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DEVELOPMENT, UNEMPLOYMENT,. AND MARKETING IN LATIN AHERICA#

SR . - O
4 e : Introduction &
In this paper I will atéue that because of (not in spite of, as many believe)
unéqdaltincome distribution and high unemployment and underemployment levels in

Latln America, development planners should begin to examine 1ssues of economic *

organlzation and exchange (marketlng) in search of opportunlties for stimulating

‘development wlth broader part1c1patlon by the masses. ‘The traditional approach

: : 5 1 . .
to development planning has placed great emphasis on increasia! aggregate produc-

tion in the agricultural and industrial sectors. I will argue that a more real-
istic approach under current conditions in Latin America would be to evaluate

-effectlve aggregate demdnd and then to foment supply of the appropriate mix of
goodsrand serv1ces. o
"It is trie that the marketing system serves as an employer'of'last resort in

’

many developing countries. The same is true of farming. * It is also true that

‘under imperfect market conditions,  some intermediaries in developing areas are

able to reap monopoiy profits. Under such circumstances, and, viewed statically,
public investments that increase productivity in the marketing system may end up

increasing monopoly profits of a few-intermediaries while simultaneously reducing

Siey . : : L

employfent opportunities. an ) e

~ But the baby should not be thrown out with the bath water. Thére are also

®

g . 1 1t
many circumstances where adjustments in the micro or macro marketing conditions

.

%I am 'indebted to Michael Weber, Pablo Torrealba, James Shaffer, and Harold

'Riley for helpful suggestions during the.developmeht of this paper.

lMarketlng will be defined in this paper as including those activities

- whereby buyers and sellers interact to exchange-- relevant market informationm, to

establish condltlons of exchange, and accomplish legal and physical exchange ‘of
ownership. Micro marketlng issues are those concerns related to the management

' of .the 1nd1v1dual firm's factor procurement and product merchandlsing and dis-

J
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can yield dramatic reductions in marketing ‘costs, stimulate production, andxgreate

i

‘ new éffective demand with positive net employment ‘effects.

current concerns about underemployment of human resources and the related problem

of unequal_income distrihution. I hope to show that development ‘planners, while -

talking incessantly about the problems of underemploymint and poor income distri-
: : - LR

! :
bution, are pouring gasoline ‘on the flames by intensifying the same old programs

that have helped to create the problems. Next, I will sketch out an alternative

approach to development. Then I will examine more speq}fically.the role of micro

-

and macro marketing reforms in such a development approach -- offering some ex-
amples -of the relationship between marketing development énd'employment. In the

last section, I will attempt to summarize the argument and offer some conclusions.

/ g " .
" Underemployment in Latin America .

S
v

Most countries in Latin America are gurreﬁtly éoing through a period\Ef pain;
ful reevaluation of past development strategles and dlsapp01nt1ng results, There
is now widespread concern about planners' traditional use of hlgh rates of GNP
growth as the primary and overriding developQEnt objectlve. In ﬁany couqtrles of
Latla(KMErlca, high GNP growth rates have not brought" SLgnfocant lmpnov;ments in
economic welfare for the masses qu often have been dccompanied by a worsening of
real pér capita incomes for low income famllles. : :

Among other development specxallsts, Dorner [6] has lamented the lack of

knowledge in development economics regardlng the 1nterrelatlonsh1ps of produc—

tribution efforts. Micro marketing is concerned prlmarlly with the individual
firm's profit maximization goals through efficient factor procurement, final
sale, and phy51cal product distribution. Macro marketing -issues are those re-
lated to the aggregate effect of micro marketing decisions by individual firms,
governmental regulations, policies and actions, social customs, and consumptlon
patterns.

t

I will sketch out .the argument in the following steps. First, I will examine *

e



AR N N MR At S A A BRI B NI PR Jor s e g — - = RS o e AN W B S T M

.

" tivity 1ncreases, employment. generation, reductlon of poverty, and elimination of
income inequities as development progresses.‘ He’ contends that this gap in know-
ledge represents a crisis situation in'develcping countries. Dorner argues for
explicit consideration of additional criteria in assessing aevelopment and fdr
the need to give a higher priority to the 1ssue of broadening economic and poll—
tical part1c1patlon. Similar arguments are put forth by Reynolds [16] Eicher
\hd associates [7], Seers [19], and the International Labour Office report on

unemployment in Colombia [12].

"Employment Concerns in Historical Perspective |

These concerns have been stimulated by the fact that unemployment‘nas been
gtowing‘and income distribution has not improved, and in some cases has worsened
ov;r the past twoieecades. From 1950 to 1965,, open unemployme:t in ﬁatin America
increased from 6.5 percent to 1l.1 percent [23] [6];..The pnoblem is even worse
considering extensive underemployment of - human resources. A study\using 1960
data estimated-that the unemploymentrequivalent for those underemployed inlLatin
America would bting the unemploymenﬁ\rate up to .25.7 percent{ Egrthermope, the
situation since tnat year appears'to have worsened [lu]."The.employment‘pros-';
pects are quite gloomy. If present‘trends continue through 1980,>the open
unemployment rate for Latin America would reach 18.6 percent [is, p. 21]..

.

Available ev1dence suggests that during the 1ast ‘two decades, low 1ncome

families in Latin America have experienced little’ increase in per capita income &

.

