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The Constraints on
Associative Development
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VENEZUELA IS A developing country with many characteris-
tics which, according to mainstream economists, should be
conducive to economic development.' Newly industrializing
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1. Economic development will be defined to be sustained economic growth
which benefits even the lowest-income groups in society.
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countries like Brazil, Mexico, Taiwan, and South Korea face
strong external constraints to their development, whether in
the form of high-energy import bills or in barriers to trade
erected by the industrialized countries. For Venezuela, on
the other hand, the post-1973 energy terms of trade have
reduced international constraints on economic develop-
ment and have made a sizable pool of capital available for
investment. Moreover, Venezuela has substantial deposits
of iron and aluminum ores as well as untapped sources of
coal and hydroelectric power. It has a growing core of skilled
personnel in both the private sector and in the state bureau-
cracies. It has an excellent credit rating on international fi-
nancial markets and an ample supply of foreign exchange.
Venezuela also has many of the political characteristics
deemed necessary, by a variety of scholars, for economic
development: an electoral form of government,? a strong
state,> a mixture of developmentalist and distributionist
economic philosophies,* a commitment to reducing depen-
dence on foreign countries and corporations,® and a set of
governmental programs designed to assure all members of
society at least a minimum standard of living.® _
And yet Venezuela still faces very important obstacles
to development. Poverty, inadequate housing, and malnu-

2. Seymour Martin Lipset, Political Man (Garden City, N.Y.: Anchor Books,
1963). ch. 2. Lipset is usually interpreted as arguing that economic development
begets democratic government, but his studies also have been used to make the
argument that democracy is a prerequisite for development.

3. Alexander Gerschenkron, Economic Backwardness in Historical Perspective
(Cambridge: Harvard Univeristy Press, Belknap Press, 1962).

4. Albert O. Hirschman, “The Turn to Authoritarianism in Latin America and
the Search for its Economic Determinants,” Princeton University, Institute for Ad-
vanced Studies, May 1977. Manuscript.

5. Carlos Diaz Alejandro, “Delinking North and South: Unshackled or Un-
hinged?,” in Albert Fishlow et al., Rich and Poor Nations in the World Economy
{New York: McGraw Hill, 1978).

6. For an example of a “developmentalist” analysis of the Venezuelan econ-
omy, see Pedro-Pablo Kuczynski, "The Economic Development of Venezuela: A
Summary View as of 1975- 1976,” in Robert D. Bond, ed., Contemporary Vene-
zuela and Its Role in International Affairs (New York: New York University Press,
1977).
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trition are still the lot of many Venezuelans despite the in-
flux of petrodollars. The degree of dualism in the Venezue-
lan economy is high. Agriculture remains a weak spot in the
Venezuelan economy, which directly constrains growth
through the resulting need to import larger and larger
quantities of food products. There is an alarming level of
corruption which drains away resources into unproductive
activities. Finally, Venezuela remains highly dependent on
petroleum revenues, and therefore, on the international
economy, to fuel its economic development.

Why, despite the many favorable conditions that Vene-
zuela enjoys, has it not made greater strides to deepen in-
dustrialization and to better the standard of living for the
majority of its people? The reason, | suggest, are the rigid-
ities in economic and social structure which are the conse-
quence of Venezuela’s history of “associated, dependent
development.”’ This form of development comprises more
than a set of external linkages between the developing
country and the international economy. The case of Vene-
zuela shows that even where these linkages are altered to
the benefit of the developing country, and the constraints

7. This term is taken from the work of Fernando Henrique Cardoso, especially
“Associated Dependent Development: Theoretical and Practical Implications,” in
Alfred Stepan, ed., Authoritarian Brazil. Associated dependent development can
take place in the larger South American countries, according to Cardoso, because
of the growth of state entrepreneurship and the slow increase in the power of
popular sectors, especially the urban proletariat, in the face of industrialization.
New social groups emerge that create the possibility of nationalisl coalitions, which
can counter the influence of foreign or international interests in a de pendent econ-
omy. Such nationalist coalitions are weak or nonexistent in enclave economies
because of the absence of a national entrepreneurial elite. In Dependency and
Development in Latin America, Cardoso and Enzo Falelto argue that Venezu?la
has some characteristics of an enclave economy, but with some potential for in-
dustrialization because of the investment of foreign capital outside of the petro-
leum sector. See pp. 89~ 91 of Dependencia y Desarrolio en America Latina (Mex-
ico: Siglo XXI, 1972). Below, | will argue that the increased role of the state in‘lhe
Venezuelan economy, following the nationalization of both the petroleum and iron
and steel industries, makes it much more credible to assert that Venezuela has a
nationally oriented entrepreneurial elite, an elite which is inextricably tied to state
policies.
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they impose are attenuated, domestic social and institu-
tional structures that were initially shaped by the external
linkages can remain in place and continue to affect the
character of economic policy and limit the possibility of fun-
damental change.

In the case of South Korea, as discussed in this volume
by Stephan Haggard and Chung-in Moon, substantial do-
mestic change triggered by the restructuring of social groups
and institutions after World War |l preceded the adoption of
an outward-oriented strategy based on exporting manufac-
tured goods with a high labor component. The external con-
straints to Korean development were attenuated slightly,

thanks to the timing of this strategy, by the importance of

South Korea in the security calculations of the United States.
The relative success of this exporting strategy continued as
long as Korea did not attempt to diversify its industrial pro-
duction in the direction of heavier capital goods and basic
industries such as steel and petrochemicals. When the Ko-
rean government did make a move to deepen its industrial
base, it was confronted with a new set of external and do-
mestic constraints which created an economic and political
crisis from which that country has not yet recovered.

The key differences between the Korean and Venezue-
lan cases, therefore, are that (1) Korea chose an export-led
rather than a secondary phase of import-substituting in-
dustrialization, and (2) the choice of this new strategy was
clearly the result of major changes in domestic social and
institutional structures, changes which did not occur during
this same period in Venezuela. Venezuela never had the op-
tion of adopting an export-led growth strategy because of
the relatively high wages paid to workers there, itself a con-
sequence of the export of petroleum. And Korea, like most
of the other newly industrializing countries, never had the
option of financing its growth on the basis of the export of
a raw material with a highly favorable international price.

The key similarities in the two cases center around the
common desire to diversify the domestic economy so as to
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reduce external constraints to development. In both cases,
a point is reached where the initial phase of industrializa-
tion ends and an attempt is made to create a base for a
“deepening” of the industrial economy; that is, an effort is
made to create a capacity for producing the basic inputs for
industry—iron and steel, capital goods, and heavy industrial
infrastructure. In both countries, it is the state which takes
the lead in this effort, and in both countries, a major ad-
Justment in social arrangements is necessary to pursue a
deepening strategy. It is not clear yet whether either will be
successful.

It may be helpful also to contrast the Venezuelan case
with that of three other petroleum-exporting countries: Al-
geria, Iran, and Saudi Arabia. All of these countries bene-
fited from the rapid increase in oil prices in the mid- and
late 1970s. Of the four, Algeria and Venezuela have been
the most ambitious in attempting to create a diversified in-
dustrial economy out of their petroleum revenues. Iran spent
a large proportion of its revenues on military equipment and
nuclear power plants with little left over for a major push
toward a diversified industrial base. Saudi Arabia has also
spent sizable sums on military equipment, and because of
a very large surplus of revenues over current expenditures
and an initially very-limited industrial base, has tended to
use its revenues for economic investments in infrastruc-
ture—the purchase of turnkey plants for such products as

- petrochemicals and cement— while placing the remainder of

its funds in various overseas investments.

Thus, the oil-exporting country most like Venezuela in
attempting to use the temporary advantage of high oil prices
to industrialize is Algeria. The Algerian strategy suffers from
internal contradictions, as Hveem shows in his paper later
in this volume. Moreover, Algeria’'s petroleum reserves were
already declining rapidly in 1974—75. Total revenues,
therefore, could not expand as rapidly as had been pro-
Jected in 1973. After 1975, Algeria was stuck with the prob-
lem of readjusting its very ambitious plans to the realities



196 Jeffrey A. Hart

of declining revenues. While Venezuela also had to face such
a readjustment in 1977 — 78, it had enjoyed a longer period
of high revenues and, in general, its government had cho-
sen more realistic targets and projects than had the Alge-
rian government.

Venezuela is, therefore, a prime choice for studying the
effects of a sudden and persisting attenuation of external
constraints on economic development in a dependent coun-
try. It is an important case because some theories of depen-
dency suggest that attenuation of these constraints is the
key to development, while others place a stronger emphasis
on the necessity for changes in domestic coalitions and
strategies.® Mainstream economic approaches are con-
cerned with external constraints primarily as they affect eco-
nomic options through balance-of-payments deficits, short-
ages of foreign currency, exchange rates, and the like.
Mainstream economists do not assert that a reduction in ex-
ternal constraints without correct domestic policies will nec-
essarily result in improved economic performance. Never-
theless, they are likely to be puzzled by a country which, in
the face of “sensible” policies and reduced external con-
straints, fails to grow and develop faster. Venezuela thus
provides evidence for the failure of both some varieties of
dependency theory and some mainstream economic ap-
proaches adequately to consider the effects of domestic so-
cial systems.

My discussion is organized as follows. | first show that
despite the existence of a number of problems and cyclical

8. The work of Fernando Cardoso, as discussed in the previous note, leaves
room for a variety of domestic political and social factors in explaining patterns of
development in dependent Latin American countries. The work of Andre Gunder
Frank, e.q., Capitalism and Underdevelopment in Latin America (New York: Monthly
Review Press, 1969), puls a heavier emphasis on the nature of international link-
ages as the main factor inhibiting economic development in the Third World. Both
authors accept the historical observation that development was accelerated during
the world wars because of attenuation of linkages with the world economy, but
Cardoso seems inclined to pay more attention to the nature of domestic social

coalitions and the effect of these coalitions on policy choices in explaining eco-
nomic outcomes.

A
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downturns, in relative terms, the macroeconomic perfor-
mance of Venezuela appears vigorous — external constraints
have been attenuated and the state has become a more sig-
nificant actor in the economy. | then go on to examine the
performance of the Venezuelan economy from the point of
view of the living standards of the majority of people. Here
it is seen that, even with increased state intervention, the
record remains modest. Third, | will explain this discrep-
ancy in terms of the domestic social and institutional legacy
of dependent development, which continues to shape the
fundamental character of socio-economic policy in Vene-
zuela today. Finally, | conclude with some general observa-
tions about the relevance of this case for the issues raised
in this volume.

