, 1989). Their growing impor-
tance may well have negative implications for national integration,
particularly in situations of ethnic or religious conflict (Cohen, 1989).

At the same time, there is of course a potential for the crisis to
encourage changes in social organization and political practice which
contribute to the creation of a more participatory society in nations
where exclusion for many groups has long been the rule. For example,
the strengthening of ethnic or regional solidarity may in some cases be
extremely salutary, if this protects vulnerable families and permits them
a voice in politics. Similarly, the challenges posed by recession and
adjustment lend momentum to other kinds of family and neighbourhood
co-operation which go beyond simple "survival strategies" and create
centres of dialogue and mutual assistance within an inchoate civil society
(see e.g. Kowarick, 1988). Some, like neighbourhood-soup-kitchens-in
urban areas, draw families together in co-operative efforts to reduce the
cost of subsistence; others grow out of broader urban grass-roots
organizations in which the neighbourhood not only presents collective
demands to local authorities but may be further integrated into a hier-
archy of federations or confederations with the capacity to make itself
heard at the national or international level.

Three characteristics of this growing tendency for local-level co-

operation in African and Latin American cities should perhaps be
underlined. Neighbourhood associations tend above all to be concerned
with questions of consumption, whether collective or individual; mem-
bers are drawn together to protest unacceptable living conditions, the
elimination of subsidies on such public goods as utilities or transport, the
lack of credit for housing, the sudden rise in food prices or environmental
problems. Their demands are not generally framed around issues of
employment and remuneration, that is around conditions of production;
and since this is the case, these organizations (growing remarkably in
numbers over the course of the 1980s) are fundamentally involved in a
dialogue with the state, not with private enterprise. The political impli-
cations of this dialogue are significant (see Calderén and Dos Santos,
1987).

Simultaneously, the kinds of civic organizations springing up in
many urban areas of Latin America and Africa as aresult of the crisis tend
to involve a large number of women, for the obvious reason that women
are most likely to be concerned with difficulties arising in the sphere of
consumption. Particularly in Latin America, where women have tradi-
tionally been far more restricted to the sphere of the "home" than in

| Africa, neighbourhood organizations are drawing women out of isola-

tion and into organizations which must deal with the state, not necessar-
ily because women have been originally concerned with politics but
because they have been preoccupied with guaranteeing the future of
their families. Asone collection of essays on Latin American women put
it, "if the market and the state create ever more intolerable conditions




within the private sphere, the domain of women, women will rightly
emerge in the public sphere to denounce the situation and demand a
solution"; and this implies significant new forms of political practice
(Arizpe, 1987).7

Finally, it is important to note that, although some civic associa-
tions of this kind become affiliated with political parties, the majority
seem to prefer political independence and to exhibit noteworthy scepti-
cism toward the established political structure. Neighbourhood organi-
zations thus tend to fall outside the framework of traditional state and
party channels, and to present a challenge to political systems set up
along corporate lines.

Unwillingness to continue to operate within the framework of
earlier political pacts is also reflected in the activities of many working
class and peasant or farmers’ organizations attempting to deal with the
uncertainties of the 1980s. In fact, trade union confederations in a

number of countries have mobilized massively to protest the imposition
of austerity programmes by unpopular governments, and have won
concessions ranging from retraction of policies to a change of régime. In
such activities, trade unions have been joined by a broad array of popular
groups, at times including middle- as well as low-income urban organiza-
tions and peasant unions. 8

On the question of protecting more specific interests of their
members in the workplace, however, it would seem that trade unions in
Africa and Latin America have generally not been very successful over
the course of the past decade, in large part because the threat of
unemployment hangs over the heads of all workers. There have been
sporadic outbreaks of strike activity among industrial and transport
workers, and workers in the service of state bureaucracies, as well as
among professionals, in most Latin American and African countries; and
in some cases these strikes have threatened to cripple the adjustment
effort. But on the whole, unionized workers have bargained with
management and have been willing to accept serious cuts in welfare
without taking measures which might place their employment at risk. ©

In agriculture, the equivalent of a strike is a retreat into subsis-
tence, or reduction in the amount of marketed output. This may come as
a result of a conscious decision to leave the market or as a consequence
of insufficient opportunity to continue producing and marketing crops.
There has in fact been a tendency over the past decade or more for the
marketed agricultural surplus to decline in many rural areas of Africa,
Latin America and the Caribbean, sometimes under the impact of
drought or war, and sometimes as an outgrowth of the direct or indirect
impact of recession (including changing patterns of household economic
activity).