. [12].023] [1u] [2u] [17]. Moreonef, in some subsectors and regions,vthe absolute
ldbel of ‘per capita incomes decreased while GNP grew by about 5.2 .percent per
year for Latin Amerlca as'a whole [23, pp. 10- 1“1 Thus experience suggests‘
that even significant growth rates in gross nationai income may not be trans-
mitted into improvements in general welfare for more than a small percentage of

S s

_the population.
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The pfoblem of limited participation in the growth process is’not restricted
to Latin America. Abundant references could be cited of similar concerns in other
developing areas. After analyzing empirical data from 74 developing nations (most

;papitalistic or_éémi-capitalistic,economies), Adelman and Morris concluded:
‘ The presént study'indicétes few opportunities for the increase
of economic participation through economic development....The
" dynamics of the process of economic development tend to work
- pelatively against the poor; the major recipients of the re-
‘wards- of economic development are consistently the middle class
and the highest income groups.-[1]

Something abéut the economic, political, and social forces shaping develop-
ment in those 74 céﬁntries has not been consistent with the objectives of achiev-
ing broad.participation in the growth process. Adelman and Morris suggest that
broader economic participation might be achieved by placing greater reliance on
development strategies focused on the sxploitation of human resources, as opposed
to natural resources and capital, by exfend%gg the use of mixed government --
private ventures, worker cooperatives, smaller scale firms, etc., and by reducing
dualism byiemphasizing rural development in smell owner-operated farms.

* In Latin America and many other developing areas, the pervasive strategy of
development has begn'that of increasing aggregate production in the agricultural
and iﬁdJ;trial sectorsrwithout great coﬁéern for "the market." It has been
assumed thaé demand -or "markets' are not the problem. Major development policy
effofts have been directed toward increasing production for export (usually for
a siﬁgle-gcmmpdity,'é;g.{-coffee,'éugar, petroleum,‘cogper), expabding aéricul-
tural output apd substitﬁting'domesticglly produced goods for imports. The
"gréén revolution" is a good example of this strategy applied to the agricultural
sector. "Miracle varieties" cpupied‘with input packages have resulted in rapid
‘ingfeases in gross*bfoduction, but less than ?miﬁiﬁulous" changes in human wel-
fare. ."Nutritiongl need" has sometiﬁes been confused‘;ith "effective demand."

-

Marketing Ebanpelsrthat are costly and fraught with uncertainty have often played



cruel tricks on development planners. Consumers that "want" the product are

s A S S

unable to exert effective demand due to limited purchasing power, high prices, or

lack of availability of the product to them. The dynamics of the internal market

have been ignored. And those producers who have been able to take advantage of A & \k
the "miracle packages" have, by and large, not been the low income masses but the : ; \
middle and upper income’ commercial faﬁners [13, p. 1]. While many countrim
succeeded in a high target levels of growth in aggrégate production, they

have failed in the real objective of development, i.e., improving economic well
being for all tﬁe people. ‘
Political pressures created by the masses of unemployed and impoverished
have forced Latin American governments to at least look like they are doiﬁg some-
thing about Ebg!aiﬂhgsm. The result has been a rash of ill-conceived po}icies
and programs such’ as protecti;e labor laws, infant industry tariffs, price con-
trols, and subsidized credit which have resulted in distorted factor price rela-
tionships, institutional rigidities, gnd other economic distortions that seem to : -
have aggravated the problem rather than provide any long-térm solution.A On the
other hand, extreme conservatism by investors who face political‘and economic

uncertainty results in little investment in the kind of Schumpeterian innovations

that preduce real dynamic growth.z‘

An Alternative View of Development
I believe the conditions described.in the previous section were accurately
predicted by Lauchlin Currie in 1966 [5]. In his treatise on development, Currie

presented a diagnosis of underdevelopment which has much in common with current

21 réalize that these are brash statements. I have chosen the terminology
carefully and have probably overstated the case in order. to emphasize the very
‘real and, I believe, urgent need for development specialists to look realisti-
cally at these issues.. For that reason, I will use the same style in the remain-
‘der of this paper. : . :
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writers, showing concern for rising unemployment and deterioﬁating conditions of

ulncome dlstvlbutlon. Alluding to ‘the vicious e!rcle of .poverty, he suggests a

vicious circle of gross lnequallty. "small market for mass consumption products

- heav1ly dlsgulsed unemployment -- weakness of the pull element in the moblllty

of 1abor—grow1ng inequality." [5] A prlnc1pal dxfference is that Curr\e pointed 5

to the 1ack of effective demand as the primary problem while most curnent writers T
continue to focus on expandlng aggregate supply with the 1mplled assumptlon that (
supply will create 1;5 own effective demand. : = .

Currie's argument has recently been supported. by an Organlzatlon of American -

States publication which concluded that dévelopment in Latin America is limited

.

not only by the lack of demand for exports but by-a lack of effective internal

Many development ecoﬁomists have been quick to argue thae "pump priming"
Keynsian policies are not aéproprlate in developlng countrles because of ex1st1ng
strong inflationary pressures. Lurrie concurs that he does not agree.w1th the
conclusion that the basic psoblem is therefore one of production.. He contends,

with support from more recent research [17] [21] [22], that considerapble excess

capacity does exist and that it might be brought into production through Keynsian-

type policies, but only if they are accompanied by efforts to deal effectively

with the sociel, political, and economic forces hindering the_movement of factors
and products to their most economical use.

The following review of current literature on the conditions ef underdevel-
opment seems to confirm that view. The development problem is too complex to be
viewed simply as a deficiency:of either effective demapd or supply. But I will

later argue that more attention now should be given to discovering the limita-
: : & . .

tions of demand and particularly those associated with the organization and oper-

,ation of markets (both micro and macro marketing). '



-

N

A Summary Diagnosis of the Current Deielopmenf Dilemma in Latin America

One mlght formulate a long list of characterlstlcs of underdevelopment. My
purpcse is to survey the litergture and summérlze those whlch have recelved
greatest attention as causal factors of underdevelopment and -underemployment of

resources. I will divide the list into four major groups: (1) population growth,

bobdlatiom distribution, and employment; (2).economic organization; (3) monetary-

and fiscal factors; and (4) factor and product price distqrtiens.

