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üver the laat aix yeara an increaaing aaount of literature and dis-

cuaaiona trying to explain causea and effects of inflation has »eant

the apparition of two "achoola"! the "monetarist" and theMstructu-

raliat" achool.

In rery broad tenas we can say that "monetarist" believe that in-

flation is due, principally, to bad economic policy. Specifically,

government has been weak to face the excesa of deaand, decreasing

the aaount of xaoney in circulation, increasing taxes* balancing fis-

cal budgets, freezing wagea and salaries, etc. Inflation muat be

atopped quickly, becauae it is incompatible with eoonoraic develop-

ment. "structuraliata1*» on the other eide, point out that inflation

is the result of rigiditiea of sup̂ ly. rigidities that are due to the

bad structure of aoiae underdeveloped economies. Any increase in de-

mand (or a fall of existent aupply because problema in the balance

of trade) cannot be faced increasing domestio supiíly becauíse bottle-

necks, inappropiate systema of cultivation of land, unstability of

foreign trade, etc.

"Monetary14 achool, going on with thie generaliaations, is uaxial-

ly "backed11 by International Monetary Pund and the "atructuralists"

by ÜCLA.. Political implicationa of thia oontroversy hae been derived»

"moneteritarists" viewa are applied by the aore rightist, more conser

vatiTe partiea; "atructuralits11 the libérala one. (1)

Usually in econoiaic literature causes of inflation are an excesa

of demand or an increaae in costs (v. gr. , an increase of wagea in

excess of any increase of productivity of labor). Both causes are

taken aa explanationa of the HmonetariatH sohooli the policy iiipli-
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cations derived fron this causes are obvióos. "Structuralists" are

more unorthodox in their approach. Their conclusions, are conclusio?

gotten from the Latin America experience.

This paper will deal with the effects on inflation upon inwest-

merrt. we are going to develop this sub^ect in the "structuralist"

framework, not only becaase it provides a better explanation of the

Ghilean phenomenon, but also a better oposition of the sub;)ect.

I The "etruoturalist" approach.

nfhen a country, as Chile, has during 100 years a steady deteriora-

tion on the valué of money, it becoiaes very difficul to analiae

the Mreal" caoses of inflation. 'ihus, in 1861 one Chilean peso was

equal to 46 5/6 pennies, in 1880, 24 1/16, in 1900,16 4/5, in 1920,

12.1, in 1935, 1,5. Áfter that date comparison ie better with the

dallari in 1932, one dollar costed 16.55 chilean pesos; in 1953,

110 pesos and in 1961, 1060. (2) (In this moment CJhilean Government

is thinking to rise the dollar to 1.600 pesos)

will not analizo the causes of that prolonged process. (3)

Nevertheless, faced with this fact, it is very hRrd to think that

this deterioration was due exclusively to monetary factors, to a

wrong policy of the difí'erent üoverniaents. 3oae economists began o

realize that monetary factors, at least in underdeveloped countrie>-,

*ere a usefal instruiaent of propagation of inflation once the prooesj,

h.-.̂ d atarted. They were not the primary cause. Keynesian ideas of

.xceas of investment as cause of iMtflation were not applicable in

underdeveloped countries, because capital is the soarce factor. (4)

More realistic attemps were those of Kalecki and Henry Aujac, but



here also that modela were more appropiate to explain the developed

world. (5)

By the 1950* a sorae atudiea of ECIA and some papera of Latín

American economista began to atrase aome structural imbalancee as

oauaea of inflation. The beat work, we think, is an article of the

Ghilean econoiaiat Oavaldo Sunkel ("Inflation in Chile: /n Unorthodox

Approach"), publiehed in aome spanish apeakig reviews, and traslated

to english in International Econoiaic Papera..

He diatinguiahea between "(a) the identification and classifi-

catión of the various elementa and categories imrolved in the pro-

ceas on inflation, and (b) analysie of their interrelationshipa.

The first atep might therefore be to distinguish between the dif-

ferent inflationary pressurea, to be follov;ed by an analysis of the

aechaniama by which inflation apreada (propag^tion mechanism). This

is a fundamental distinction, because the two types of factora

constitute sepárate logical categórica; the propagation mechanisna

do not constitute causea of inflation, kut may well keep it alive

and even contribute to its cumulative character." The author goes

on claasifying the inflationary pressures in basic inflationary prea-

áurea, exogeneoua inflationary presauree and cumulative inflationary

pressurea. The last pressorea "are induced by inflation itself.