In the meantime, one finds significant efforts among rural people
to come together in defense of their livelihood. New co-operative
institutions have developed in rural Africa, Latin America and the
Caribbean, concerned not only with facilitating production but with

7. The Mothers of the Plaza
de Mayo constitute an
important example of such
practices. See Feijoo and
Gogna, 1987.

8. For a good discussion of
*co-ordinating committees”
which have organized a
series’ 6f massive general
protests in Mexico, see Carr,
1986.

9. On anti-government
protest byteachers in Céte
d'lvoire, leading to wide-
spread industrial action in
1987, see New African,
March 1989: 35. For Nigeria,
militancy among pro-
fessional unions is dis-
cussed in Isamah, 1986.
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10. The experience of
independent peasant organ-
izations in Mexico is
discussed in Gordillo, 1987.

11.-For a discussion of the
Sendero Luminoso move-
ment in Peru, see Morales,
1986.

5. Politics, the
State and Civil
Society

protecting consumption and restructuring exchange. With increasing
frequency, these efforts seem to be specifically oriented toward permit-
ting a freer exchange of goods and information among members at the
local and regional level, thus reinforcing local self-sufficiency and reduc-
ing the untrammelled impact of the market. They are, in other words,
often primarily structured in a horizontal rather than a vertical fashion.

As in the case of urban neighbourhood associations, women play
an important role in such new rural institutions - in Africa because
women have traditionally had independent responsibility for certain
kinds of food production and consumption, as well as other money-
making activities like trade, and in Latin America because women are
increasingly called upon to assume the responsibilities of migrating men,
while also being drawn into new kinds of non-farm activity.

At the regional and national levels, new forms of independent
peasant organizations have appeared over the past decade or more in a
number of Latin American countries, bargaining with the state and
private enterprise and often opting against affiliation with any political
party. 10 Such a development strengthens civil society. There are,
however, simultaneous signs of turmoil and disintegration within rural
areas of many nations. Deteriorating livelihood in some parts of the
Latin American countryside has led to the growth of guerilla movements
as well as the definition of territories under the control of drug traf-

fickers. In these areas, the state has lost virtually all authority. 11 In other. . ..

regions of Latin America and Africa, wracked by war, just the opposite
occurs: military contingents impose state control with an equal loss of

options for local participation.

It is obvious that recession and adjustment are seriously affecting
the capacity of the great majority of African, Latin American and
Caribbean states to establish stable parameters for economic activity and
toinvest. Faced with sharplydeclining public revenue, frequent balance
of payments crises and the enormous burden of servicing the debt, many
governments have over the past decade or more been unable to fulfill
either their international or their internal commitments. Public services
have declined in quality or simply disappeared; public works and infra-
structure have deteriorated; public regulatory and administrative func-
tions have been abandoned or sharply curtailed.

The trends toward internationalization and informalization which
have characterized patterns of social change over the past several dec-

-ades form partof the-dynamics of state retrenchment, both contributing

to and growing out of the declining capacity of public institutions.
Governments that can no longer ensure a stable currency see even their
efforts to adjust and reform the national economy falter in the face of
massive speculative activities and capital flight. In asimilar vein, the flow
of migrants across borders in search of a better livelihood implies the




creation of remittance economies which (like flight capital) cannot be
taxed or even adequately quantified. The decline or collapse of much
formal sector economic activity, and the massive turn to informal ar-
rangements among both wealthy and poor, further weakens the tax base
and the structure of public regulation and services.

In addition, the urgent need to maintain an inflow of foreign
capital (in the form of grants, loans or foreign investment) and to
renegotiate the terms of debt repayment, makes most African, Latin
American and Caribbean governments particularly open to influence
from lending institutions or donors - so much so in fact that the study of
economic policy-making was often framed in the decade of the 1980s in
terms of the "politics of conditionality". The policy initiative, in this
context, is likely to arise outside national boundaries, although the
ramifications of policy (including the reactions of internal groups) are
managed by and directed toward the state.

Thebasesof support for the state are inturn inevitablyaffected by
these processes, first because the ability of governments to protect and
promote the interests of major sectors of society is constantly challenged
and second because those interests are themselves changing as people
devise new livelihood strategies. In countries ruled by extremely narrow
cliques or by networks of territorially based strongmen, where a preda-
tory style of governance prevails, political practice may be little altered.
But in nations where the governing coalition includes workers, public

sector employees, elements of the urban poor, perhaps a national agri-
cultural and/orindustrial élite - aswell as those engaged in internal and
external trade and finance - the existing structure of interest aggregation

and compromise may well be shaken.