THE VENEZUELAN ECONOMY:
1958 TO THE PRESENT
IN TERMS OF MACROECONOMIC INDICATORS

The Venezuelan economy experienced high rates of
growth in gross domestic product (GDP) and in GDP per
capita during this period. The average annual rate of growth
of GDP in constant prices was 5.4 percent from 1958 to 1979
(see table 4.1). Per capita GDP increased from $817 in 1958
to $3616 in 1979 at an average annual growth rate of 5.5
percent. Growth was not always steady. There were reces-
sions of various intensities during four periods: 195961,
1965— 67, 1970— 72, and 1979—80. The most rapid rises
in per capital GDP occurred between 1973 and 1974 and
between 1978 and 1979, the years of the increases in petro-
leum prices.

Until 1973 Venezuela had not experienced major prob-
lems with inflation. Consumer prices actually declined dur-
ing the recession of 1959—61. From 1973 to 1980, con-
sumer prices increased at an annual average rate of 11.1
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TABLE 4. 1: Growth in GDP, Real GDP, and GDP Per Capita, 1958 to 1979

GDP in

GDP in Constant

Current Prices of Growth in GDP Per

Prices 1975 Real GDP Capita
Year ($ million) * ($ miltion) (%) (%)
1958 5716 11537 817
1959 5944 12465 8.0 821
1960 5947 12963 4.0 794
1961 6279 - 13600 4.9 811
1962 6867 14842 9.1 858
1963 7486 15877 7.0 919
1964 8288 17407 9.6 984
1965 8821 18460 6.1 1013
1966 9191 18919 2.5 1020
1967 9681 19642 3.8 1040
1968 10460 20602 4.9 1087
1969 10940 21521 4.5 1100
1970 12091 23051 7.1 1177
1971 13256 23819 3.3 1249
1972 14721 24542 3.0 1346
1973 17698 26181 6.7 1569
1974 29707 27712 5.8 2554
1975 29151 29151 5.2 2431
1976 30947 31312 7.4 2503
1977 35766 33441 6.8 2626
1978 39758 35046 4.8 3030
1979 48888 34696 -1.0 3616

SOURCES: International Monetary Fund, International Financial Statistics, Annual
Supplement (May 1978), pp. 406-07; Intemational Financial Statistics, Yearbook
(1981), pp. 250-51; Banco Central de Venezuela, Informe Economico (1980 and
previous years).

Note: All GDP figures are expressed in dollars at the current exchange rate of
4.3 bolivars to the dollars. GDP per capita is calculated by dividing GDP in current
dollars by annual population estimates.

percent. This new inflationary trend was discouraging to
many Venezuelans because it signaled an inability of do-
mestic production to keep up with the increase in aggregate
demand. Nevertheless, production did increase rapidly in a
variety of sectors, as will be shown in the next section.
Changes in the rate of unemployment mirrored changes
in aggregate growth rates. Unemployment declined from a
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period high of 14.7 percent at the end of the 1959-61
recession to a period low of 4.3 percent in 1978. The rate
of unemployment after 1973 remained lower than the av-
erage rate during the 1958— 72 period, even during the
1979- 80 downturn in the economy.

The Main Sectors of the Economy
The petroleum sector has dominated Venezuela’s economy
since the 1930s. There were signs after 1973, however, that
the economy was becoming more diversified and that the
manufacturing sector was increasingly taking over the role
of petroleum as the generator of overall growth. The contin-
ued dominance of the petroleum sector could best be seen
in the very close relationship between changes in the value
of petroleum exports (which accounted for a nearly constant
90 percent of total export revenues during this period) and
changes in real GDP.® The production of crude petroleum
and natural gas accounted for 28 percent of GDP in 1958; it
was still over 16 percent in 1977. The average rate of growth
of the petroleum sector was only .03 percent from 1958 to
1977 (see table 4.2). The sector experienced an overall neg-
ative rate of growth between 1973 and 1977 despite the oil
price increases. The reason for this was the drastic decline
in the production of crude oil which occurred in the 1970s.
Production reached a peak of 3.7 million barrels per day in
1970, dropping to 2.1 million barrels per day by 1980.
Manufacturing production grew at an average annual
rate of 7 percent between 1958 and 1980. Between 1973
and 1976, annual growth rates were 10 percent or more.
The manufacturing sector accounted for around 13 percent

9. | performed a simple regression analysis using the following equation:
DELGDFP - a DELPEX - b - u.

DELGDP is the change in gross domestic production; DELPEX is the change in
the value of petroleum exports; a and b are constants; and u is the error term.

The least-square estimate of this equation explains 93 percent of the variance
in DELGDP. For every increase of one bolivar in petroteum revenues, GDP in-
creased by 1.74 bolivars. | used first difierences in order to compensate for serial
correlation. The Durbin-Watson statistic for the estimated equation was 1.35.
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TABLE 4.2: Real Growth Rates by Sector, 1958-59 to 1979-80, in
Percentages

Period Petro. Agr. Mining Mfg. Util. Cnstrct. Transpl. Retail/Whisle. Other

1958-59 6.6 4.2 108 150 19.6 5.5 8.8 5.3 8.6
1959-60 24 21.0 10.2 -2.1 10.4 ~-35 -7.2 -0.7 8.1
1960-61 2.3 0.6 -227 6.0 13.7 -10.7 -1.5 - 4.1 11.0
1961-62 9.6 52 -7.0 9.0 187 -35 0.0 6.3 19.9
1962-63 1.5 56 -153 7.2 178 -56 4.9 6.5 14.5
1963-64 4.8 8.0. 383 17.3 124 11.6 13.0 14.3 14.1
1964-65 2.1 6.2 90 3.7 11.3 3.3 7.3 26.4 9.5
1965-66 —3.1 4.2 05 1.0 95 6.7 3.1 4.4 5.7
1966-67 5.1 55 -37 5.4 10.6 8.9 4.9 3.7 4.2
1967-68 2.0 50 -10.9 5.7 16.4 21.3 6.6 7.4 2.7
1968-69 0.6 99 240 41 102 -32 0.4 2.5 4.2
1969-70 9.0 2.1 443 100 135 -1.6 16.8 7.2 6.8
1970-71 1.6 50 -11.2 6.4 10.5 16.0 5.6 4.8 7.8
1971-72 -79 -33 -56 83 7.6 268 10.8 0.4 6.3
1972-73 6.5 53 293 58 10.9 12.6 3.3 5.2 6.6
1973-74 -12.0 6.1 15.0 10.2 128 -1.5 10.2 10.4 10.4
1974-75 -22.3 8.1 -4.1 11.3 17.1 18.0 10.1 12.8 8.0
1975-76 1.7 -36 -17.4 11.9 6.2 20.7 9.7 7.2 9.3
1976-77 -2.7 78 -95 43 7.2 24.4 12.3 4.3 6.8
1977-78  -3.2 6.3 1.6 4.9 5.0 11.0 7.3 0.2 2.9
1978-79 10.6 3.7 7.9 51 12.2 -9.7 -4.4 -5.3 -0.3
1979-80 -7.8 2.9 1.6 38 38 -153 -0.5 ~15.5 2.2
Average
1958-80 -0.02 5.3 39 7.0 10.7 5.5 5.5 4.7 7.7
Standard
Deviation 7.7 48 178 44 53 12.0 6.0 8.0 4.6
% of GDP

16.5 8.7 0.4 165 1.7 8.3 14.6 11.8 138.0

in 1980

SOURCES: Banco Central de Venezuela, La Economia Venezolana en los Ultimos Treinta
Anos; Banco Centratl de Venezuela, Informe Economica, 1980 and previous years.

of GDP from 1958 to 1973. Despite relatively rapid growth
in the manufacturing sector from 1958 to 1980, it still ac-
counted for only 16.5 percent of GDP in 1980. Betwefan 15
and 20 percent of the employed labor force had jobs in the
sector, as compared to the approximately 1 percent in the
petroleum sector.'® While the petroleum sector was almost

10. Oficina Central de Estadistica e Informatica, Encuesta de Hogares por
Muestreo (Caracas: First Semester of 1977), pp. 40— 45.
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completely state-owned and managed after 1975,"" albeit
through the nationalized subsidiaries of multinational oil
firms, the manufacturing sector had a mixture of firms
ranging from completely state-run to wholly private con-
cerns. Foreign investors dominated some branches of man-
ufacturing, but most were predominantly national. Since the
manufacturing sector was seen as the main hope for the
Venezuelan economy in the petroleum-scarce future, the
state promoted both private and public investments in man-
ufacturing, especially after 1973, and sometimes at the ex-
pense of other sectors, including agriculture. '

Agriculture in Venezuela grew at the respectable rate of
3.3 percent per annum from 1958 to 1980. But Venezuelan
agricultural production was subject to wide fluctuations: tor-
rential rains resulted in massive crop failures in 1975— 76,
for example. The agricultural sector employed 18 percent
of the employed working force in 1977 '> and accounted for
between 6 and 7 percent of GDP. Rural population declined
rapidly and steadily. In 1950, 46 percent of the population
lived in rural areas; by 1976, only 17.4 percent lived in rural
areas.'* There was a tendency for the size of landholdings
to increase. In 1961, 49 percent of all farms had an area of
less than five hectares; in 1971, only 37.8 percent had less
than five hectares.'® The productivity of agriculture in terms
of per capita output increased substantially, yet agricultural
productivity was lower in strictly monetary terms than any
other sector of the economy.'s

Venezuelan agriculture was oriented primarily toward
the domestic market. Bananas, beans, corn, rice, yucca,

1'l. Franklin Tugwell, “Venezuela's Oil Nationalization: The Politics of After-
math,” in Bond, ed., Contemporary Venezuela.

12. Instituto Nacional de Nutricion, Consideraciones Sobre la Situacion Nulri-
cional Venezuela (Caracas: February 1978), pp. 15— 19.

13. Ibid., p. 1.

14. Ibid.

15. Julio Paez Celis, “Aspectos Democraficos del Marginalismo en Vene-
zuela,” Estadistica Venezolana (January 1978), no. i1, p. 54.