Their effeot ia an increaae in the intensity of the very phenomenon

which haa oreated them. In view of théir character, they are an

increaaing function of the extent and of the rate of inflation

itaelf." (6)

If we accept this franiework, almost all effecta of inflation on

inveatiaent can be claasified as "cumulative inflationary preesureB".



Let us see thoee effeots.

II Jistortions on Investment oaused by Inflation.

It is a well known fact that prolongad inflation generates distortlons

and imbalances in the econoay. Spacifically, if inflation takes place
•

in a capitalistic econoay, where prices has a vital role allocating

resources, inflation, through ita action on prices, destroys that

mechanisnu tfe will try to agrúpate that principáis disturbanees,

thst we think, have existed in Chile.

a) Agr iculture. - ,,'e must distinguían if agrie al tural produot is de-

dicated to internal comsiunption or to exporte. If it Í3 to internal

consuiaption an inflationary procese is without iiTiportance, at least

directly. By the contrary, can have some benefioal effeots. But in-

directly inflation can become an obstacle to agricultural outputf

usually, the most impopular rises in prices are in foods. Dherefore,

governments are very fond of fixing food's prices; this, in turn,

norm©-lly discourages production. Of course here is not an explana-

tion of the low productivity in agriculture in aost underdeveloped

countriesi there are other reasons, but this e^fect of inflation

actives the phenomenon decreasing the supply of foods and rising

more their prices.

vhen agrioultural oatput is expoted, inflation can act in seve-

r&l ways. The simplest is increasing internal costa and, therefore,

aaking difficult the colocation in the world msrket if foreign ex-

change rates do not rises at the same rate of costs. Unsuccesfully,

from this point of view, overvaluation of national currenciee is

normal in periods on inflation in underdeveloped countries, bec

inflation creates problema in balance of payments; therefater the



arru'eui take the control of foreígn exehange c,nd overval;'iat3s

tho ¿lational currenuy to impede increpases In príces of importes 30odB,

A ¿¿ore sophistieated raodol can be ereated, i¿< which the ,rOver:iBent

to en coi ir a £8 exporta (uncí sol ve ths probleía on the balanoc of ppy-

aentg) deva!uat83 the Money. This ^Iso san. have a result o:r' more:

infl-tion, not o,ily- be a? as e iinport fg goods rises, l)"at alno oecs,-ise

p-irt; of doaestio apyícalt'iral prod'intio:-i can he deviat.ed to ^Jíports,

fnlllng the sup;,.ly of foods ín the doaiestío aarket. (7)

b) Indugt.yg• - Hers- is where inflatió.i caasas tlie main inb8,lr.vaees.

I:i ¿ar^eral, v/c can. a^y J:hat ínflntion ohar;. - • • :L ryestraent :V";iora. h.i.~h

irrt<j-nsity capital i/iuaG'^ry to law capital ones. I'eople i.~ f - - - > r á u . to

i:';Ytíst M'aej cV.irin^' a lonj time. At t'ia same tiíae ove.r^rl-^oiy • as':) to

i -pTJtjt in thoge BCctoiB of tho aoono--^- that are "inflatían nrouf"

s:-ich aa real rt;vt^ aau ror«¿i¿¿ii e,i.c1ia,i2e "opílanosa, (O)

,'-,noth0r eh^rr'.cteristic of this inisí.'iir-3otion oí? ir¿V3';tia<i>rí-t ia that

it tíía'is to "be in consolar goods rathsr than in. capital f ronda . And

wltrin oo-is-Ai-i-sr ¿;oodo inaastry, pí*cfe2*e"ices are direoted towardie

those ¿*oodB wlnich '5.re oat of control of pricesi thís {rood^, bv o>;-

Yio'ia renaoriñ» :i.r,:. coffiaonly lux:irionñ goods. This sit^tions jneans

tl\nt this vr-r¿' had :::ri*eria of in"vestnent 5033 to those oootoi-s of

the •5cono.;-ij' which iiaproveJiíont ia not quita urgent neitl-ier will it

I'iolp tho econü'ái 3 devslopiaeht»

'ith this fra.ue.vork ±G not hard te visualise the hot"1 l^n-r^kí:

th^.t co'ild ariae if tho co^jjitry want to laonoh - ¡ ".dvelop¡.n's'tt procuran.