As employers, both of civil servants and workers in state-owned
industries, most Latin American, Caribbean and African states have
attempted, as we have seen, to avoid laying off employees even at the cost
of drastically lowering per capita remuneration. At the same time,
although deep cuts have been made in subsidies on basic foodstuffs and
transport, which provide a relatively diffuse form of remuneration to a
large urban clientele, an effort has also been made not to eliminate such
subsidies completely. Nevertheless the drop in revenue associated with
recession and adjustment implies such a clear decline in the ability of the
state to provide for its support groups among urban lower- and middle-
income strata that disaffection and protest are virtually inevitable. Sporadic
but violent riots in a number of countries over the past few years bear
witness to this problem.

Strains may also appear in relations with industrialists oriented
toward the national market. In the course of adjustment, the capacity of
the state to protect local, formal sector entrepreneurs producing goods
for internal consumption is threatened: to the extent that it must open
the internal economy to foreign imports, devalue and greatly restrict
credit, a state dependent upon alliances with those entrepreneurs faces
serious internal struggles. Insuch cases, either the local industrial sector
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isstrong enough to force the government to resist international pressure,
or it becomes disaffected and the government loses an additional ele-
ment of political support.

Strains of this kind, implying an erosion of support for many states
and a threat to the continuation of post-colonial or postwar patterns of
alliances, are being managed in some countries with relative success. It
is precisely the precarious nature of the balance which must be struck
between all interests which makes much of the adjustment effort insuch
circumstances seem so contradictory and internally inconsistent. In
other cases, however, a broader pattern of alliances seems to have given
way to far narrower arrangements, in which states increasingly return to
prototypical "neo-colonial" patterns characterized by the clear domi-
nance of aforeign trade-oriented or financial élite. And in still others,
we witness the virtual disintegration of some national societies, as re-
gional and ethnic conflict is spurred by delining levels of living and the
weakening of already very fragile political pacts.

A critical issue which arises at this point concerns what is increas-
ingly referred to as the conundrum of "governability". How are the wide
range of conflicting interests associated with crisis and adjustment to be
channelled and expressed within a stable political environment at a time
when the legitimacy and efficacy of many states are being so thoroughly
undermined? How can sufficient sense of co-operation and purpose be
developed to permit an adequate collective response to the crisis?

The question can be answered in part by referring to the encour-
aging tendency, just noted, for new forms of co-operation to emerge
among many groups affected by the crisis and for these groups to remain
outside what often have been rather clientelistic and corporate channels
of interest representation in Latin American, African and Caribbean
states. This is a development which can in principle contribute to the
formation of a more democratic political practice, in which the interests
of various groups are expressed in an open political arena.

This arena must, however, exist; and it must function well enough
to process demands, aggregate interests and convert decisions into
policy. In other words, there must be a functioning state, with capacity
for dialogue and sufficient control over the economy to be able to
allocate resources. With some frequency, however, one now finds
situations in which states are either too narrowly based and restrictive to
accommodate grass-roots demands or too weak to process them. Insuch
conjunctures, innovative local level response to the crisis is short-
circuited. It may be supported by international donors or non-
governmental organizations, but it cannot serve to strengthen a national

Faced with urgent and conflicting demands for assistance during
hard times, and with a fundamentally weakened state, governments
attempting to avoid a total collapse of public authority can opt for an
authoritarian and repressive solution (Stepan, 1985; Kaufman, 1985;
Anyang, 1987). This was a pattern characteristic of much of Latin




America during the first decade of economic crisis (as it was among a
number of states confronted with depression in interior Europe) and it
may become so again. 12

It would seem, however, that the extent of reorganization of
society during the recession may in fact make the imposition of discipline
by force - discipline of a kind required to maintain a functioning national
economy - increasingly difficult. The informalization of many societies,
the tendency for much economic activity to go on without reference to
governmental controls, the appearance of new kinds of solidarity which
lie outside the traditional corporate structure, imply blockage of major
avenues of social control.

Alternatively, the demands of various groups can be put forward,
and strategies for change developed, within a framework of democracy.
The advance of informalization and internationalization of the economy
and the society, in company with extensive hardship imposed on most

people by the crisis, nevertheless also implies enormous difficulties for
transitions to more democratic models of relations between state and
society (Cardoso, 1988; Hansen, 1987; Kaufman, 1985). Excessive
fragmentation of interests, made worse by the crisis, may create virtually
unmanageable pressure on the government, while institutions capable of
deciding upon the distribution of gains and losses in public fora account-
able to the majority of the voters are yet to be developed. History
suggests that increasingly polarized societies, in which growing numbers
are pauperized, are enormously handicapped in the search for democ-

racy.

12. Concern for such a
development in Africa has
recently been expressed by
Timothy Shaw, who
concludes that many
countries on the continent
are ‘'ripe for repression"
(Shaw, 1988: 319).
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