16. This statement is based on the author's calculations of output per capita
in different sectors of the economy.
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fruit, cotton, and sesame accounted for over 80 percent of
the area of land under cultivation. Coffee was the main ag-
ricultural export crop, but only 15 percent of the area under
cultivation was devoted to coffee in 1976.'” A great increase
in the domestic demand for food was one of the results of
the increases in purchasing power made possible by the in-
creases in petroleum revenues in 1973 — 74. This combined
with crop failures in 1975 produced a rapid rise in imports
of agricultural products from 211 million dollars in 1973 to
560 million in 1976.'® Agricultural imports included raw ma-
terials for agricultural production, such as fertilizers and
cattle feed, as well as unprocessed food products. The im-

ports of processed food rose as high as 814 million dollars:

in 1976, or around 9 percent of total export revenues.*® In
general, the agricultural sector did not develop as rapidly or
as smoothly as the Venezuelan government desired.

To summarize, agriculture was one of the least dy-
namic sectors of the Venezuelan economy; manufacturing,
along with utilities and services, was the most dynamic.
Venezuela was being transformed gradually into an indus-
trialized country, but there were some aspects of petro-
leum-based industrialization which were not present in other
industrializing countries: 1) the economy was still domi-
nated by petroleum (although to a lesser degree than be-
fore); 2) the proportion of the GDP and of the work force in
the tertiary sectors was larger than normal in the early stages
of industrialization; and 3) agriculture was unable to expand
production rapidly enough to meet the increased food de-
mand which resulted from the increases in petroleum reve-
nues after 1973.

17. Banco Central de Vanezuela, Informe Economico 1976 (Caracas: 1976),
p. Al54.

18. Federacion Venezolana de Camaras y Asociaciones de Comercio y Pro-
duccion (FEDECAMARAS), XXXl Asamblea Naual, Informe Final (Caracas: 1977),
p. 442.

19. Latin America Special Report, Venezuela (London: Latin American News-
letters, January 1978), p. 10.

P— e —
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External Constraints: Trade and the Balance of Payments
The main question raised by any account of the external
sector of the Venezuelan economy is whether this sector im-
posed a constraint on development. The external sector had
been a major constraining factor in the past. When Vene-
zuela was still a coffee-exporting country, its growth was
highly constrained by the growth of demand for that prod-
uct. Indeed, much of the legacy of poverty in Venezuela
stems from its earlier status as an agricultural exporter. Even
during the period after the restoration of electoral govern-
ment in 1958, when Venezuela was the largest exporter of
crude petroleum in the world, the diversion of exploration
and production by the multinational oil companies away
from Venezuela and toward the Middle East created difficul-
ties for the pursuit of even a relatively limited import sub-
stitution policy.

The value of Venezuelan exports took a large jump in
1973 and 1974 after a long period of stagnation, due to the
increase in petroleum prices. Export receipts dropped again
in 1975 when world demand for petroleum declined and the
need to conserve Venezuela's limited reserves imposed a
cutback in production. Despite its temporary nature, the
surge in export revenues produced by the 1973 price in-
creases was sufficient to produce a seven-billion-dollar trade
surplus in 1974. By 1977 the trade surplus had been whit-
tled away by rising imports to less than 1.5 billion dollars.
There was a trade deficit in 1978. The price increases of
1978— 79 restored the surplus once again. The speed with
which a massive surplus was turned into a deficit was dis-
concerting to many Venezuelans. Nevertheless, by 1976
Venezuela had accumulated over nine billion doilars in in-
ternational reserves, which made it feasible to begin to bor-
row money at favorable rates on international financial mar-
kets. External debt, helped along considerably by massive
government spending prior to the election campaign of
1978, increased rapidly from 1975 on.
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Exports were dominated, of course, by petroleum. The
second largest source of export revenues was iron ore, fol-
lowed by coffee and aluminum. The United States was Ven-
ezuela’s largest export market. There was a rapid increase
in nontraditional exports, but Venezuela was by no means
an “export platform.” The wages of Venezuelan workers,
while low in terms of developed-country standards, were
high relative to countries which chose to export goods pro-
duced with labor-intensive technologies. Venezuela ex-
pected eventually to become an exporter of high-grade rpetal
products (even such sophisticated products as six-cylinder
automobile engines), but that remained a distant pros-
pect.?

Imports of raw materials, food, consumer durables,
capital goods, and machinery accounted for most of Vene-
zuela’s imports. While food imports increased rapidly after
1973, raw material and machinery imports increased even
faster. The attempt to build up basic industries and heavier
manufacturing industries resuited in unprecedented levels
of imports of capital goods which would diminish in the next
few years.

The main constraint imposed by the external sector on
Venezuelan development between 1958 and the present was
the need to gear programs to the projected level of petro-
leum-export revenues. Venezuela did not face the usual
problems of trade and balance-of-payments deficits and high
ratios of debt-servicing to exports. Its constraints were more
relative than absolute: that is, some years were better than
others but none were disastrous.

The external sector may become a greater constraint in
the future, however, if Venezuelan petroleum revenues be-
gin to diminish at a faster rate than projected, because there
are relatively few export products which can replace petro-
leum as major sources of income. Aluminum and steel

20. Fernando Coronil and Julie Skurski, “Reproducing Dependency: Auto In-

dustry Policy and Petrodollar Circulation in Venezuela,” International Organizalion
{Winter 1982), 36:61 —94.
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products from Venezuela will have to compete on the world
market with the products of highly industrialized countries
as well as those of the low-wage industrializing countries.
Perhaps Venezuela will have an edge because of the rela-
tively lower cost of its raw materials and its proximity to ma-
Jor markets. If not, Venezuela will surely confront a balance-
of-payments constraint on its future industrial develop-
ment. Such external constraints could lead some future
Venezuelan government to alter the current policy of keep-
ing Venezuela relatively open to the international economy
while industrializing.

The Dominant Role of the State in the Economy
The strength of the Venezuelan state was enhanced consid-
erably by the oil-price increase of 1973. The jump in reve-
nues made it possible for the government to carry out inter-
nationally accepted nationalizations of the iron ore industry
in 1974 and the petroleum industry in 1975. The state ac-
counted for 40.7 percent of the GDP in 1977.%' The largest
state firms were in petroleum (Petroven), iron ore (Ferromi-
nera), steel (SIDOR), and the public utilities (Edelca and Ca-
dafe). The Corporacion Venezolana de Guayana (CVQ) had
extensive powers over a variety of projects in the Guayana
region, including joint ventures in bauxite mining and alu-
minum (Venalum and Alcasa), as well as the existing plants
for steel production and hydroelectric power. By the end of
the 1970s, there were over 300 firms or agencies in various
sectors of the economy which were partially or wholly con-
trolled by the state.??
The size of public investments could be gauged from
21. Banco Central de Venezuela, Informe Economico 1977 (Caracas: 1977),
. 241.
P 22. Charles Taylor and Michael Hudson, World Handbook of Political and So-
cial Indicators, 2d ed. (New Haven: Yale Universily Press, 1972), p. LL. The Vene-
zuelan newsweekly Resumen (August 9, 1977), contains an incomplete list of en-

terprises over which the state has at least partial control. This list comes trom a
study done by the planning ministry in conjunction with a United Nations team.
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TABLE 4.3: Estimated Investments in Major Projects, 1976-1980

{nvestments

Tite Nature of Project ($ billion)
SIDOR Plan IV steel in Guayana 3.53
Venalum aluminum .60
Interalumina aluminum .56
IV Petrogquimica petrochemicals .70
Zulia coal coal mining .07
Zultia steel steel in Zulia .51
Edeica hydroelectric 1.91
Cadafe utilities 2.21
Ferroviario railroads 2.33
Caracas metro rapid transit 51
communications 2.40
infrastructure 5.72
others 2 3.21
Total 7 24.»267 B
SOURCE: V Plan de la Nacion, published in Gaceta Oficial (March 11, 1976), no.

1860. Recent studies suggest that the estimates are too low, especially for petro-
chemicals, Zulia steel, and the Caracas metro.

the estimates of the Fifth Plan of the Nation of the total pro-
jected outlays for various projects over the 1976 — 80 period

(see table 4.3). While the plan projected a total outlay of -

around 24 billion dollars over a five-year period, more re-
cent estimates put the figure at about 37 billion, assuming
that all the projects would be carried out. The statistics on
government expenditures showed that the percentage of
government expenditures allocated to capital investments
increased from 31 percent in 1973 to 56 percent in 1974.
While the percentage of government expenditures allocated
to capital investment declined to 35 percent again in 1977,
it must be remembered that this was 35 percent of a much
higher absolute expenditure.

The percentage of national income going for remuner-
ation of capital (as opposed to labor) increased from 55
percent in 1973 to 64 percent in 1974. Most of the increase
was the result of higher levels of state investment. In 1975,
the level of gross fixed-capital formation was 46 percent
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higher than in the previous year, the largest increase in fixed
capital during the entire period. The ratio of fixed capital to
GDP was 31 percent in 1976, comparable to the level of
fixed investment in Japan in 1965.2

The strategy behind state investments was clearly to
limit state control to “basic” industries, such as petroleum,
petrochemicals, iron and steel, and aluminum, and to in-
dustrial infrastructure, particularly electrical-power produc-
tion. While some of these industries were supposed to pro-
duce goods for direct consumption or export, most were to
provide inputs to domestic private enterprises. The metal-
producing industries were particularly important in this re-
gard. Steel was to be used in further exploitation of Vene-
Zuela’s petroleum reserves, as well as in construction, au-
tomobiles, and railroads. Aluminum was to be used primarily
in automobile production, especially in the production of
lighter engines for fuel-efficient cars. The petrochemical in-
dustry had been remarkable for its inefficiency prior to 1973,
and no major change occurred during the period studied
here. Nevertheless, the goal for the state-controlled petro-
chemical industry, like that for steel and aluminum, was to
provide inputs to domestic private industries at a coat which
would make those industries internationally competitive.?

It is too early to evaluate the success of this strategy of
state investments. The worldwide steel and aluminum in-
dustries are both suffering from overcapacity in the global
recession which followed the 1979 oil price increases. New
steel and aluminum capacity came on line only in the early
1980s. The true test of the success of the strategy will come
when domestic and international demand for these metals
and their by-products picks up again. Some cautious obser-
vations about the Venezuelan strategy can be made, how-
ever.