Br?^!.; seotors C'-^tsi-, eleotricity, tr.T.nr.portation.) fire not 'füirií- to

be prefered "by i?ivestoro bocause thay ?*eqaire ';reat anou^t;-: of oa-

pital d'iring a lon¿; tima. 'ior-;-ovor, thin S3rvioas norias 1177 «re aubject

to a prioe control foy the ¡lovernment.



ê-j, as aee» briefly, if these stateiaents are oorrooorated 03?

îiilean experierice.

.Juring 1954 and 1955 (years in whloh the anriual increase in

the eost—üí-liviiig Iiiáe-ü a.varag«a 71v-,! and 85>» respeotively(9))

uors than 50/j of total investment waa In construotion, whion is

uOiisiáe2"eütí|.nfla1;ioii proof"» gross doiaestic flxed investment in

19̂ 4 was 16.324 iaillions of pesos (of year 1930) and oonotruction

alone v/c,s 10,364í in Í95t?» tot;-'-l i^ivestmant was 18.710 and cons-

traotion was 11.07? (10). l'he relatíonship between inflation. and

•Ü.HÍS kiiiá oí investiiient is olear when v»e tv/e thax after the first

üiitüjfií'latioíiary effort was launcheu (195S) "construction activaty

ueeliueu by 36/j in 195*6 anu by more than 35> in 1957» it ĥ'ls fell

TÍ u a level whích is orily comparable witn that of the 19!>0 slurâ '1 (11)

uí üourse "chis fall in oonstruction was acooiapanied with an inarease

in uneaployiaentj a sixth oí oonstruction'a workers were iinemployed

i:i l<j¿>ó anü 19>=> in 1957. (12)

ihruugn G carefui study about the evolation of ühilean cor-

porations díoring the period 1937*1952 we can oonclude that new

oorporations ara less capitalized than the oíd ones, The average

tOT,;...l assets of tnose coi-porations (deflated by the Índex prices)

ic lov.-or in Í9i>¿£ than in 1937§ whioh aieane the preference cf in-

vcstors Urowf'rus sioaller enterprises» At the same tiíae, the growth

of new enterprisee "ñas been extraordinary", usually at the expense

of xhe oíd ones with more capital. '*Thereforet inflación. ;;;sve a

gz-eat iiapulse to tne oreation of new enterprisest while efíioiently

ap^lied a. br<-.-.ke to tnose aireaáy in exiatence." (1'5) ¿̂ 'evv prívate

corporations in oaslc servicee are alídost non existent



tiieless, this growth of new enterprises, in the form

ua;,i3 hf.s ts.icen place» is far from beig benéfica! to the eoxirrtry»

this new industries .aus a iovver procíuctivity than tne oíd oríes.

i'iioir "ceciinoiogical ¿tetnoás oí' pi-oduxTcion have aot i; ¿preved a

¿•íreüt aeal, oecaase the littie aaiou'.ru 03:" capital aiapioycn.» v:¿ tae

ot-aer side» tne e^pifel output r&tio iius inoreased,

ü"íiiortiuic.tely thcre ;.a-e riot a serio t.is ana coiaprene7iEive stuáy

abui.it the eííeets tnat iíjfl&.x.ioíi has '-e-ierated upo-'', invoctaeat or

produetioii, "i.-evoi-xiieless» It is pOBbifcle to point oat ne¿;í'-uive

efiec'ue orí trie progrese of agriealoure in particular and ..ipoo. tñe

rfite oí" investaent in ¿;aíitíral, It is obvióos tiiat i/,.flo.'GiüJi lia ¿i

encouru^eü the snift of n^iian aria üiat¡,,rial rtíí;o'uu.*ces ri-o/u '¿he ir

use i.n íictivities of f ;-. ñigher priorite»:! (14)

