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LUFLATION AND INVESPMENTs DHE CHILBAN CASE.

Over the last six years an increasing amount of literature and dise
cussions trying to explain ceuses and effects of infletion has meant
the apparition of two “"schools"s the "monetarist" and the"structu-
ralist® school.

In very broad terms we can say that"monetarist” believe that in-
flation is due, principally, to bad economic policy. Specifically,
government has been weak to face the gxcess of demand, decreasing
the amount of monmey in circulation, increasing taxes, balancing fise-
cal budgets, freezing wages and salaries, etc. Inflation must be
stopped quickly, because it is incompatible with economic develop-
ment, “Structuralists", on the other side, point out that inflation
is the result of rigidities of supply, rigidities that are due to the
bad structure of some underdeveloped economies., Any increase in de-
mand (or a fall of existent supply because problems im the balance
of trade) cannot be faced increasing domestic supply because bottle=-
necks, inappropiate systems of cultivation of land, unstability of
foreign trade, etc.

“lionetary" school, going on with this generalisations, is usual-
ly "backed" by International Monetary Fund and the "structuralists"
by ECLA. Political implications of this controversy has been derived:
"moneteritarists" views are applied by the more rightist, more conser
vative parties; “structuralits" the liberals one. (1)

Usually in economic literature causes of inflation are an excess
of demand or an increase in costs (v. gr., an increase of wages in
excess of any increase of productivity of labor). Both causes are

taken as explanations of the "monetarist" school; the policy impli-
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cations derived fron this causes are obvisus. "Structuralists" are
more unorthodox in their approach., Their conclusions, are conclusioxr
gotten from the Latin America experience. |
This paper will deal with the effects on inflation upon t.pst-:
ment., We are going to develop this subject in the “structuralist"
fremework, not only because it provides a better explanation of the
Chilean phenomenon, but also a better cposition of the subject.

I Ihe "siructuralist" approach.

When a country, as Chile, has during 100 years a steady deteriora-
tion on the value of money, it becomes very difficul to analize

the “"real" causes of inflation. Thus, in 1861 one Chilean peso was
equal to 46 5/6 pennies, in 1880, 24 146, in 1900, 16 4/5, in 1920,
12.1, in 1935, 1,5. After that date comparison is better with the
dollars in 1932, one dollar costed 16.55 chilean pesosj in 1953,
110 pesos and in 1961, 1060. (2) (In this moment Chiflean Govermment
is thinking to rise the dollar to 1.600 joaoo)

We will not anslize the causes of that prolonged process. (3)
Nevertheless, faced with this fact, it is very herd to think that
this deterioration was due exclusively to monetary factors, to a
wrong policy of the ditfcrcnt Governments. Some economists began to
realize that monetary factors, at least in underdeveloped countries,
were a useful instrument of propagetion of inflation gnece the process
bad started. They were not the primary cause. Keynesian ideas of
cxceas of investment as cause of imflation were not applicable in
underdeveloped countries, because capitai is the scarce factor. (4)
More realistic attemps were those of Kalecki and Henry Aujac, .bnt'
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here also that models were more appropiate to explain the developed
world. (5)

By the 1950's some studies of ECIA and some papers of latin
American econounists began to stress some structural imbalances as
causes of inflation. The best work, we think, is an article of the
Chilean economist Osvaldo Sunkel ("Inflation in Chile: An Unorthedox
Approach"), published in some spanish speakig reviews, and traslated
to english in Intermational Economic Papers.

He distinguishes between "(a) the identification and classifie
cation of the various elements and categories involved in the pro-
cess on inflation, and (b) analysis of their interrelationships.

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

ferent inflationary pressures, to be followed by an analysis of the
mechanisms by which inflation spreads (propegation mechanism). This
is a fundamental distinction, because the two types of factors
constitute separate logical categories; thq propagation mechanisms
do not constitute gauses of inflation, but may well keep it alive
and even contribute to its cumulative character." The author goes
on classifying the inflationary pressures in bagic inflationary pres-
sures, exogeneous inflationary pressures and cumulative inflationary
pressures. The last pressures "are induced by inflation itself. .
Their effeot is an increase in the intensity of the very phenomenon
which has created them. In view of théir character, they are an
inomning function of the extent and of the rate of inflation
iteelf." (6)

If we accept this framework, almost all effects of inflation on
investment can be classified as “cumulative inflationary pressures”,



Let us see those effects.

II Distortions on Investment caused by Inflation.