23. Taylor and Hudson, World Handbook, p. 341.

24. Michael Rediske, “State Policy and Industrial Development in Venezuela
since 1974, discussion paper, University of Konstanz, F.R. Germany, Department
of Political Science, 1978. ’
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One important fault in the approach may be its reliance
on the private entrepreneurs in Venezuela to capitalize on
the lower input costs to produce internationally competitive
goods. The structure of domestic private enterprise in Ven-
ezuela is strongly oligopolistic, with a small number of in-
dustrial groups dominating production in most products.*
In a few industries, such as automobiles, markets are dom-
inated by foreign multinationals which may or may not de-
cide to increase production in Venezuela. In any case, the
strateqy depends on the ability of state-controlled basic in-
dustries to deliver industrial inputs at low cost, which in turn
depends on the ability of the state to assure competent
management and to limit wage increases in those indus-
tries. The pressure on state enterprises to increase profits
may mitigate against delivering low-cost inputs to down-
stream private entrepreneurs.?®

The state gambled on the future of aluminum and steel,
and related industries, in its largest investments after 1973.
The size of this gamble was such that if future leaders of
the country wished to reorient radically the direction of state
investments, they would have to face the writing off of very
large sunken costs. They would also risk alienating the pri-
vate interests which grew up around the new manufacturing
industries. In this sense, the pattern of large-scale capital
investments of the years after 1973 placed important con-
straints on the actions of future governments. Nevertheless,
the state had become a central actor in the Venezuelan
economy and was likely to remain so for a long time to
come.

25. Meir Merhav, “El Informe Merhav (The Merhav Report),” Resumen (in sev-
eral parts beginning on September 21, 1980). The report was done originally for
the government but was not made public until published in Resumen because of
its highly critical tone. The part which deals with the oligopolistic and concentrated
nature of industrial structure begins on p. 22 of the October 5, 1980, issue.

26. Cf. Rediske, “Slate Policy and Industrial Development.”
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Summary

Despite the numerous problems mentioned above, the Ven-
ezuelan economy is in a vigorous phase of expansion. in-
dustrialization is advancing, although perhaps not as rap-
idly as hoped, on a sound base of higher levels of capital
investment and relatively inexpensive local inputs. There are
potential problems in the tendency toward stagnating ex-
ports and higher imports, a weak agricultural sector, infla-
tion, and increasing levels of external debt. Unless there are
major external shocks, however, these problems are likely
to remain potential rather than actual for the next ten years
or so. It is impossible to determine from the macroeco-
nomic data alone, however, whether the dynamic growth of
the past twenty years translated into better or worse condi-
tions for the majority of the population of Venezuela. In the
next section the available information on that question will
be examined.

BASIC HUMAN NEEDS

One would expect with the strides made in the macro-
economic performance of the Venezuelan economy that
there would be a marked improvement in the living condi-
tions of the majority of Venezuelans. Unfortunately, this does
not appear to be the case. While in most respects the ma-
jority of Venezuelans are at least as well off as they were
prior to 1973, the improvements in the condition of the least
well-off have been very modest. In a few key areas, condi-
tions have actually deteriorated. This has occurred despite
increased state involvement in the delivery of services to low-
income groups.

The historical legacy of poverty in Venezuela is a deep
one. Malnutrition, illiteracy, poor housing and healthcare,
and an extremely skewed income distribution have their



210 Jeffrey A. Hart

origins in the plantation economy of the colonial era. The
shift to petroleum as the major export good in the 1920s
and 1930s has created a larger middle-income group and
reduced the size of the marginalized sector. There is still a
long way to go, however, before Venezuela comes to re-
semble the richer industrialized countries in the living con-
ditions available to the poorest inhabitants.

What is the evidence concerning improvement in the
standard of living for Venezuelans since 1958, especially
those with the lowest income levels? The discussion will be
organized in the following order: 1) food and nutrition, 2)
health, 3) housing 4) education, and 5) employment. The
first three subjects may be considered to refer to “core” basic
needs, needs which if not fulfilled can kill or physically harm
the person. The next two subjects are also basic needs, in
the sense that individuals living in industrializing capitalist
economies cannot assure for themselves the fulfillment of
core needs on a sustainable basis without them. Changes
in the distribution of income and weaith will be discussed,
and a review of government policies designed to deal with
problems in basic needs provision will be given.?’

Food and Nutrition

Malnutrition in Venezuela is a major problem primarily for
small children and infants of low-income families. The main
nutritional problem is an insufficient daily intake of calories

27. Throughout this section, | will be referring frequently to a book published
by Michel Chossudovsky entitled La Miseria en Venezuela (Valencia, Venezuela:
Vadell Hermanos, 1977). Chossudovsky is a Chilean sociologist who was commis-
sioned by the planning ministry, CORDIPLAN, to conduct a study of socio-eco-
nomic conditions among poor people. There he wrote a report which was too
controversial for publication as a CORDIPLAN document, so it was published in-
dependently as a book. Needless to say, Chossudovsky was very critical of the
policies of the Venezuelan government. Aithough some of his statistics are now
out of date, his information, from a wide variety of sources, is more extensive than
any previous author on this subject has assembled. “The Merhav Report” updated
some of Chossudovsky’s statistics and will also be cited frequently below.
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(protein intake is less of a problem). The primary determi-
nant of malnutrition seems to be family income. As income
decreases, the gap between actual consumption and mini-
mum requirements increases. Nevertheless, there is some
evidence that educational programs can have a positive ef-
fective on nutrition among low-income groups.

Various studies suggest that about half the children less
than five years old suffer from some form of malnutrition;
about 1 percent have severe forms and 10— 15 percent
moderate forms of malnutrition.?® The frequency of malnu-
trition stays about the same for elementary school children,
but begins to decrease as children reach adolescence. The
mortality rate for children less than five years old where
death is attributed to malnutrition remained approximately
constant from 1946 to 1976. Malnutrition is a major cause
of high death rates among small children, suggesting that
prenatal nutritional programs are needed to attack this
problem. Such a program was initiated in the late 1970s by
the Perez government. Severe malnutrition results in men-
tal retardation, affects the physical size of children, and re-
duces the ability of the individual to be physically active.
Some employers complain that a large proportion of their
workers suffer from malnutrition.>

Thus, it can be concluded that while Venezuelans are
probably better off on the whole in the 1970s than they were
in previous decades, the needs of the society have changed
in such a way as to focus more attention on the problem of
malnutrition. In order to pursue the goal of industrial deep-
ening, it will be necessary to make greater progress in elim-
inating malnutrition, if only to assure the productivity of the
labor force.

28. Merhav, “Merhav Report,” Resumen, September 21, 1980, p. 18, gives
higher estimates of the incidence of malnutrition among small children based on
physiological data.

29. FEDECAMARAS, XXXIIl Asambliea., table 13.

30. Merhav, "Merhav Report,” Resumen, September 21, 1980, p. 19.
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Health
Health problems are highly related to nutrition in Venezuela

because of the connection between infant mortality and
malnutrition. In terms of adult health problems, Venezuela
resembles developed countries more than other developing
countries in the relative frequency of traffic accidents, heart
attacks, and so on in the list of primary causes of death.
Nevertheless, there are severe inequities in the delivery of
health-care services to the Venezuelan population. Predict-
ably, the lowest-income groups receive the least care; quan-
tity and quality improves as one goes up the income ladder.

Private care is beyond the means of the majority of the
population. Working-class families and middle-class fami-
lies can subscribe to the Venezuelan Institute for Social Se-
curity (1IVSS). The number of subscribers has increased rap-
idly since 1968, and especially since 1973.>' Those who are
not covered by this system depend on the services of the
Ministry of Health and Social Aid. Only between 5 and 8 per-
cent of the population can afford private medical care, and
only about 25 percent are covered by the IVSS.>* This leaves
around two-thirds of the population dependent on the Min-
istry of Health. The facilities of the Ministry of Health are
notoriously deficient in terms of number of medical person-
nel, hospital beds, medicines, and equipment. Despite the
rapid rate of population growth in Venezuela, the number
of public hospital beds has remained almost constant since
1958. When new hospitals are constructed, rooms are too
expensive for middle- or lower-income groups. A large
number of small private clinics, with adequate staff and fa-
cilities, have been built in recent years. Doctors usually shirk
their practices in public hospitals in favor of highly remu-
nerative private practices.>? ,

In rural areas and in urban settlements, health care is
very inadequate. Here the main problem is one of getting

31. Ministerio del Trabajo, Memoria y Cuenta 1977, ch. 5, p. 8.

32. Ibid.
33. See Chossudovsky, La Miseria, ch. 4.

Associative Development In Venezuela 213

health facilities located near the areas of greatest need.
There also seems to be a tendency toward overspecializa-
.tlon. In 1070, for example, of the 2920 doctors employed
in IV§S, only 776 were general practitioners while 2144 were
specialists.> Despite these very difficult problems of health-
care delivery, indicators of infant mortality and life expec-
tancy showed modest gains during the years since 1958.
Thus, while health care has improved for most Venezuelans
over the past few decades, there is considerable room for
Improvement in health care for the impoverished.

Housing

One-third of the population of Venezuela lives in urban set-
tlements called barrios marginales (marginal districts). The
modal form of housing in these districts is the rancho, the
Venezuelan word for a very simple dwelling, originally made
9f cardboard, corrugated iron, wood, or whatever, but now
increasingly made of bricks or cinder blocks with metal in-
stead of straw roofs. According to the official statistics, the
percentage of dwellings which are classified as ranchos de-
clined from 60.9 percent in 1941 to 22.1 percent in 1976.
The number of units with straw roofs, earth floors, and no
electricity, running water, or toilet has decreased markedly
over the same period.> Nevertheless, there still remains a
core of very poor urban settlements in every metropolitan
area.

There are two polar types of urban settlements: those
with improved ranchos located on stable soils and those with
recently and poorly constructed ranchos placed precar-
lously on unstable soils in the most unfavorable locations.
About a quarter of the dwellings in poorest urban settle-
ments in Venezuela fall in the latter category. There are fewer
of them in provincial cities than in Caracas.