Much has beé£ written about .the rapid rate’ef population growth in devéléB—
ing coumtmies>and its effect on development efforts. In most Latin American
countries, éhe annual rate of popeletiom growth is around 3.percent. This ra#e

of growth has been sustained over the past several years, resulting in a high

perce;}age of unempleyables and heavy pressures on the economy to create new jobs

for the large numbers of new workers entering the labor force each year. In most’
b

Latin American countries, over 50 percent of the population is employed in agri-

culture though a significantly lower percentage (30 to 40 pw gross
, R 3 : P—

ﬁationel product‘is generated in agriculture.
Rgpid migration to the eitiee has been umderway for several ;eafs. Annual
growth rates of 7 pereemt have been common in the major citie Latin America.
This migration. appears to result from severel‘factoms including both'push and pull
elements. Among the factors pulling workers moward urban areas‘are: governmemt
policies to stlmulate industridl development and employment, artificially high :

negotiated union wage rates ih uvban areas; protective labor and social secur1ty

laws for industrial employees as opposed te rural workers or self-employed farm-

_ers} better social and educational services in urban areas; a greater variety of

consumer goods and entertainment alternatives for urban consumers; and the safety
: \ K
valve of informal and. sometimes illegal income opportunities in urban areas (e.g.,

petty retailing, part-time work, personal services, begging, borrowing, stealing,

.
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‘prostitution,

the distribution of wealth (i.e., land, capital goods durable consumer goods)

. o ek

0

extortion). The principal factors tending to push individuals out

of rural areas' 1mprovements in agrlcultural productivity associated with -
commercialization of agrlculture mechanlzatxon, and technlflcatlon in sxtuatlons
where ‘there is a lack of effectlve.demand resultlng in low prices and low returns
e
to labor;,poor social services; lack of non-farm employment opportunities in rural
areasj and’ lxmlted avallablllty of consumer goodf and entertainment.
The problems of rising unemployment and underemployment have already been

cited. “Migration pressures have created specxal problems in certain cities of

Latin America where.the industrial base is minimal and ;nvestment generation

capabilities are limited. Job creation is limited by the subsidized importation

of capltal 1nten51ve productlon equlpment reflecting factor prlce relations in

'foreign developed countries. There are 51mply not enough job potentlals for the

mass of untrained, uneducated migrants. For example, based on population projec-

tions, it was estimated that fhe labor force in Cali, Colombia, would i‘irease by
- \ : -~ -
90 percent in the next decade. The gravity of the problem is made clear

x
ote that unemployment at the time of that projectiom alread; amounted to
. = -
about 20 percent of the existing labor force [17].
The second group of characteristics of Latin American economies is associated

w1th exlstlng economic organizatlon. In that category, 1 include those character-

isties of economic organlzaﬁaon of firms and Lagystrles and their behavior. Per-

haps the most perya31ve element of economic organization in most: Latin economies-
is the duality'which'exists throughout, i.e., commercial versus traditional agri-
culture, modern heavily capitalized.versus traditional shops and cottage industny,
and modernicommercial'and service firms (e.g.,‘Seams stores, supermarkets, IBM

accounting service) versus traditional intermediaries and service people. A se-

cond and closely related element of economic organization is the inequality in

s



income and economic ooportunity. The'negative impact on the marginai efficiency
" of capital, resource use, reinvestment of profits, and economic innovations have
been yidely recognized. A third feature,of economic orgamsigation in Latin eécno-
mies is the orevelence of market imperfections and monopolistic tendencies. Im-

perfectlons are a fact of life in any market economy but llmlted 1nformatlon, poor

transportatlon, and concentratlon of econvmic wealth in Latin Amerlcan countries

~

- -
create special problems of monopoly power. The reaction by,government is-often

to accept and‘regﬁlate the monopoly (while complaining bitteriy)'refherftﬁan to
eliminate the imperfections and stimu;ate'competition in_order to make the indus-
try_regulate itsélf. Finally, there is e#tensive overlap'among political and ecof
nomic elites. Special interest_groops essentially maimtein effective political
and economic.control. Consequently, governmeht‘policies are-often-demagogical\

and paternallstlc and frequently have negatlve long—run development effects.

d major group of factors contrlbutlng to high rates of unemployment

in Latin American countrles fall under what I will call monetary and f;scal prob—

lems. Here one must list a closely interrelated set of prob@gﬁs including balance

of payment shortages, inflation, antiquated. tax laws, evation of taxes, and fiscal-

. ~

monetary policy-riéidigies arising from concerns‘related to political‘stability.
Political and economic conditions often force Letin'Amerftan governmehts to deal
with monetéry.amd fiscal problems on a sport—term piece-meal basis. - Consequently,
' unemp loyment and poverty problems may not get fu%i consideration. Effective
treetment of unemployment and poverty problems using some combination oflfiscal—-
.monetary policies, new laws, governmental reorganlzatlcn, and other means are
~11m1ted by the difficulty of obtalnlng parllamentary or politlcal support for them.
The fourth category of factors contrlpptxqg to underemployment of resources
has been labeied factor .and proouct price distortions. In a perfectly competitive

‘system, factor and product @fﬁces are determined by supply‘and demand. All fac-

-



security, publlc welfare to the poor, and again taxing pollCleS.

the economy with contradictions and conf%ict -~ yielding inefficient use of re-

X
( 10 : . '

tors of productlon are used optlmally and fully to satisfy revealed consumer wants

at the lowest pos51ble cost. All consumer wants are not satlsfeed, but varlable

[

product prlces permlt each consumer to optlmally allocate hls income accordlng to

his own preferences. There are no pvlce dlstortlons., But perfect competltlon

does mnot and cannot exist in any economy and even if it could, there is no guar-

. antee that the result would be soeiﬁlly and politically acceptable.