c) ^roaac tivi tj » * í!ii€í facte reí'ereü auove e;.plain quite cut-ily

v»hy í,i prolongad inflation uearis a deareasfe i:n proau.citivit;1': iíivest-

jaent is -aaae iu e.otivities witil low Ccipital ase, t-.ná. tüit-, asaal-

ly is a 1'a.ctor for "iow produütivity. j'here are other ¿í'^-tors de-

rivud froia líiilation, s.e social tezisiüu (the niiiabcr oí1 c^rikes

iiioret.se>, spooül&tiTe íictivitiee witú little or zero produotivíty,

títct :;he already q;uoted st-idy of irados Arrarte supi-or'0 tniv same

.~ In •i

a great part of tota,! inve&tucnt» «herí the ta¿,. systea ic i:i.ela\.xic

(±£\e soase that reveno.es do not grow at the e&iae x*;.tc itn. iit-

ilcttíoíi) t aa is "ciie casa of Chile, iíiílation genérate^ a de:-. /.c.?. '^

bud¿et, vmioü is by itself, u.o"u<allyt a now i.nflír,tiom.iry prcs^iirc.

In order to hüve e bc.lanoed budgát, goverxuaent trias to x*ado.ce ex-



peridii; .ii'ds, v/nicai in z^ot; meana reduce i'. ;vesüiuer¡t "becaaso /•--.;:"vi•.;.:-.;;

......a 'b.jr'.'^o.orí^íea are ;!imtüo.cha'bltís11, In Chile o ver one ;.i;ii¿" o:*

total fixt-jü i;;.vest:.iü':t tv:.i« pttblicly f indicad l,)ctwt.^n l?4C-li"'55.

.tli,:,u "ü-.-.,; ¿>,utiiíii'l...'. o¿Cj'i¿.'X'/ óxícrl 'Ua^uii iuvcrt./i3A.t ooji'ici..nt "'.^yos

i'.'¡.Vu£!Í,ae:fit a,.o <- yorutín'w&^e of gi-Oís prouact) fell froia lc.,1:'. i,^.

li'55 "co c.5/- '-na 7.3,- in 1:)5¿ s.:id. 1957 rcspoctively. J.,1 , - ;:ri-

butee tiiis r^duc'óioii uf i.f:«.vee'L-aent "to th,e oo.f-tmctioi-i i...¡ r>'.i';lic

invy^taAejit, eenstruetion, a-.J., in par-;, to tiie risa i/: the rste of

iüteryst." (16)

uoi^e i.u u re.-ji't.Bí'ivü £<.-. ahiori. íhis, a. na otLer fa atorra cr;iooá o¿r

Inflí vion» i',eip v.o -inor-.; -.'.s^ tne ciejroe oí ;-¿ü.icpedÍ£;-::ie ^o. 'netilio.

bl:,t.L pi'ovail i;i t:n ecoíio,¡^v", J3re£»ci;:t.jii-:7,urj,'oiii i?:. diB ¿"t'^c^" ato rL

'.reraan iníl^tiOii in tile 1920*8 recogniaes: l-J!.is í&el; :i,v:.l e:.<:r)lainñ

iJie di.' 'ere.i:;t «ays tha'w ..¿ide possitld ti,».it iAüi-or5 oe. (17) ./..ouep-

not tiiu üfs t v^aj to Bilócate resource v « o aa:¿ loduot

111) I.nfle.tioa gjiá ¿¿ejjelo^ment_.

30:...:3 j.xt--mt io inco-¿patifclü wixii sta'bility by .iofinition: c.ov^lop-

rtüvi.t .:.ieun,3 uM:, íc¿e (in a broad oease) fron priíaai-y ta ^ ;cc:o>^^.r ; . .-:. -.1

torticiiv .-'ictivitiss, fro.'U oüu..itry tu tow?i, fro¡i¿ 0.1,... t .'Ohnol^;^ üo

utaer, etc. Áll t/iís prooass, logically, in so--;ifc ti:ue or o-l.'u^r, c;.:,n

¿orier;-te a-.¿ iv^re^se or auortí-i^o in piicoa. '...¿'¡Il i^lí'l^tion (de.?le-

tionj or inflRtiOi'iíi./.'y ine^lt"üioíxaryj pro3¡.;:trcB ••-.^s-.: :L:uiorr-,rG



9

" rv;:\ 'V-'t. .¿/os of ¿rowtli". But .-.. difí^i^-nt aur-, ,,er i;.,

. ' ' ,_;•• : infl:,';ioti t''.ic-..VB a per^iatent rliythmi ühere, the probóos 0:1

e*v:'c.icT>;:.-.o.vl I'j :ict oí,.isc oí iriíl^t-ion; prübably t.:iciT> p:fO":oc:- aa ¿c*