34. hid., p. 114,

35. Sge Paez Celis, in Bond, ed., Contemporary Venezuela, p. 70.
A 36. Fundacion ;.)a.ra el Desarrollo de la Communidad y Fomento Municipal
(FUNDACOMUN), La Vivienda en las Areas Marginales Urbanas (Caracas: June 1978)
p. 1. I
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The people who live in the poorest urban settlements
are people who migrated from the rural interior of the coun-
try in the hope of finding better economic opportunities.
There has been a “push” factor in the declining returns to
farming of certain export crops like beef and coffee. Popu-
lation pressures in rural areas also make urban migration
more attractive. In general, Venezuelan agriculture has be-
come more capital-intensive and landholdings have in-
creased in average size. Whether this is the cause or the
result of massive urban migration is not clear, but the result
is that the percentage of population living in towns of 1000
or more increased from 39 percent in 1941 to 76 percent
in 1971.>7

In recent years, illegal immigrants from neighboring
countries like Colombia and Trinidad have come to occupy
some of the newer and less-desirable settlements. There al-
ready is a "ghetto-like” flavor to some of these settlements.
Their inhabitants suffer from high rates of unemployment,
illiteracy, crime, mortality, illegitimacy, malnutrition, and all
the other ilis of urban poverty. High rates of inflation in
housing prices after 1973, especially in urban centers, have
been particularly costly to the poorest. It is not unknown for
the most primitive ranchos to be sold for thousands of dol-
lars.

Even though housing conditions appear to have im-
proved somewhat for the poorest people in Venezuela, rel-
atively permanent pockets of urban poverty are developing
in all of Venezuela’s major cities. The inhabitants of these
districts are “marginal” in both the economic and the polit-
ical sense. Urban marginalization in Venezuela is more a
consequence of the inability of the existing economic sys-
tem more rapidly to reverse the legacy of extreme poverty
inherited from the prepetroleum past, than of a progressive
deterioration in preexisting conditions. A more important

37. Oficina Central de Estadistica e Informatica, Encuesta, p. 40— 45.
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form of marginalization is taking place in the -educational
system.

Education

The most severe problems for Venezuela in the area of basic
needs exist in the area of education. While the rate of illit-
eracy decreased markedly from 49 percent in 1950 to under
20 percent in 1977,% the Venezuelan population remained
largely undereducated, given its requirements for skilled or
semi-skilled workers. Of the literate population in 1975,
more than half had attended only primary school.”® Many
became literate only after they left school. There was a se-
rious shortage of teachers at all levels. Vocational and tech-
nical schools were understaffed and used outdated curri-
cula. Colleges and universities tended to underproduce in
the managerial, technical, and scientific fields (with the pos-
sible exception of petroleum engineering).

In 1975, 56.1 percent of the population were under
twenty years of age. The medium age was seventeen. The
age structure of Venezuela was highly skewed toward youth.
Recent baby booms exacerbated this situation, creating
heavy demands for expansion of primary and secondary
schools. Despite increased demand, the percentage of
school-age children who entered preschools or primary
schools increased from 62.3 percent in 1973 to 70.5 per-
cent in 1976.* The figures were slightly higher for urban
areas and much lower for rural areas. Only half of the stu-
dents who entered primary school were promoted to the
sixth grade in the normal period of time. Dropout rates were
highest in the primary schools and decreased as students
progressed to secondary and university levels. As in other
countries, the structure of school attendance was linked with

38. Paez Celis, p. 32.

39. Ibid., p. 33.
40. Banco Central de Venezuela, Informe Economico 1976, p. A217.
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the distribution of income and wealth. The level of educa-
tion of individuals in Venezuela not only affected wages and
income levels, but also the likelihood of employment.

In sum, the poorest Venezuelans are only marginally
better off than they have been in previous decades. They
face an educational system which, for the most part, has no
room for them. The rigidity of the educational structure is
likely to be a major impediment to the industrial-deepening
strategy, as it gquarantees a shortage of skilled workers. By
limiting social mobility, it also serves to protect the less-
than-perfectly competitive nature of private enterprise in
Venezuela.

Employment
The statistics on employment and unemployment, unrelia-
ble as they may be for certain periods, indicate that Vene-
zuela suffered very high levels of unemployment during the
recessions of the 1960s but was able to reduce the level of
unemployment rapidly after 1973. The rate of unemploy-
ment was around 5 percent in 1977,*' giving rise to the claim
on the part of the incumbent party that the government had
attained “full employment.” There was still a high level of
“underemployment” in the Venezuelan economy, however,
at least in the sense that a large proportion of the working
force (around 20 percent) earned less than the legally man-
dated minimum wage.

Rural employment decreased steadily over this period.
Employment in petroleum, mining and utilities also de-
creased, but at a slower rate than in agriculture. The major

41. Statistics on employment and unemployment can be found in the follow-
ing sources: Banco Central de Venezuela, La Economia Venezolana en los Ultimos
Treinta Anos; Oficina Central de Estadistica e Informatica, Encuesta de Hogares
por Muestreo; International Labour Organization, Yearbook of Labour Stalistics;
and Banco Central de Venezuela, Informe Economico. Recent estimates of unem-
ployment depend on calculations by the author of unemployment based on esti-
mates of the size of the labor force (x), the number of people employed (y), and
the formula for the unemployment rate: 100 (1 - y/x).
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sources of dynamism in employment were the manufactur-
ing construction, and transportation sectors. After 1973
there was a rapid increase in employment in the iron and
steel industry. The service sectors expanded more rapidly
than all the others, however, which raised questions about
the sustainability of low uneniployment rates in the face of
declining oil revenues. A number of the industries which ac-
Counted for the rapid rise in employment in recent years
(e.g., textiles, shoes, metalworking and printing) experi-
enced high rates of turnover in their labor forces.

There is no question that most Venezuelans are better
off now than they were in previous decades in terms of op-
portunities for employment. However, problems in nutrition
and education mean that the jobs available to Venezuelans
are not as well paying as they might have been had there
been a better fed and educated labor force.

The Distribution of Income

Although there are several competent studies of income
distribution in Venezuela, most do not address the question
of whether the post-1973 petrodollar bonanza and/or gov-
ernment policies have reduced income inequalities. They do
indicate, however, that the distribution of income in Vene-
zuela is very unequal. The World Bank reported that the
wealthiest 10 percent of the households in Venezuela earned
41.2 percent of the total income in 1962, while the weaithi-
est 10 percent of the economically active population earned
51.2 percent of total income in 1971. On the basis of this,
and three other surveys, the World Bank concluded that in-
equality increased between 1962 and 1971.*? Eva Josko de
Gueron, in a study of regional inequality found no change
or a decrease in inequality in the distribution of income

42. Shail Jain, Size Distribution of Income (Washington, D.C.: World Bank,
1975), p. 118; Lourdes Urdaneta, Distribucion del Ingreso: Analisis del Caso Ve-
nezolano (Caracas: Banco Central, 1977), P. 337. Urdaneta found some evidence
for a decline in inequality.
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across regions; but within regions, rural/urban inequality in-
creased markedly.” After 1974 the degree of sectorial in-
equality decreased as other economic sectors caught up with
petroleum.*

Recent statistics on the monthly income levels of non-
agricultural workers, collected in a semi-annual survey,
showed that increases in the real incomes of the poorest
employed people had increased since 1974.% Nevertheless,
despite these increases, it has been estimated that as many
as two thirds of the labor force do not earn enough to pay
for a diet which would meet minimal nutritional standards.*
Thus, Venezuelans are probably not much better off in terms
of income distribution than they were before the oil price
increases.

The State and Basic Needs

Between 1958 and 1978, but especially after 1973, the Ven-
ezuelan government adopted a number of measures which
were designed to supplement large-scale, capital-intensive
industrialization in meeting the basic needs of the popula-
tion: 1) an ambitious land-reform program, 2) subsidies for
consumers and price guarantees for producers of basic food
items, 3) special subsidized-low-interest loans for small and
medium-size industries, 4) New methods for delivering gov-
ernmental services to poor people in “marginal districts,”
and 5) a scholarship program to increase the supply of
skilled personnel through attendance of foreign universi-
ties.

Soon after the elections in 1958, a land-reform program
was adopted. The land reform of the Betancourt administra-
tion was partly a way of paying back the peasants who had
supported the AD party in the 1958 elections. But it was

43. Personal communication.

44. Calculations based on Central Bank statistics.

45. Oficina Central de Estadistica e Informalica, Encuesta de Hogares por
Muestreo, various volumes (1975 through 1977).

46. Merhav, “"Merhav Report,” Resumen, September 21, 1980, p. 21.
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also a response to the urgent need to deal with rural-urban
migration and rapidly rising imports of food. Prior to 1958
the ownership of land was highly concentrated in large
landholdings. Nearly 80 percent of the land was accounted
for by approximately 5,000 large landholdings.

Agrarian reform, it was hoped, would keep more campesinos
(peasants) back on the farm where they could at least be produc-
ing food for themselves rather than merely consuming . . . a basic
principle of the reform was that productive agricultural units would
generally not be affected.*’

In order to accomplish these aims, the government distrib-
uted public lands and lands which were owned privately but
had not been under cultivation. Even though about 140,000
families eventually received small plots of land, another
300,000 families or more might have benefited from land
ownership. Title to the land distributed was withheld in many
cases, leaving the new owners in a precarious legal posi-
tion. Given the quality of land distributed, the size of the
holdings, the absence of technical aid or adequate finances,
it could be argued that the land reform increased the duality
of the agricultural sector. Still, at great expense to the pub-
lic treasury, a large number of compesinos were better off
than they had been before 1958.