Goverhment policies'cf three. types dre, therefore, commonly used.to cope with
market imperfections and to reflect 50c1al‘and polltlcal realities. There are a
group of pollcies de51gned to help the ébonomy functlon more "perfectly. Exam-
p{es are anti-trust laws, laws estab;lshlng standarg welghts,.measures end gr;des,

public price information, education, research and dissemination of information on

changing technologies, etc. . The second set of policies are those designed to

purposely manipulate the imperfect economy in an effort to bring about the same

desirable conditions which would have prevailed under perfect competition.- Since

man's knowledge of current conditions is never perfect and since he is almost

totally ignorant as to the future, the outcome of such policies is often (and

understandably so) disastrous. Policies designed to have a positive effect o%ten.

because of changing conditions and sometimes because of poor formulatiop, will

-

produce .the opposite result. Some examples of this type of policies are.credit

and tax subsxdles, price controls, and taxing p011c1es. The third set of policies

’

are those desxgned explicitly to alter the dlstrlbutlon of econonlc Leneflts in
response to social and polltlcal pressures. _Examples are minimum wages, social
\

If one examines the condltlons in almost any Latin American country, he wlll
discover llterally thousands of laws, pollc1es, or programs falling into one of

these three categories.  They form a political and legal legacy that may stlfle
' (

ey
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sources and worse still blocklng progress toward more optimal allccation of pro-

ductive capacities [17]. Programs and policies once 1mplemented because of their
posftive lmpact on one segment of the economy can have unforeseen negative effects
on other variables. Or, Because of changing conditions over time, they may become

harmful even to the segment they were de51gned to beneflt. Unfortunately govern—

 ment programs and laws become 1nst1tutlonallzed and are difficult to change or

.ellmlnate. It is commonly recognlzed that factor and product price distortions
\

arise from such condltldns. For example, labor-legislation arlSlng from the pres-;

sures of arban oriented labor unions raise 1ndustr1al wage rates far above rural
K

)

and cottage lndustry wage levels; sub51dlzed credlt dlrected largely at borro
with good collateral may perpetuate‘condltlons of capital intensive product
price controls may prevent prices from reflectlng real supply and mand condi-
tions and' preclude adjustments needed to bring about\optlmumnresounce allocation.
A historical legacy of contradlctory laws and pollc1es is bad enough but the
problem is compllcated evern further by the tendency of soc1o—pol1t1cal systems
toward what Forrester has called "connter-intuitlve behavior." This is a situa-
tion ‘in-which‘the'complexit'y of the, organimt-gtem (in this case, an eco-
nomy) with multiple sub—parts each focusing on lts own objectives derived from
« broader soc1etal ob]ectlves somehow produces a negative aggregate result. "There
are orderly processes at work in the creatlon of human ]udgement and intuition

that frequently lead people to wrong decisions when faced w1th complex and hlghly

interacting systems." [QJ

,

A Dynamic View of the Development -Process.
/ -
¢ . : : .
Economic: development in this discussion will be defined as the dynamic pro-
-3 Y

cess whereby changes in soc1al, polltlcal, and economic forces brlng about 1mprove-

ments in per capita income that are distributed to some degree (though not neces-

w

sarily equally) among all segments of the’population. Rogers defines economic
s \ R 5 @ '

™

-
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- development as a ‘sub-part of a greater process of "social cha;ge - the process by

.

. which alteration occurs in-the structure and function of a social system." [18]

’ - i
He notes that social change is composed of three steps: "(1l) invention - the pro-

cess by which new ideas are originated or developed; (2) diffusion - the process

\
by which these new 1deas are communicated throughout a social system; and (3) con-

seénence - the sum of the changes oc rring within the system as a result of the
adoption or rejection of innovation:ft\bls] . :

Under the above definition it would be possible to achieve economic develop-
ment in a totally subsistence economy if ways could be fo nd for the,subsistents
to increase their productivity.  But classical economic theory asiwell‘as.histob—
ical evidence suggests that meaningful economic development is ‘normally Brought
about by increasing specialization and econonic eXChange. Individuals begin, to
spe01alize 1n the production of one or a limited"line of profucts while depending
on other SpeClallStS for the production of their remaining needs. ' As speciali-
zation advances, the need for effective exchange becomes.more critical. Inno-
vations in production methods, organizatgonal forms, legal-political environment,
organization and use of labor, and sociai customs interact dymamically with the
process of specialization to sdstain social change and economic development.
Labor may be embodied in capital goods that make new gains in labor productldity
possible.? This process of economic development through speCiaiization and in=s
dustrialization is normally stimulated by economies of laré:r scale production.

The exchange mechanism‘may be governed By open bargaining wheré the producer

'

must negotiate his own exchange price; by custom whereby social customs set the

"

conditions of exchange' or by administrative fiat whereby the exchange conditions.

\

For an interesting and’unformative analysxs of capital 1ntensxve versus
labor intensive technologies s': Robert Solo, "Capital and Labor Intensive Tech-
nology in Developing Countrie " Journal of. Economlé Issues (December, 1969), P
96.