It 1s 2 well known fact that prolonged inflation generates distortions
and imbalances in the economy. Specifically, if inflation takes place
in a oapltaiiatio economy, where prices has a vital role allocating
resources, inflation, through its action on prices, destroys that
mechanism, We will try to agrupate that principals disturbances,

that we tﬁink. have existed in Chile.

a) Agriculture.~ We must distinguish if agricultural product is de-
dicated to internmal comsumption or to exports, If 1t is to internal
consumption an inflationary process is without importance, at least
directly. By the contrary, can have some benefical effects., But ine
directly inflation can become an obstacle to agricultural outputs
usually, the most impopular rises in prices are in foods. Therefore,
governnents are very fond of fixing food's prices; this, in turn,
normelly discourages production, Of cours; here is not an explana-
tion of the low productivity in agriculture in most underdeveloped
countries; there are other reasons, but this effeet of inflation
actives the phenomenon decreasing the supply of foods and rising
more their prices.

When agricultural output is exp&@od, infletion can act in seve-
rel ways. The simplest is increasing internal costs and, therefore,
making difficult the colocation in the world merket if foreign ex-
change rates do not rises at the same rate of costs. Unsuccesfully,
from this point of view, overwvaluation of national currencies is
normel in periods on inflation in underdeveloped countries, be&auao
inflation creates problems in balance of payments; therefater the
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agtionel currency to iuapede dncreases in prices of impories ~oods,.
A wore sophisghticaited nmodel czn be creuted, in wnhich the sovernment
to encoursge exports {and solve the nroblem on the balansc o7 nove

meate) develuntes the noney. This olsc can have & result of moro

irnfletion, wot oaly hecruse import's soods rises, bat also hecoize

pert of douestic asricaltiral production can he deviamted Lo ~xports,
£o10ing the sup.ly of foods in the dounestic aarket. (7)

b) Industrye.- Here is where inflation causes the main inbelonces.

1 ogeneral, we can an
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i€y us see, briefly, if these statements are corroborated oy
willean experience,

Juring 1954 end 1955 (years in wiich the anaual increase in
biie conteoi-iiving ludex uveragea iy and 33% respectively(J))
acre than 500 of total investument was in construction, wiichn is
vonsldercadnfiction prooi”s gross douecsitic Pixed investment in
L1004 wos 1L6.024 awiliions of pesos (of year 1950) and construction

alone weg 1043643 1v 1955, toisl investuent was 18,710 and conce
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bruction was 11.077 (10),. he relationship netween infletion and
wids Rind of iavestuent is clear when we soe that after the first
cutiinflationsry efiort was leunchned (1Y55) “construction activity

Luct By 3Bp in 1956 anu by more than 35% in 1957, it ithus fell
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w o level which is only couwparable witin $hat of the 1930 slump® (11)
Vi course tnis full in construction wes zccompanied with on increase
in uneaployuents & sixth ol construction's workers were unemployed
A0 AYS6 wund 19e in 1957. (12)

fhrougn ¢ careiul study about the evolution of Chilean core-
porations during the period 1937-1952 we can conclude that new
corporations are less capitalized than the old ones, The averuge
Totil wssevs ol tuose corporations (deflated by the index prices)
is lower in i19%z thea in 1937, which weans the preference ¢9 in=
veotors Wowrrds susller enterprises, A1t the same time, the rrowin
oL new enterprises 'nas been extraordinary', ususlly at the expense
0l vhe old ocnes with acre cepital. "Therefore, inflation mve a
great luapulse 10 the creation 0 new enterprises, while efficiently
apriied w brode t0 vhose alreaay in existence.” (13) wew private

corporations in basic services are aluost non existent
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severcvueless, this growth of new enterprises, in the Jorm
vt hes teken pince, is far from beig beneflica: to the country:
this rew industries nes & lower productivity than tne old ones.
Chelr technologiceldl aetnods 01 producviorn héve nov luproved a
sreat denl, vecadse the iivile caouuy ox caritel cmployer. v vie
owner siGe, wne capitel cultput ratic s incroased.

Unfortunstely there cre not &4 serivds &nu couprenecnglive sTidy

&

cbout the efrects that inTiaiion he cereted upo. invectuaeat or
production. “ievervneless, it is pouselble t0 point out nessuive
eficcte on toe progress of agricaliure in particular end wpon vhe
rete of investuent in general.s it is obvicus wnal inflativn Las

@
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v AN

use in wotivities of © nigher priorites” (14)

c) srocuctivity.~ ifhe facts reifered avove e plain gaile cusily

why s prolonged infloticn weans & decrease 1n produaetiviiyyr: iaveste
wment ie wsde in sctivities with low capital use, ¢nd tnic, asuale
iy is ¢ rootor for low productiviiy, dhere are other irociors Qo=
rived Trowm iniistiorn, &6 socisl tension (the rnumber of surikes

increoese), spoculetive activities witin 1itile or zero protuwctivity,

etes he alresdy guoted study of riradcs Arraric suppory uialy same
CONGLASLON. (1D

Gy wublic dnvesiuuenite~ in wiaderdeve.oped Cowitries, SOVAIWe in 5nars®

& great part ol tola. investucnt. «hoen the taa sysivem Lo inelsotic
{in tne semse that revenues do not grow at the sseiae rutc  ith Lie
Tiatlion), as is tne cnse of chile, indistion generates a deun i
ouadget, whicn is by itsels, usueliy,y & new Inflalonesy plosi il

s

in order o have ¢ Dulenced vudget, govermaent wries to reduace ¢x=
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NOTES.