:-B:: i'. '•!•" t ''.<.;• ívpp •rit ::.•:>., oí •;>... toro w....v;a e y- o lí-'t^-rtj .¿ rl . . i O ' . no-

r.'. •'' 'v ?".. 3J.C 3» . !.;\....' "G iü'.C'-'t. 03?.-. c%IL"ü ' iJiiw "j."3; .i ' '.;í.; uiSü 3 ul X" 1.'- j..c"."(ji C . ; • v.i.

G . . H l K j f i j ILX ¡J.:.;V'3.-. j"D' .iC . ;"ú ÍT5 S'üOpSu t X. _l.i: .'OÍ05.: v; . 1 . ..': ".'¿.iñUT) ti^il') '...íO.
it

vJ.:01*O.Í'O21¿;/'VÍJ. . ílO't b-j "úíCGr-i.^&Jry 'ÚU rC;aiüV'C clin "O ' ic. "i r .lli l"1 ".. I J u? C '' ' J

rt :no devsli)p':io.:.t is A voi'y e:;:p-j.;islve price tVii.t ,iaüc;i'd:..v..jloped

o'-i>;l;rlG?^ 'lo not ^u:,,t to paj« íhe orúy real coi-ition ia -^i-^ reraoval

"J "J .OCO 'J'.-.üiC 01* 3~OÍ''.I'J™/..li>c;.. i- " x .... O'ijGjú'G ^ lo. V V L ; vVü..<."ti SJltiVO... • J

í/l.cn tL'; r:'.-;¿f.;: o?,, inoi"i3:.-.y oí prodactivity f.ad/oi- •-vo:*."^ .•• ; . • - . • pop ila/uion

I;; so hi/>;. '".::•• t-) pro;5orrion:-."te ^ rato oí ¿^rov. t)i jclfrtivol\L.yi oí"

"t." T. "wO'U'.. X íi; ."t.í.^"'t.,,L p;/?0(Í:4C"ti . j.i IjAclti illOPtiClCüí iii pX'OC^.iClj j/'-'l'vj firid.., úIT

la';)or i-; ji.ct ver;; hif^h., ; ' ; . Ilttle i.^c^cí'-.ac i;i prioc.:; 'ot-'-liau pl: -ce in

oí":". -r te ir.,ur.ic.u i:.:i^-eotnca'G f.-.n¿ triftii ^i'ovvt-:.. '! (18)

infle- tiori :. , \ c¿evolop¿:¿ent are íio'c uecesiE'.rily to¿_,c-'¡; \t-j-1; re."i:.j\er

s"t/. "biii~u,y ^/id ái;vcIop_áCíii; ^ias'c be in "ü:.i,"<, poai'don» ''v.,.-il^ •u-. i 'O'v '- j i

e o :,• :io : i ,:• tívVí. Io> 10,.;̂  cf-.;i "tlií? ot;ono..-,íj be .,¿í;de .uiore ilegible .r .aá

Tía e profcloin uriscs »vl,.eii a una ^¿n ef./ort to iücx-o¿- í^o '¡,/v.;; r;.^;.; oí . ;:i''owth

is vinde in an auderdjvelo

m¿,,:d I., a:ifíwered Oiily vita rises iü p^-iviot* i¿ ¡s :.p I

el'".stic. -i'hiíj /¿it:¿iiy I;.v.;r.I;.B^iu euppl;/ ir;, ;vo v,.ii:i]c
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•••. v ;d ••,:,":• not "l^r.-^ly irv-sons or ero-.iss?' for ]. i :c'< of ~ov-, :- •; .r ntal

!>;-.o!c"b0ne" ?;.B "">i'oj'':3;'íin:-:" • - c'!'. lup I::'?!" a:''i'i 2';"'0f>j'.t"i,~)" r3^r"i o i'/:'.. a i>aper

'lov-t 'hil «•-;••' I-^H.-.A.IO.'.