'



s

l i

are iubject to pOllthaI control. In all cases the dec131on to contlnue dpec1al-

ized productlon of a glven product is dependent on expected net. return to produc-

tlon efforts. ThlS lmplles some lnformatlon about current and’expected condltlons_

of supply and demand. When specialized producers are'uncentaln of_market outlet;
and prices, they will attempt to minimize economic risks by avoiding further spec-
ialization, by ignoring opportunitlesqtoAinnovate,‘and by delaying or abandoning

opportunitiesvto achieve greater- ecohomies of scale. |

Economic development requires that economic participants sustain a cohstant

ahd'reasdnably‘successful search for ﬁnexploited economic'opportunities. The
“process of specialization and innovation can easily be sidetraqked.' Lack of
effective demand, poor information, high marketing costs, and many other market v

related factors can stagnate the development process esfcan social and political

¢

factors.

Effective coordination of the market for labor is especially crucial. Dras-

. -, . .

tic changes in work roles for a large percentage of the populaticn are an integral

part of the transition from a subsistence to a speciaLized and industrialized

economy. Shaffer concludes that "in the absence of programs and policies to' fac-

ilitate labor mobility, expand effectlve demand and otherwise create- employment
opportunities, unemy&oyment and underemployment exist." [20] Many ctrucial devel—

opment problems are a direct result of poor labor market coordlnatlon or 1neffec—

tlve and sometlmes harmful policies for dealing with that problem. .

In the partially or totally industri ~1zed economy, the exchange process
(thqimgrket) also”becomes the mechanism fop distributing the fruits of the eco-
nomy. Price belaégonships reflect income”relationships.‘ If there are_pfice dis-
tortlons Caused by limited market information, factor and product mobillty,,or

other imperfections, the economiqally; politically, and socially more powerful

individuals can be expected to have relatively greater kriowledge and to take

ey
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advantage of it to improve their own wealth at the expense of others. Shaffer
has summarized the expected'besults‘very well.

% & Bxperlence indicates that the distribution of the increased
productivity associated with the transition from traditional
agriculture are usually shared very unequally. .Large numbers
‘of rural people are left behind din. the transition. The poten-
tial exists for land and other resources to become even more

\ concentrated as those with an initial advantage increase their
ability to bid for land-and other inputs. results can be
increased numbers of landless unemployed peo le in both the
city and rural areas. The social and polltlcal costs of this
result can be very high. ‘Positive policies in the design of -
food production-distribution systems, policies designed to e
increase labor mobility. and monetary-fiscal policies designed
to expand eqyloyment opportunltles are an essentlal input to
the development process. [20]

Historical ev1dence suggests that where development pollc1es do effectlvely
stimulate labor mobility and economlcespec1allzaxlon, the commercial and service
sectors will occupy a rising percentage of the populatlon. In the—iate 40s and

early 505 Colln Clark and A. G. B. Fisher formula;gﬂ'what came to be called the
’ P

' Clark-?zsher thesis. The essence of the thesis was that the process of ‘the dev-

2 -
elopment was marked by an increase in. the relative importance of secondary and’
. “\ . Z

then tertiary activities as sources of income and employment. They postulated

that rising GNP levels would be associated with larger percentages of the popu-

4

lation employed ln commerce and services [2] {8]. The Clark-Fisher thésle was
challenged by others, but the argument endedh;ather inconéluslvely.

More recently, Lee fresioh'has examined the reletionship of GNP and percen-
tage of the é;pulatien employed in commercial end service activities for 74 :
countries,gf the world [15]. Using regression anelysis to relate GNP to the per-
centege ofhthe population employed first in commercial activities and then in all
tertiaf; activities, he foundAthat about 50 percent of the variability could be
explained by changes in GNP. - Thi; is sufficlent to suggest a "fundamental rela-

tionship but one Hbieﬁ is either relatively weak or badly obscured by non-compar-

abilities among the observations." [15] He therefore plotted the data and found
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- that leaving-aside'three countries which arevmore accuratelj described as cities
(Hong Kong, Hest Berlln, and Luxembourg), four "new world" wealthy countrles
(Unlted States, Canada, Australla, and New Zealand), and several low income poor
couatries with unexplainably high rates of commercial employment, "a contlnuous.

‘functlonal relationship may serve as a falrly accurate descrlbef of the remalnlng
collectlon of observatlons." [15] In general his andlysis supports the hypo-
thesis that as GNP increases, the percentage:of the population employed in qommer;
cial and other—tertlary act1v1t1es can be expected to increase. This conclusion
was supported and taken a step further by Galensoh who concluded in a study of 25

) countries that."an efflclent manufactur1ng sector may be an.extremely dynamic
factor in the generation of new employment in the service sectors. of developing
economies." [1oj

| In summarg, economlc development requlres 1ncreas1ng speCLallzatlon and ex-
change and is fueled by the’ product1v1ty gains made possible through a constant
and perva51ve search by economic units for unexp101ted economic opportunltxes ‘
(innovations). Such change is always accompanied by uncertalnty and it can be
slowed or stopped if the social and-economic costs of uncertainty become too ;
great. The market is the mechanism that coordinates exchange. It is also the
mechanism for distributimg the fruits of the economy. When product and factor
markets are poorly coordinated and costly, the impact on the development process
can be serious, the processes of specialization'and innovation are slowed, ingen-

tives toward changing work roles are eliminated, and incore and wealth distribu-

tions become increasingly unequal.

The Market as an Educational Tool in the Development Process '

In the previous'section, I stressed the general role of the market in the -

transition from an agrarian to a scientifically industrialized economy. Here I
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hope to show more specifically how the market can serve as a focal point for

chaneing attitndes and behavior in order to permit and encouraee‘iﬁdividuals to

make the work role changes‘required for development.