Under the Agricultural Debt Relief Law of 1974, farmers
were exonerated of all debts owed to government agencies.
Private debts were consolidated through state loans at 3
percent interest with up to 30 years to pay. A tax reform
decree issued in 1974 exempted farmers and food proces-
sors from all income taxes. Banks were freed from paying
taxes on profits from low-interest loans to the agricultural
inputs, and placed price controls on raw materials needed
for farming. The Agriculture-Livestock Credit Institute (ICAP)
and the Agricultural Development Bank (BANDAGRO) ad-

47. Howard Handelman, Scarcily Amidst Plenty: Food Problems in Oil-Rich
Venezuela, Report No. 42 (Hanover, N.H.: American University Field Staff, 1978),
p. 3.
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ministered a special fund created by the president in June
1974. ICAP made loans to small and medium-sized farm-
ers, BANDAGRO to large landowners. Both offered loans at
substantially lower rates than commercial banks, but ICAP
rates were lower than BANDAGRO's.*®

In 1973 the government established an agricultural
marketing corporation (called CORPOMERCADEO) in order
to set minimum prices for agricultural producers while at
the same time selling food products at fixed prices on the
retail market. Thus, CORPOMERCADEO was designed to
guarantee a high level of return to farmers at the same time
as it subsidized the food consumption of poorer urban
dwellers. When domestic producers could not produce
enough to meet demand, CORPOMERCADEO was author-
ized to purchase the necessary items abroad. A major por-
tion of CORPOMERCADEO’s budget for food subsidies in
1979 (71 percent of 181 million dollars) went for the pur-
chase of milk products on international markets used in a
special program to reduce malnutrition in newborns and
young children. The total budget of CORPOMERCADEO was
over $1200 million in 1978, having approximately doubled
every year since 1974.4°

The Corporation for the Development of Small and Me-
dium-Sized Industry (CORPOINDUSTRIA) loaned funds at low
interest rates to a variety of smaller businesses. In 1977
CORPOINDUSTRIA made over two thousand loans to small
businessmen, mostly artisans, totaling only 6.3 million dol-
lars. Loans to small manufacturing conerns totaled 125 mil-
lion dollars.* These loans, although quite smaill compared
to those made by giant public financial organizations like
the Central Bank, the Venezuelan Industrial Bank, and the
Venezuelan Investment Fund, had a direct effect on the
quality of life of some low-income Venezuelans. One exam-

48. Ibid., pp. 7-8.

49. Ibid., p. 9.

50. Banco Central de Venezuela, Informe Economico 1977 (Caracas: 1977),
p. 201.
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ple is the rapid increase in the number of owner-operated
minibuses (called por puestos) which carry around approxi-
mately fifteen people on assigned routes for a fixed price of
one bolivar (22 cents) per person. CORPOINDUSTRIA also
helped to finance a number of new firms in the machining
and metalworking industries.

One of the ironies of the attempt to subsidize food con-
sumption was that poor people often had to ride a bus for
many miles to reach one of the markets set up by CORPO-
MERCADEO. As a consequence, some of the poorest people
in Venezuela had to rely on corner grocery stores to supply
them with food at higher prices than those paid by the
wealthy in their fancy supermarkets. The Perez administra-
tion established the Foundation for the Development of the
Community and for Municipal Promotion (FUNDACOMUN) in
1974 to improve the delivery of essential services to the ur-
ban settlements.>' The main channel for this was the mod-
ulo de servico (service module). Around 1800 service mod-
ules were to be placed in urban districts of approximately
40,000 inhabitants. Each module was to provide the follow-
ing services: 1) health and social assistance; 2) markets for
basic food items; 3) police protection; 4) day-care centers;
5) preschools; 6) libraries; 7) cultural and recreational activ-
ities; and 8) technical assistance for those wishing to estab-
lish small businesses. The government placed a high prior-
ity on the program, as indicated in budgeting and staffing.
In the first year of its operation, FUNDACOMUN spent around
90 million dollars on the modulos. The director of FUNDA-
COMUN until 1978 was Sonia Perez Rodriguez, daughter of
the President.>?

51. The legal basis for FUNDACOMUN was established by a presidential de-
aree (No. 332) issued on August 13, 1974. The text of the decree can be found in
the Gaceta Oficial, no. 30, p. 471. An instructive, number 29 of February 10, 1977,
names FUNDACOMUN as the agency responsible for carrying out the tasks outlined
in Decree No. 332 (see Gaceta Oficial, no. 31, p. 172). President Perez was widely
criticized for the excessive use of presidential decrees.

52. FUNDACOMUN, Los Modulos de Servicios: Un programa para los Asenla-
mientos Marginales Urbanos (Caracas: Oclober 1977); interview materials.
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To some extent, FUNDACOMUN was a bureaucrat's
nightmare. Existing state agencies were supposed to pro-
vide services at the modules: e.g., the Ministry of Health was
to provide health care, CORPOMERCADEO merchandise for
the food stores, etc. It was not clear how FUNDACOMUN was
going to handle the tricky jurisdictional problems raised by
this arrangement or to coordinate the activities of all those
disparate agencies. As of 1978, however, most of the mod-
ules only supplied police protection and day-care facilities.
The best equipped modules tended predictably to be in dis-
tricts where the governing party had the strongest support.

Besides the inevitable jurisdictional disputes and clien-
telism, FUNDACOMUN suffered from a more fundamental
problem: the tendency of the Venezuelan government to
adopt paternalistic patterns of interaction with poor people.
Relatively little effort had been made to coordinate FUNDA-
COMUN programs with the local leadership and the citizens
of the barrios. The prevailing image was one of extending
the beneficent arm of the presidency (and the presidential
party) into the barrios without undue interference from local
leaders.>*

While the policies discussed above were clearly aimed
at meeting the basic needs of Venezuelans, especially the
marginalized population, some basic needs were being sadly
neglected. After 1975, for example, the rate of construction
of public housing units dropped considerably, despite an
urgent need for more housing. The National Institute of
Housing (INAVI) tended to build units for middle-class oc-
cupants rather than for lower-income families. In compari-
son with the housing program of a poorer country like Col-
ombia, Venezuelan public housing policy was sorely lacking
in a basic needs orientation.*

After 1973 the Venezuelan government attempted to

53. Interview materials.
34. Howard Handeiman, High Rises and Shantytowns: Housing the Poor in

Bogota and Caracas, Report No. 9 (Hanover, N.H.: American Universities Field Staff,
1979).
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deal with the problem of restricted access to higher educa-
tion through the building of new colleges and universities
within Venezuela and through a scholarship program for at-
tendance at foreign universities (the Gran Mariscal de Ayac-
ucho Program). The Gran Mariscal de Ayacucho Program had
two main goals: (1) to increase the supply of skilled person-
nel, and (2) to reverse the pattern of privileged access to
higher education.*®* In pursuing the second aim, the pro-
gram was instructed to choose a certain proportion of stu-
dents from lower- and middle-income groups, leading some
Venezuelans to criticize it for not choosing the “best” stu-
dents. It was not clear how the program would avoid the
usual problems of brain drain, maldistribution of occupa-
tional training, and posteducational placement that plagued
other developing countries’ foreign scholarship programs.
It was an indication, howeve: of rigidities in the Venezuelan
educational system and social structure that the govern-
ment was forced to resort to such a program to attack the
problem of privileged access.

While overall there was an acceptance of the basic hu-
man-needs philosophy within important parts of the Vene-
zuelan state, it tended to be a paternalistic version of that
philosophy. The Venezuelan government gave a higher
priority to large-scale, capital-intensive industrialization than
to basic needs. The basic-needs programs it did support
were grossly inadequate in two areas crucial to the contin-
ued industrialization of the country, housing and education.
To explain why this was so the relations between the Vene-
zuelan state and other major social actors need to be ex-
amined more closely.

Summary
The initial stages of industrialization in Venezuela produced
hardships for the poorest people, as evidenced by the rapid

55. La Fundacion “Gran Mariscal de Ayacucho” (Caracas: Ministerio de Edu-
cacion, 1977), p. 241.
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rate of migration to the cities and increases in unemploy-
ment during periods of industrial growth. The legacy of the
past, in terms of high rates of illiteracy and income inequal-
ity, poor schools and unequal delivery of social services,
created tremendous potential obstacles to the sustained
economic development of the country. With the great influx
of petroleum revenues after 1973, however, modest im-
provements in nutrition, health care, housing employment
opportunities, and incomes occurred. Educational opportu-
nities remained severely restricted, however, and the sus-
tainability of other social gains was still in question despite
a major increase in government activities to provide basic
needs. The question this raises, given the attenuation of ex-
ternal constraints on Venezuelan development, is: What were
the domestic social and economic constraints which pre-
vented the post-1973 petroleum gains from being trans-
lated more rapidly into improved welfare for the poorest
Venezuelans?

VENEZUELA’S POLICY NETWORK

Since 1958, the Venezuelan political system has been
predicated on the existence of a “policy network” in which
the state and the private business sector dominate all other
social groups. Because the party in power controls the state,
the two parties which have been in power, Accion Democra-
tica (AD) and the Christian Democratic party (COPEI), must
also be included in a description of Venezuela's policy net-
work. While peasants figured early in the rise of AD to elec-
toral power, as did workers in the petroleum industry, the
rest of the labor force plays only a minor role in party poli-
tics, and is therefore excluded from the dominant coalition.
Further industrialization of the country will call this arrange-
ment into question.
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The Power of the State

It has already been demonstrated that the government and
the semi-autonomous state enterprises account for a very
large percentage of national production and investment.
Since 1973 the state has become involved much more ex-
tensively in the provision of basic necessities as well. The
main pillar of state power, beginning with the initial conces-
sions of the 1920s and lasting at least until the enactment
of a progressive income tax in the late 1970s, was its ability
to control a portion of the revenues from petroleum exploi-
tation. The state’s power increased between the 1920s and
1973 because it was able to extract a larger share of those
revenues, mainly through increased taxes. The activism of
the Venezuelan state in helping to found and strengthen the
Organization of Petroleum Exporting Countries (beginning
in the early 1960s) paid off in 1973 when OPEC agreed to
quadruple the price of petroleum on world markets. The na-
tionalization of the petroleum industry in 1975 was a turn-
ing point. After that point, further increments in state power
would have to come largely from measures taken outside
the sphere of petroleum politics.

After 1973 the state pushed for a diversification of the
economy and for a broadening of its own tax base through
the passage of a progressive income tax for individuals and
businesses. The urgency of this diversification was in-
creased by the widespread perception of the beginning of
the end of cheap extraction of petroleum from existing re-
serves. But it would have occurred anyway, given the elite
consensus on the need to replace the petroleum economy
with a more diversified industrial economy, or, as the slo-
gan went, to “"sow the petroleum.”