.!c c'\ 00^::;"! ii\ r j ' ; ; ' r i - > ~ t ?•;'"•'• "'•;" ? •. ; f " -^ -'vt c of i .̂:"! • ' • ; ' . • • , . mon in-

veñt-'í-'-: ",re orv.v ^. -y. i%t o:f t''i^ yol:;? s^í-urrj";;! i;-; pro-.: o,: ' • • • ' t i~-i-

fl-^.tion orinas ,-itfc it?jdf. In eoonoari.-nr1 i.:1! J ; " ; ^ r^9 of ' : ' . . * , inflstíon

Vvil'.' bo 8top-.-r-;' o '•">.];.• wh i:-: the doep f.V'.c^orr, -r>--r+ inpe:.'.-.''0 f v ; . j . -cpansion

of <r~.p '-ly can De rennvr-,1. Ir; tUo iifv.Mtírac, ari/" a

of -:rov™h, i . • • : • . í &

r'?Gc for ' 'n "¡. ^.-'rdevelo^ed ciou^try, ^'í \vo - r r . i ~~ ! o ::• -?ore •

H Í C w, 7*d. O j'jfil ,°"O f!
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(1) A fairly /?ood deacrption of thia "sohoola" epneare in Albert O.
nirsi- (ed) Latin Aâ .-j..̂  lasues» Twentieth Jeht. Pund., 1961,
eepecially in papers of Roberto de Olive ira Oampos, 'David Félix
arid Joseplí orunwald.

(2) Data taken froia ^tancisco A. juncina, nuestra Ini'erioridad ¿cono-
2ica, Editorial Universitaria, 1955, pp. 6, 169. (Pirst publica -
tion in 1912); and froia ĵ rank /hitson r, konetary; Inflation
in Ohile, Princeton íJniv, Prese, 1931 , p. I3ff.

•
Setter, pp. cit . . believee that infletion was due to the influence
of agricTators who whished the devaluation of iuoney(they exported
soiae producte) and cp.sy credit. Others as Guillermo 'Vubercaseaux

•netary •__ . JIKÍ ̂  -Q ____ J '^- -.ile^ Oxford, 1922) blemes the
d.ÍBOrp?5.nization ana ig-norence about "b^nlcin^ eysteraf Anibal Pinto
(ohil^e, mi caso de cL .'oi-o ^- ̂ -;rado, üldit. universitrrie,
1959, p.~5"9ff and~~93f:f) thiníks in the fall of exporte prices
(in four yearo, 1882-1886, ni-crate fell 30J& and copper 40^) and
the consequent preasure of exportors to ¿jet a devaluation instead
of inoreaaing proel LÍO tivuty An those minerp-ls. í.Ioreover, the
constsnt excese of importe over exporte was other pres^ure in the
fall of money. Also the dependence absolute of the bud¿;et upon
the gaine of foreipn trede. Pinto analices other doraestio elenente
also,

(4) Mcholaa Kalaor in an interesting utudy about Ohilean euonoray,
specifically disregard the poaeibility of an excess of invest-
aent as cause of inflation in country. See "j.jrobluioas eco-
nomicoa de Chile", 31 Trimestre i^conomicp , aprilt-jnne, 1959f
p. 204.

(5; . Kalecki in his Thepry of aconQ^iic Jynaiaics (úeoi\n A
Unwin, 1954) point out that Ion*: run dev« topiSent ie not inherent
in a capitalist economv, and therefore, will be rigiditiea on
the aup ly side; Henry Aujac expresses the idee that inflation
is the reeuit of the "battle" between difí'erent social sectors
to inaintain or î aprove their ahara of the nationol inoome (M In-
flation aa the ônet: ry üonsaquerice of the Behavior of oocial
Grroxipa1*, International Tgconoinic JPapers. Nc 4, 1954, p. 109-123.
Thi róach has be en atíliaeá " xpíain, ut leaat partialljr,
the Inflatlonerjc procesa of Chile. See Jaime Barrios ., ' onai-
deraoionea acerca <le la Inflación en ^hile", .oonoaic,, 58,
3.958, p. 45-61.
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