Much has heen‘written about the need for "modernization" among peasants in
traditional societies.as a prerequisite to development. Rogers defines moderni—
zation as "the proceas‘by which individuals change from a traditional way of life

to a’he#e complex, technologlcally advanced and rapidly changlng style of life.'

[18] By this rather hazy deflnltlon he seems to be 1mply1ng the same kind of

process of economic specxallzatlon and work role change described in the previous

section. Through modernization, individuals accept and even begin to search for -

more specialized,'technologically advanced and market oriented work roles as a

way of. lncreasing thelr product1v1ty.

Rogers has prov1ded a good analysis of the characteristics of the subculture

»

of rural peasantry. The peasant.is characterized by "(1) mutual distrust in inter—

t

personal relatlons, (2) percelved limited good *(3) dependence on and hostilify

toward government authorlty, (4) familism; (5) lack of 1nnovat1veness, (6) fatal-

. ism; (7) 11m1*ed asplratlon, (8) lack of deferred ratification; (9) limited view

of the world{ (10) low empathy." [lB] The peasant’'s reluctance to enter the mar-
ket'economy or. participate more fully in the industrialization process can be
traced directly to the above attltudes. While Rogers limits'his observations

‘only to peasant farmers, ‘there is ev1dence suggestlng that the same characteris-

-

tics apply to peasant artlsans, peasant traders, and to recently arrived urban

laborers (11] [22] [26]. : .

~

It seems reasonable to conclude that more unspecialized or agrarian the

A
society the larger the number of peasants who fit Rogers' description. Sustained

economic development require; that those characteristics be altered for more and

-



.historically been relied upon to bring about such attitude chahges -- though'we

* seem to be_realizin% now that it may be a very inefficient method of accomplish-

T a Better way.. -More récently thepre has béen'strong interest in non-formal educa-

tion as a more efficient combinetion'drawing on some aspects of formal education, : -

more of the population. But he who would engineer such changes'cannqt,compel -= -
& e : . ‘. .

he must persuade.

That persuas1on~can be accompllshed in several ways. Formal education has

ing the dbjective. Some have'argued'that effective use of mass communication is

N

mass communlcatlon, and 1nterpersonal soc1al exchange.

I would add another varlable ~- the market ‘-- to those that can be used to-

-

induce "modernlzatlon. Experience shows that the incentives of the market place

can be very effective persuaders. We have already noted that the conditions of
]

'

_the market have a great deal to do w1th the 1nd1v1duals w1111ngness to spec1allze,

innovate, and migrate to new socia; settings. It therefore seems reasonable that-
well organized and coordinated markets can serve as effectlve stimulators .of com-

plete social change.

The.process of economic development viewed as a part-of the lapger process

of social change can be summarlzed as follows: specializarion,'technification,

and exchange produce development; 1ndustr1allzat10n requlres extensive adjust-

.

ments in behavior of the masses (espec1ally in terms of changing work roles and

adoption of new ideas); behavxor changes are hampered by tradltlonal attltudes,‘

Asuch attitudes can be changed throqgh some comblnatlon of educatlon, ‘commurica-

\ v

( :
tion exposure, and economic incentives. By workrng with 1nd1v1dnals and groups

of farmers, traders, and consumers in an effort,to 1mprove their performance in'

the market, one beglns to help them understand the comp&ex new lndustrlal system

Anto which each must’ be 1ntegrated if development is to "be sustalned 1% 1ndeed

he market -does perform better,. the resulting economlc rewards will relnforce the

.
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peasant s learnlng experience and induce attltudlnal change. Slmultaneously, efe
attentlon is pald both in micro and macro market ‘considerations, the market shonld
be more effectively coordinated resulting in greater effective demands, less qncer-

_ tainty, and a new thrust toward specialization and innovation.

N

v

\ - The Economic Origins -of Improvenenfs in Marketing Perfonmanee

Many people seem confused about the soqreeé of'impnovements_in marketing
efficiency. Most ﬁeople tend to think of narketing improvements,in terms of large:
North Ameriéan type supermerkets. There is a general feellng that all sources of
productLV1ty gé;ns in marketlng must be directly relatéd to drastlc reductlons in

‘employment. Or more genera‘ly, it is assumea %hat marketlng 1mprovements require
large investments in market facilities, e.gss storage, refrlgeratlon, supermarkets,
wholesale'markets, processing facilities, etc. Such investments may indeed he
qulte capital intensive %spec1ally where the technology is imported from developed

) countrles. The strong desire to "modernlze" or westernlze-markets can blind
individual flrms and governments to ghe real economic costs and beneflts of such
inﬁestments. But it does not necessarlly follow that all marketlng system impyove-
ments w111 have negatlve employment effects.

Let 's examine the. most 1mportant sources of 1mprovements in marketing coordl— ‘
netlon and perfonmance ‘for developing’ countr{es. T will draw on experxence in ‘
three different Latin Anerican»countries [17] [21] [22]. I believe there are
thiee: closely related sources of improvements in the‘perfbrmance of marketing .
systeme - technologicai change, . institutional (or environmental) change, and
oﬁgani2ational;managerialbbhange. The correqunding improvements may %@ referred
. to as changes in physical efficxency, facilitative efficiency, and managerial

efflclency. A fourth serendlpltous effect der1v1ng from the 1nteractlon of the

three might be called coordxnatlon eff}clency. It is this latter which probably
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offers the greatest contribution to development. But it can only be defined (at
least by thls wrlter) as serendlplty

By technologlcal change in the marketing system, "I am referrlng to those

opportunltles to. economlcally employ new handling, storage, ‘and processxng fac1l-'