The international political strateqgy that went along with
this domestic program was one of strong advocacy of re-
forms in the international economic order. Venezuela, in the
person of Manuel Perez Guerrero, was one of the most im-
portant leaders of the group of moderate countries in the
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Group of 77 which were pushing for agreements on specific
proposals: an integrated program for commodities; a com-
mon fund to finance commodity agreements; inproved ac-
cess to the markets of developed countries for the exports
of developing countries; renegotiation and rescheduling of
debt payments; less-expensive methods for transferring
technology; and increased power of LDC-dominated institu-
tions within the UN system (just to name the more impor-
tant proposals).>® Venezuela also pushed for changes in the
regional and subregional trade regimes which would allow
it to have access to larger markets in promoting its indus-
trial exports.*’

Venezuela’s position on these questions was condi-
tioned by its desire to defend the favorable terms of trade
in petroleum while making it possible to export nontradi-
tional exports in the future. Since Venezuela is not a low-
wage country, relative to the rest of the developing world, it
had to base its strategy on the feasibility of converting low
resource-costs into comparative advantages through heavy
state investments in basic industries and utilities. That these
investments were highly capital intensive and involved long
payback times was inconvenient politically because it mili-
tated against rapid improvements in the living conditions of
the poorest people. Nevertheless, given Venezuela's wage
structure—another legacy of the petroleum era—its re-
source base, and its integration into the world economy,
there were few alternatives to such a strateqy.

The most curious aspect of the post-1973 strateqy is
the state’s careful avoidance of direct involvement in the de-
velopment of manufacturing industries that would benefit
from the state’s development of basic industries and utili-
ties. To understand this choice, it is necessary to have a

36. See Jeffrey Hart, The New Intemational Economic Order (New York: St.
Martin's Press, 1983), chs. 2 and 4.

57. Robert D. Bond, Business Associations and Interest Politics in Venezuela:
The FEDECAMARAS and the Determination of National Economic Policies (Ph.D.
diss., Vanderbilt University, 1975).
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better description of the role of private business in the Ven-
ezuelan policy network.

The Power of Business

While the power of the state grew, the power of domestic
private business groups also increased. Foreign private firms
were responsible for developing and managing the petro-
leum industry, the most important single industry in the
country, from the 1920s until (and some would say after)
the nationalization in 1975. The adoption of an import-sub-
stitution policy in 1958 led not only to the growth of a more
diversified set of domestic businesses, but also to an influx
of new foreign capital in manufacturing. Gradualily, the bal-
ance of power in the business community shifted away from
the foreign and traditional domestic firns to the more dy-
namic and nontraditional domestic manufacturing fimms.
Conincident with this shift in power within the business
community was a greater tendency of the state to co-opt
new business groups through the use of contracts and se-
lective reductions of import duties.

The main organizational expression of private business
interests in Venezuela is FEDECAMARAS (the Federation of
Chambers of Commerce). This organization was founded in
1943, more out of the fear of an expanding state than by a
perceived need to confront a growing labor movement.s®
FEDECAMARAS played a key role in opposing the AD-domi-
nated experiment in democracy between 1945 and 1948,
despite efforts to co-opt the business group on a variety of
decision-making bodies, because the business community
considered the AD party to be too radical and antibusiness.
The lesson was learned, and when the military government
of Perez Jimenez ended in 1958, the three main parties (AD,
COPEI, and URD) agreed not only to govern by coalition, but
to align with all domestic groups (including business and
the military) whose support was needed to maintain a dem-

58. Ibid., p. 60.
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ocratic government and to adopt an import-substitution
strategy for industrialization.*®

The political cost of the alignment with business and
the military was the alienation of the left wing of AD and,
along with the recession of the early 1960s, the encourage-
ment of radical elements in Venezuela to emulate the Cu-
ban revolution by forming small guerrilla groups. Although
the guerrilla struggle persisted late into the 1960s, there
was little prospect of a revolutionary takeover. Almost no
major group in Venezuelan society (including the peasantry)
had a stake in undermining the new regime. They correctly
saw the alternative to be a return to military dictatorship.

Within FEDECAMARAS there was increased conflict be-
tween commercial and industrial interests over import sub-
stitution. The interests of the former dictated opposition to
new tariff barriers, while the interests of the latter dictated
strong support. The government attempted to increase sup-
port for import substitution by participating in the forma-
tion of Asociacion Pro-Venezuela, an organization which in-
cluded representatives of private business, the military, and
the Church. Pro-Venezuela, while very influential with re-
spect to government policies during the Betancourt admin-
istration, never replaced FEDECAMARAS as the main artic-
ulator of business interests. By the time of the election of a
COPEl President in 1969, Pro-Venezuela was on the de-
cline.® :

Governmental encouragement of import-substituting
industries began to have an effect on industrial structure in
the mid- and late 1960s. Industries with 100 or more em-
ployees increased from 196 in 1961 to 325 in 1966. For-
eign investment accounted for 22 percent of total invest-
ment in manufacturing in 1966.¢' Foreign investors tended

59. David Eugene Blank, Politics in Venezuela (Boston: Little, Brown, 1973),
pp- 26— 28; Daniel Levine, Conflict and Political Change in Venezuela (Princeton:
Princeton University Press, 1973), pp. 43— 49.

60. Bond, Business Associations, pp. 74 and 84— 90.

61. Ibid., p. 90.
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to concentrate on dynamic and high-technology industries:
petrochemicals, aluminum, automotive equipment, etc. Do-
mestic investors maintained control of traditional industries
as well as a growing number of more sophisticated ones,
such as agricultural machinery and the metalworking indus-
tries. Manufacturing production was concentrated in a rela-
tively small number of large firms: the 325 firms with 100
or more employees in 1966 accounted for 66 percent of
production. The number of organizations designed to rep-
resent the interests of industrial firms increased sharply, as
did the representation of these firms within FEDECAMARAS.
By the end of the 1960s, Venezuela was reaching the
end of the easy phase of import-substituting industraliza-
tion. There was excess capacity in the consumer goods in-
dustries and an erosion of the dynamism of the early 1960s.
Major industries tended to have an oligopolistic market
structure. Some large private groups owned a very diversi-
fied set of concerns, which had two main effects: (1) it re-
duced the effective size of the Venezuelan entrepreneurial
elite; and (2) it created incentives for greater unity across
industries and sectors.®? With few exceptions, neither the
price nor the quality of many Venezuelan products could
compete with that of goods produced elsewhere.
Petroleum revenues declined in the mid-1960s because
of reduced capital investments and competition from Mid-
dle East production. In 1966, the Leoni administration tried
to counter the effects of the decline in petroleum revenues
by increasing yet again the government’s share of the prof-
its from oil exploitation. Its error however was to combine
this with an attempt to reform the income tax laws. The re-
suit, predictably, was an alliance_between the foreign oil
companies and FEDECAMARAS. FEDECAMARAS had not been
completely independent of the oil firms previously. The oil
companies contributed both funds and personnel to the or-
62. James A. Hanson, “Cycles of Economic Growth and Structural Changes

Since 1950,” in John Marlz and David Myers, eds., Venezuela: The Democratic
Experience (New York: Praeger, 1977), p. 76.
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ganization from time to time. In 1966, however, a major
campaign to publicize the concerns of business was fj.
nanced jointly with unprecedentedly large contributions from
the oil companies.*

When the Leoni government negotiated a separate
comproniise agreement with the oil companies with respect
to back taxes, the latter abandoned their opposition to the
tax reform. Although FEDECAMARAS managed to get most
of the concessions they wanted from the government, they
naturally felt unhappy about the behavior of the oil compa-
nies in this matter. After 1966, FEDECAMARAS became much
more the representative of nationalist business concerns and
less an agent of foreign business interests.®

The events of 1966 also underlined the importance of
Venezuelan private business groups of maintaining a uni-
fied and confident stance in confrontations with the govern-
ment. The next major conflict between business and state
involved the adherence of Venezuela to the Andean Pact, a
subregional integration accord which arose out of dissatis-
faction with earlier regional integration schemes like LAFTA
(the Latin American Free Trade Association). Because of the
vulnerability of Venezuelan industry to increased trade with
the relatively lower-wage and more efficient economies of
the Andean Group, FEDECAMARAS took a strong position
against adherence to the Pact as originally drafted. The Leoni
administration, which began the debate in 1968, did not feel

63. Bond, Business Associations, pp. 187—89.
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strong enough to push the issue prior to the elections of
that year. The Caldera administration delayed actiqn and
then more or less adopted the FEDECAMARAS position on
renegotiating the accord. The result was that the other An-
dean Pact countries rejected the Venezuelan application for
membership. The Caldera administration was then roundly
criticized by the opposition parties, led by AD, for being too
closely associated with FEDECAMARAS. Caidera responded
by attempting to generate broader political support for
membership in the Andean Group. But in the end, when
venezuela finally joined in 1973, most of FEDECAMARAS'
goals had been integrated into the government’s program.®

The victory of FEDECAMARAS in these two disputes was
strong evidence of the independence and the strength of
the private domestic business sector within the Venezuelan
policy network. It was also evidence of the increasing power
of manufacturing interests relative to that of commercial and
agricultural interests within the business sector. Whereas
FEDECAMARAS had initially opposed the entry of Venezuela
into the Andean Group altogether, it came later to modify
that stance by making entry conditional on protection of
certain key industries. The more internationalist perspective
of the major manufacturing interests within FEDECAMARAS
prevailed over the more nationalistic perspective of com-
mercial and agricuitural interests.

After 1973, a number of important changes in the Ven-
ezuelan “policy network” followed the rapid rise in petro-
leum revenues. Although the state now had greater re-
sources than ever before at its disposal, it became even
more dependent on the good will of the private business
sector than it had been previously. The parties remained
dependent on business to provide the massive sums re-
quired to pursue a successful electoral campaign. The pre-
vious attempts to build up a domestic, and basically nation-
alistic, entrepreneurial sector had succeeded to such an

65. Bond, Business Associations, pp. 232—-61.
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extent that important economic policies could not be pur.
sued without the approval of that sector. The inability of the
government to obtain a relatively moderate income-tax re.
form without prior business approval, strong and effective
business opposition to the price controls used by the gov.
ernment to combat growing inflation rates after 1973, and
resistance to implementation of the Auto Policy Law of 1975
were all examples of the growing power of private domestic
business.® The state attempted to create new levers of con-
trol over private business. The Perez administration used its
powers to grant exemptions from import duties to specific
firms to reward those entrepreneurs who supported it polit-
ically. The owners of firms in the metalworking industry and
their bankers were especially favored in this way. The alli-
ance between the state and this particular group of private
businessmen was likely, given the latter's dependence on
state policies with repect to the publicly owned basic metals
industries.

Thus, the simultaneous growth of power of the state
and domestic business created a situation of mutual depen-
dence. This mutual dependence explains in part the post-
1973 strategy of combining state control over basic indus-
tries and utilities with private domestic control over down-
stream industries. The state, while more powerful than it
had ever been before, found itself in the late 1970s to be
more dependent on the private business sector than it had
been since the 1920s.