(1) A fairly good descrption of this "schools® appears in Albert 0.

(2)

(3)

(4)

(5

(6)
(7

Hirschman (ed) latin %r]‘? Twentieth Ceht. Fund., 1961
especially in papo:a of Ro o%’ﬁunm Campos, Devid 5311: g

and Joseph Grunwald.

Data teken from Francisco A, Encina, ym%iggefﬁr;dad

%g_, Editorial Universitaria, 1955, Pr. 6, " rst publica-
on in 1912); and from Frank Whitson Fetter, Monetary Inflation

in Chile, Princeton Univ, Press, 1931, p. 1397,

Fetter &. eit., believes that inflation was due to the influence
of ayic tors who whished the devalustion of money (they exported
gome products) and eesy credit. Others as Guillermo Subercasesux

(#mgg C 4 Oxford, 1922) blemes the
disorge sﬁon a gnoranoe%cu nking q"stom Anibal Pinto

(Chile g%%m“’ Universitaria,
1959, ,.W e 1 of exporte prices

(in four years, 1882-1886, nitrate fell 30% and ooYper 40%) and
the consequent pressure of exporters to get a devaluation instead
of increasing productivuty #n those minerels, Moreover, the
constant excess of imports over exports was other pregsure in the
fall of money. Also the dependence absolute of the budget upon
the gains of foreign trede. Pinto analiges other domestic elements
also,

Nicholas Kaldor in an interesting study about Chilean economy,
specifically disregard the z:utbility of an excess of invest-
ment as cause of inflation that country. See "Froblemas eco-
non%g:- de Chile", El Trimestre Economico, april,-june, 1959,
Pe .

M, Kalecki in his Th c Dy (George Allen &
Unwin, 1954) wintﬁg %ong Tun !miofnut is not inherent
in a capitalist economy, and therefore, will be rigidities on
the sup ly side; Henry Aujac expresses the idea thet inflation
is the result of the "batile” between different social sectors
to maintain or improve their share of the national income ("Ine
flation as the Monetsry Consequence of the Behavior of Social
Groups", H‘mt 1 % %.‘2!!1-{ N°® 4, 1954, p. 109-123,
This approa s been u ze@ to explain, at least partially,
the inflationary process of Chile, See Jaime Barrios Mey "Consi=-
deraciones acerca de la Inflacion en Chile", Sconomia, N° 58,
1958, p. 45-61,

Osvaldo Sunkel, "Inflation in Chile: an unorthodox a proach",
¢ Papers, H#° 10, 1960, p. 109,110,

isx.x. Roberto d;l i)i.ivzi:s; Campos, "Inflation and Balanced Growth",
Howard Se 8 (e C ;E u’m m&a,
St. Martin's Press, New m » Ds .
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(8) Francis H. Schott, "Inflation and Stabilization Bfforts in Chile,
1953-1958", IntereAmerican Economic Affairs, Winter 1959, p. 9.

(9) David Felix, "Structural Imbalences, Socizl Conflicts and Infla-
tions an Appreisal of Chile's Recent Anti-inflationary Effort®,

ED&CC, January, 1960, p. 121.
(10) United Natioms, Economic Survey of Latin America, 1957, p. 204.
(ll) Lb_i.g'.’ Pe 2030

(12) David Fﬂlix. OD. _C__i_t_.. Pe 138,

(13) Jesus Prados Arrarte, Inflacion y Desarrello Economice, Aguilar,
vadrid, 1956, pe 33.

(14) Institute de Sconomia de la Universidad de Chile, Desarrollo Econo-

mico de Cgile 1940-1956, Santiago, 1956, p. 22.
(15) Jesus Pradoe Arrarte, op. cit., p. 35.

(16) Jelley ODe Clley Po 204,
(17) Constantini gieaciani-Turroni. The Economics of Infletion, CGeorge
Allen and Unwin, 1953, p. 29011,

(18) Nicholas Kaldo®,":l crecimiento economico y el problema de la in=-
flacion®, El Irimestre HEcenomice, JanuaryeiMarch, 1961, p. 1lll.
This article Is & traslation of two conferences given by the
author at the London School of Economics and were publighed in
Beonomica of August and November, 1959, 1 use the traslation
Pecause the original article was unavailablej; therefore, the
traglation to english is mine.,

(19) Ueli. Inflation and Growth: a sumsary of experience in Zatin
AmeriCe, B/CN.127563, 1961, P. 10. imIEbograpﬁ! 2

(20) Frits Machlup reviewing Stabile Preise in wachsender Wirtschafts
Das Inflationsproblen. AER, December, s De 1050,