. ltles. One frequently encounters 51tuatlons in Latln America where inadequate

\

storage and transport fac111t1es prevent the malntenance of ratlonal flows of

products .to market, Processing and storage facxlltles are often 1nsuff1cleﬁt to

.

permit product price stabilizatibn. Inadequate primary assembly market facilities

" hamper buyers-and sellers in their efforts to economically ‘accumulate market -

information and consumate traees. These kinds of harketing improvemeﬁts_require
sizable investments. They also tend to makevmarketing.aetivities more capital
intensive. Unfortunately such capltal improvements generally demlnate the thlnk—
ing of most dgvelopment planners and 1nternatlonal agenc1es ‘because they can be
justified %@ p%bject loans for tanglble phy51cal fac111t1es. Such projects seem-

ingly are more easin evaluateq in terms of dinternal raqes of return and benefit-

s

cost analysis. “

:

The second source of‘improvemeﬁts in marketing performance -r institutio_nal~
change -- is related te the legal and 1nst1tut;onal-env1ronment created by pub—
lic actions. Included here are the highly 1ntang1ble beneflts of fac111tat1ve
public actions such as grading standards, merket,lnformatlon, and standard
weights‘and measures. Also included would-be legal saéétions to grotect con-
tracts, to set sanltary and health regulatlons, and to fac111~ate publlc storage.
Finally, public -actions may be. needed to stimulate or regulate competltlon, to
stabilize prices, or under extreme circumstances to take over certaln.marketlng

functions. While the potential bénefits of insjitutional change are greet, we.
2 @

-

musg recognlze that ill-conceived and ineffective schemes are often instituted »

in the name of lnstltutlonal reform, leaving the marketing system werse off.

St R

PR
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The third and perhaps most important source of improvement‘in market perfor-
mance is achleved by changing the day-to—day organlzatlon and behav1or of existing
marketlng flrms or by creatlng-new and 1nnovat1ve 1ntermed1ar1es. ‘Better market
coordlnatxon and lower marketlng.costs can only be effected through 1nnovat1ve
organizational forms and management’ practlces. In terms of the United States
experlence, 1nnovative organlzatlonal forms in food marketlng have included inde-
pendént - .country elevators linked to large termlnal market facilities, cash and
futures commodity-markets, marketing cooperatives, livestock auctions, corporate
food chains combining wholesaling and retailing, and voluntary food chains. Both

physical eff1c1ency and pricing efficiency may be 1mproued considerably through

. innovative management practices in existing marketing firms. Improvements in

- management skill permit the marketing firm to achieve greater efficiency in the

. use of existing storage space, transportation, facilities, credit, handling equip-

ment, and market 1nformatlon. in addition;:theté arevopportunities for improving
work methods, reduc1ng inventory- costs, reducing. procurement costs, stablllzlng
buyer-seller relations, expandlng product sales per unit of marketing effort, "and
reducing buying costs by standardizing products (even in the' absence of)offlcfal :
grades), Tnese kinds of'mapagerial changes will produce some improvements in
labor productivity and mav have some negative effect on overall employment in a
static sense. But in a-dynamic setting, the positive benefits of greater market
stability (with fewer market uncertainties), improved market coordination, lower
nrices, and resulting'stimulation of effective demand can ge expected to easily
offset short-term disemployment effects:

.Harket performance improvements-brought about by all three types of inno-
vations may either create bi reduce direct employmene in tne short run. If one
views capital as nothing more thah embodied labor, such market innovations may

bring about a substitution of one type of labor (that embodied in capltal goods)
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fpf another. Thus, over the longer run market ‘innovations yielding.greatér pro-
ductivity are likely to be a ggcto? contributing to expanded émplo&ment. Still
- 'we must be-seﬁéifive t; avoid éreafing situations where shoft—term unemployment
and adi#;tment pfoblems Qill create unaccegtablezhardships.

Of the thrée types.Pf magiet innovations, the pgySipal facjlities and héndJ
ling innovations favored by dévelopmé%t planﬁers appear to be more closely related
f; the labor factyf. They:are also more likely to.be "copiedd or purchased fFom
more developed~counfries where factor price reiationshiﬁs placé 2 ppemium on labor
saving facilities and.fecﬁnologies. But they are not necgssafily the ones tﬁEF !

v

offer the greatest potential for improving the performance of the market:

)

Whilé it is convenient to identify the %hrée sources of improvements in mar-
keting system perférmanc; and evaluate their potential re;;tive impact on employ-
ment, we must recognize that experienqé suggests that most gfteu significént'
improvements in the performanggfbf a m@fketing system are producéd only by a com-
bination of technologicél fnstitutibnal, and'organizational-managerial innova-
tions. One may then dttempt to arbltrarlly sort out the benefits accrulng to
each source of performance galns. But invariably one is struck by the fact that
] "the whole is much greater than the sum of its parts. I have chosen to call the
added increment coordlnatlve efflclency. It seems to derive from the fact that
progre351ve marketlng systems (i.e., those where the three types of market 1nno-
vation are interacting) are more stable organisms ylth }emer costly uncertalntles
and feweér obstrucfions to continuéd innovétion and social| change.

The problem of idenfifying the combination of marketgﬁg-system changes‘that
will induce the beneficial serendipity Aescribéd abo&e while avoiding negative
effects on employment is crﬁcial. But we should keep in.mind that output per man

hour must be increased if greater incomes are to be achieved. Unfortunately few

definite guidelines can be offered. Practicélly everything depends on the parti-
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cular situation.being considerédu That technological-marketing innovations are »
‘more labor sens1t1ve ﬂhan 1nst1tut1qna1 or'organlzatlonal-managerla1 changes

: sgems generally, though certa;nly not unlversally, true. Experlence tempered
with specifié_knowledge.of the économic sysfem being evaluated must serve as the
basis.for‘éuch decisions.