Labor: Excluded from the Network

In 1947 the government organized the Worker's Confeder-
ation of Venezuela (CTV), which remained the largest and
most powerful labor organization in the country, despite its
suppression during the 1948 — 58 dictatorship. 1t is worth
noting that the state and the governing party were the main

66. Coronil and Skurski, "Reproducing Dependency.”
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forces behind the formation of the CTV. AD had gained
strength among labor groups during the military dictator-
ships prior to 1945, especially in the oil fields of Maracaibo.
In a way. the formation of the CTV was a way of giving
greater cohesion and formal status to the already existing
AD-oriented unions. It was also an attempt on the part of
the state and AD to preempt independent labor organiza-
tions by continuing the semi-corporatistic modes of inter-
action with labor which had been adopted previously by the
military regimes of Lopez Contreras and Medina Angarita.

A state which promoted a diversified economy in alli-
ance with private business was likely to confront an increas-
ingly strong and militant labor movement. There were sev-
eral reasons why this should be so. First, and most obvious,
a promoter state would be less likely to ally itself with state-
or party-organized labor unions against private business in
labor disputes, thus losing support for those unions among
the rank and file.

Evidence that this had aiready begun to occur could be
found in the speech by President Perez to the annual as-
sembly of FEDECAMARAS in 1977:

Already we have observed how certain extremist radical sectors
that do not obey any of the legalized parties are infiltrating them-
selves into the company unions, taking away the authority and
importance of the Confederation of Venezuelan Workers (CTV) and
giving it to the unions organized to provoke anarchical situations
that create permanent conflict between capital and labor. The
government fulfills its responsibilities by confronting this situa-
tion; the CTV by combating these anarchoid movements; the na-
tional business sector by satisfying the just requirements of the
labor sector in Venezuela, in order thus to give strength to the
democratic sindical movement.®

One response of the government to the challenges of
growing labor militancy was to seek new laws guaranteeing
the rights of unions to engage in collective bargaining. The

67. FEDECAMARAS, XXX11I Asamblea Anual, p. 87.
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number of contracts and workers affected by contr.cts ip.
creased dramatically over the 1958— 76 period, but many
strikes remained classified as illegal work stoppages. An.
other government policy aimed at fostering peaceful labor
relations was the promulgation of new laws for minimum
wages and for guaranteed severance pay. These laws were
strongly criticized by representatives of the business sector,
For example, businessmen claimed that the new law for
severance pay encouraged high rates of turnover. Thus,
when the government of the ruling party tried to win sup-
port from labor by granting new concessions, they risked
alienating their allies in the private business sector.

Another response to growing labor power, supported by
both busingss and government, was to attempt to institu-
tionalize a form of tripartite “concertation” in the setting of
major economic policies. During the Perez administration
(1973—-78) a presidential commission was established in
which the president, the head of FEDECAMARAS, and the
head of CTV could get together every month to discuss eco-
nomic policy. There were also local and regional concerta-
tion arrangements with the same sort of tripartite represen-
tation. One important result of concertation during the Perez
administration was an agreement to import 20,000 skilled
workers from abroad to work in the new industries in the
Guayana region. Govemment and business were worried that
labor would oppose this method of dealing with short-term
labor shortages, but a package deal was negotiated which
was satisfactory to all.

The main problem with concertation was that it did not
allow for representation of any unions which were not allied
with the two main political parties, AD and COPEI. The CTV
was originally organized by AD, but during the presidency
of Rafael Caldera (the leader of COPEI) the CTV came to be
less dominated by AD party activists.® The reasons for this

68. Cecilia Valente, The Political, Economic and Labor Climate in Venezuela
(Philadelphia: Wharton School Industrial Research Unit, 1979), p. 188. See aiso
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were straightforward. The CTV needed the support of the
state to win major concessions from business, and the state
was controlled by COPEI. Thus, party competition in Vene-
quela helped to foster the growth of bipartisanism in the
CTV, but the strength of the state ensured that the CTV
would never be fully independent from the two major par-
ies.
l The subordination of the CTV to the state and the two
rties made it impossible for that organization to adopt a
militant posture in certain key industries, thus creating a
vacuum which was filled by the unions organized by left-
wing parties. An important example of this occurred in the
1977 — 78 period when leftist parties came to dominate the
steelworkers’ unions in the Guayana region. SIDOR, the state
enterprise for producing steel in Guayana, had been allo-
cated substantial portions of the new state investments des-
ignated by the Fifth Plan for the 1976— 80 period. Steel and
aluminum were to be the basis for a deepening of Venezue-
lan industrialization; export revenues generated from these
two industries were to reduce Venezuela’s dependence on
the petroleum industry. Yet in the mid- and late 1970s, the
wage demands of leftist-oriented unions in the steel indus-
try in Guayana were threatening this vision of the future, at
least for steel. The government eventually acceded to the
demands of these unions, forcing a reevaluation of the
prospects for the growth of exports of steel products and of
the availability of domestically produced steel at competi-
tive prices.

The unanticipated result of adopting a policy of state-
led industrialization in basic metals, itself partly a conse-
quence of a policy network which incorporated both a strong
state and an increasingly powerful private domestic busi-
ness sector but excluded labor, was to give certain unions
an increased bargaining power which could, if the policy
network was sufficiently flexible, lead eventually to the in-
Corporation of labor. But the incorporation of labor into the
Policy network would require a major reorientation in social
welfare policies, and in particular a direct attack on prob-
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lems of education and housing— problems which h‘ave not
been dealt with effectively in the past. In addition, it would
probably result in a major falling out between the statg an.d
private business interests which would prefer to maintain
the existing policy network. In the absence of such .chgng.es,
it would be less likely that the deepening.of industrialization
could proceed or that a less-paternalistic approach to the
provision of basic needs could be adopteq by the state. ‘

The pattern of successive incorporation of new social
groups into the political system since 1958 provides a gen-
erally positive perspective on the outlook for the futl.Jre.‘59
However, it is one thing to incorporate new, but basically
unchallenging, groups like the peasa'ntry in!o an electoral
system, another to assure that urban industrial .workers are
represented in a policy network that l]as previously b.een
dominated by the state and private business. That previous
domination was mainly the result of the earlier pattern of
linkages between Venezuela and the world ecqnomy, espe-
cially its dependence on petroleum as the major source of
export and government revenues.

CONCLUSIONS

This chapter has examined the nature of the dorpestic
political constraints on industrialization and th? meeting of
basic human needs in a developing country which has been
blessed with relatively lower external constraints than most.
The Venezuelan case illustrates how even dependent cou.n-
tries with highly dualistic economies can e\{olve toward in-
dustrialization and begin to develop strategies for address-
ing human needs. But it also illustrates how even the mos}
fortunate developing countries may come to' grief over ri-
gidities in their domestic social systems (their “policy net-

69. For an elaboration of this theme, see Daniel Levine, "Venezuelan Politics:
Past and Future,” in Bond, ed., Contemporary Venezuela.
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works”) while remaining subject to the vicissitudes of the
international economy.

The argument pursued above may be summarized in
the following manner. The early development of the petro-
leum industry in Venezuela made it possible for that coun-
try- to grow on the basis of capturing increasing shares of
the income from petroleum exports. This permitted a strong
state to emerge, and, thanks to the adoption of an import
substitution strategy in the late 1950s (for primarily political
reasons), permitted a politically autonomous and diversi-
fied private domestic business sector to displace the foreign
petroleum and manufacturing interests in their ability to in-
fluence state policies. Import substitution was the only
available strategy for industrializing in the 1950s, given the
high wages of Venezuelan workers relative to those in other
developing countries. A policy network in which the state
and private domestic business dominated came to exist as
a result.

When the benefits of import substitution diminished and
the potential for industrial deepening appeared to increase
after the oil price increases of 1973, the state took upon
itself the task of developing basic metals and other indus-
trial inputs while delegating to private business the devel-
opment of downstream industries. While nothing definite can
be said yet about the feasibility of this approach, it appears
to be stumbling over certain difficulties created by earlier
social arrangements.

First, the attempt to shift the structure of production
away from petroleum and toward industries dependent on
basic metals increases the necessity for accepting a greater
role for organized labor in policy networks. Second, it re-
quires a greater investment in human capital than was tra-
ditional under the old arrangements. In the absence of a
stronger role for organized labor in Venezuela’s policy net-

work, state policies toward marginalized groups are likely
lo continue to be paternalistic and only modestly effective
in raising living conditions. ‘
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No simple answer to the problem of development in
capitalist developing countries emerges from this analysis,
A “strong state” alone is not the answer, since a strong state
actually may inhibit the growth of an autonomous labor
movement. A general commitment to redistributive policies
on the part of key elites is not sufficient to overcome the
specific constraints imposed by the extant social structure,
which excludes those who can represent the workers and
the poor. And an awareness of the need to reduce depen-
dence does not suffice actually to accomplish that end, es-
pecially if industrialization remains heavily dependent on the
development of export markets for manufactured goods.

The developed countries can do a great deal to reduce
the external constraints on development in the Third World.
They cannot, except at the risk of interventionism, alter the
sensitive relationships which slowly evolve among major so-
cial forces like the state, private business, labor, the politi-
cal parties, the military, and other groups. There is often a
great deal of dynamism in these relationships. Yet some
changes are more likely to be difficult than others. The pur-
suit of industrialization provides its own dynamic, even in
dependent capitalist countries, but it will not lead to more
than a token effort to meet the basic needs of the margin-
alized unless governmental commitment is combined with
the organized might of the workers and the poor.

D.

The Limits

of Export-Led
Development:

The lvory Coast’s
Experience

with Manufactures
LYNN KRIEGER MYTELKA

!NITH THE GROWTH of Third World manufacturing activity
it became commonplace to argue that the colonial phase o,f
center.-periphery relations characterized by the export of raw
materials in exchange for imports of manufactures from the
industrialized countries had definitively ended. As Helge
Hveer.n puts it,.“[t]he belief that center capital would never
E‘Iecr(l;'r]rl;ct:_lsl periphery to industrialize has turned out to be
o A;pcreased e).(port-ori.ented manufacturing in a number
. |an'and sz\tm Am(f.rlcan countries, moreover, led some
see in periphery industrialization a dynamic process
1. Helge Hveem, in this volume.