.The overall expected employment éffect of marketing system innovations may . |

be drastically altefed by the specific combination of changes put into effect,

" and by any number of social, polltlcal and economic varlables. ‘Thus an almost

infinite 113t of possxble outcomes mlght be formulated. And previous experiences

vl

can(only be regarded as indicative of a given set of relationships. ﬁut this is
largely true of most development phenomena.

An analy51s of "esults from spec1f1c 51tuatlons, howevef, can give some
indications as to the p0351b1e expected relatlonshlp between marketing system
.lnnovatlon and employment. Historical ev1dence suggests that under condltlons
existing in- Puerto Rico after 1950, falrly stable 1nvestments were made in large
scale retail—wholesale-distribution outlets, seaport and storage facilities, and

_transportation facilities. These were coupled with simultaneous improvemenfs in

managerial and institutional arrangements. The resulting changes in the market-

igg system yielded little negative impact on employment levels [26]. Labor pro-.
ductivify gains in marketing were offset by rising demands for marke?ing services
brought on py population growth and rising income. Similar results were predicted
.for hypothesized marketing reform prbgréms in Recife, Brazil, and Caii. Colombia
[171°(22]. v S
There ;s no conclusive evidence to support the opinion of many development -
;pecialists that market system improvéments will drastically.increase unemploy-
ment. After overcoming *the tradifional bias towa;d_qew physical facilities and o

-

handiing’equipment that has led to some horrible examples of labor displacement,
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it is possible to visua;ize efforts to improﬁe marketing system performance that
: will havé neutral.or even positive effects on aggregate -employment. Management
tralnlng de51gned to help marketing firms 1mprove store and warehouse layout,
improve traditional handllng methods, reduce procurement uncertalntles, etc., may
have a significant impact on their economic performan;e without reducing employ-
-ment. wChanges in laws, bﬁbl%s policies, public inétitutions, and puhlic facili-
tative actions can have the same beneficial gffect. 'It is possible‘to continue
to use relatively labor intensive.maﬁagemént and handling methods while achieving
substéntial improvements in market system performénce. And evidence suggests
that imprévements in market system performance can help in the effort to achieve
more equitable distribgtion of wealth. fﬁe reason is simply that low income fam-
ilies spend a large proportiog of their incomes for food and are thus benéfitea
most 5y-reductions in food costs arisiﬁg from improved performah;e in the food
system. ‘
‘In summary, market system performance can be improved through technological,

institutional, and ®rganizational-managerial innovations yielding three corre-

“

 sponding types of performance gains plus a fourth séyendipitous efifect which I

‘haVe called coordinative effiéienci. In the shortfrun, such changes may have
either positive or negative effects on émploymént bﬁt‘in the longer run in a
reasonably dynamié’economy the employment effect should be positive. There.is
llttle emplrlcal evidence to document the short and long terﬁ employment effécts
of changes in market performance. And I doubt that much w1ll be available in “the

" near futufz for three reasons: (1) There is a definite lack of "living labora-
tories" where development policies have focused on the three types of marketing .
system changes described above. (2) It'is~extremeiy difficult, if not impossible,'

to sort out the effects of one factor or anothér in a serendipitous relationship.

(3) It is most difficult to compare market related variables through time. Each
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innovation in the marketing system has the effect of altering the nature of the:

-

product (for example, a dozen eggs sold at the same price but delivered directly
to the retailer in cartons and graded is not the same product as a dozen unpack-
aged and ungraded eggs arr1v1ng at the. retall store through a channel of three

intermediaries).

Conclusion;
What then are the conclusions regarding p05$ible public expenditures aimed
at improving performance of the market? The historical response has been that
marketing problems wili take care of themselves [3]." The recent concern for high'

levels of underemployment, of human resources and ‘inequitable economic partici-

pation have, for many, reinforced that conclusion since marketing improvements

.are viewed as having no other impact than to increase productivity by substitut-

ing capital for labor. With such a narrow conception of the impact of improved

markets, one can easily conclude' that such public investments will aggravate
b5 . :

unemployment problems and should be avoided or, at"a miqimum,'caréfully eval-

uated.

I have attempted to show that .improvements in the market can have a far
greater impact on-the development process. First, the market can be useqwas an

educational tool for infégratiné individuals more effectively into the process

of scientific industrialization. The-longft;rm bepgfits are difficult to eval-

uate but this issue seems to be crucial to development and social change.

Second, improvements' in the coordination of the market, while accomplishing the
;forementioned educational task, simultaneously produce economic benefits in

terms of lower marketing costs arising from gains in physical facilitative, and

managerial efficiency. But the benefits do not end there -- producers are encour-

aged to innovate as a result of better markets, consumers are encouraged to buy
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" more, and the greater effective demand stimulates a new wave ‘of innovation.u I

readily,adm{t that the argument presented herein appears as a panecéa to all the
. - . 3 e ;

world's development problems. That is not Thy belief. I have simbly found it

imperative to focus oply on ohe set of variables at a time. Clearly, land reform,
. . &2 = rl

- = 3 ¢
credit allocation, monetary and fiscal concerns, agricultural research and exten-

sion, and many other factors must remain an integral part of the development 'bag

" of tricks." I am simply suggesting that a new "trick" be recognized and used

where appropriate. ‘ C i

o

4 ; . ok . : s ; i
For a detailéd explanation of this process using quantitative research
results see [22]. A ; & o
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