SECTORAL CLASHES AND POLITICAL
CHANGE: THE ARGENTINE EXPERIENCE
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SINCE 1929 ARGENTINA HAS UNDERGONE A REMARKABLE SERIES OF POLITI-
cal and economic changes. During the twenties it was a showcase of economic
growth based on export expansion, as well as a model of bourgeois democracy
in its parliamentary form. Yet that Argentina now lies in the distant past, and
nowadays the name Argentina is likely to conjure up military coups and eco-
nomic stagnation. This transformation deserves more attention than it has yet
received. The question, *“What went wrong in Argentina?” is as important for
students of underdevelopment as is the question, “What went wrong in Ger-
many?” for students of advanced industrialization.

The theory of sectoral clashes developed by Markos Mamalakis is ex-
tremely valuable in the analysis of Argentine social change.! In this paper I
shall present an interpretation of recent Argentine history based on that theory,
covering the Perén and post-Perén years. In particular I will focus upon the
economic and the political aspects of transactions between sectors and among
income groups within sectors. The purpose of this investigation is in part to
assess the relevance of the Argentine experience for understanding outcomes
in other developing nations. If the Argentine impasse is the result of certain
patterns of sectoral transaction rather than a unique product of national char-
acter and charismatic leadership, we may expect other Argentinas as the result
of similar sectoral processes.

THE RISE OF PERON

The shift in Argentine economic growth away from export agriculture
towards import-substitution manufacture is commonly associated with Per6n.
This viewpoint is now under scholarly attack, however, and it is becoming
evident that the fundamental shift in the relationships between sectors began
in Argentina with the Great Depression. The dominance of the agricultural
sector was shaken by the three main features of the depression (stoppage of
capital movement, failing commodity prices, and a shrinkage in the volume of
international trade). As part of its defence of the Argentine economy, the
Conservative government of the thirties undertook policies which thrust the
agricultural sector into a coalition with the small industrial sector.

Most of these measures were not undertaken for the specific purpose of
aiding the industrial sector, but rather were intended to safeguard the export
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markets, aid agricultural production, and maintain Argentina’s ability to meet
her international obligations. Nevertheless, when the government policies of
the thirties are summarized, they sound like a check-list of import-substitution
techniques: expansionary fiscal policy, investment in the infrastructure, tariff
increases, currency devaluations, negative terms of trade movement for rural
goods, exchange discrimination against imports, and artificially imposed bi-
lateral trade patterns.

The logic of this shift from neglecting the industrial sector to stimulating
it is simple. Before 1930 the agricultural sector stood to benefit from discourag-
ing domestic demand in view of the unsatisfied external demand for its prod-
ucts. After 1930 the reverse was true. Foreign demand was oversatisfied, and
the agricultural sector stood to benefit from increased internal demand. The
growth of local industry was good business for local agriculture, and one might
say that a natural coalition of interest existed.

The response of the industrial sector could not have been more impressive.
By 1935 industrial investment had increased 68% from the 1932 low.? Be-
tween 1935 and the fall of the last Conservative government in 1943 the num-
ber of manufacturing establishments increased from 38,000 to 61,000 (up
60%), the value added by industry increased from 1,274 to 2,676 billions of
current pesos (up 110% ) and the number of industrial workers and employees
increased from 467,000 to 854,000 (up 83%).?

In short, the policies of the Conservative governments of the thirties
accomplished what the Radical governments of the twenties had been unable
to do: alter the existing social and economic order in Argentina. Between 1914
and 1935 the industrial labor force had grown at a rate not much different from
that of the general population (about 2% per annum). Following 1935, how-
ever, the number of employees and workers in industry grew at six times that
rate (12% yearly). By 1946, the year Perén became president, there were
more than one million persons working in industry, concentrated largely in
the Buenos Aires area, and the industrial labor force made up 17% of the
economically active population. These data are shown in Table 1.

Perén’s rise was therefore more the result than the cause of the expansion
of the Argentine industrial sector. Like the other colonels behind the coup of
1943, Per6n was pro-industry, pro-Axis, and anti-English, and anti-agriculture.
Unlike his rivals, however, Perén was the only officer astute enough to woo all
the income groups within the industrial sector. By helping labor to organize,
he strengthened not only the military government but also himself. In the
showdown of October 17, 1945, he was able to defeat his opposition and there-
by complete the takeover of the government by the industrial sector.
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TABLE la

Growth of the Industrial Labor Force, 1935-1946

% Inc. Annual

Group 1935 1943 1946 35-46 % Inc.
Employees 49,295 87,778 135,484 176% 16%
Workers 418,020 756,222 938,397 1249% 11%
Total Industrial

Labor Force 467,315 844,000 1,073,871 130% 129%
Total Argentine

Population 12,939,573 14,755,720 15,260,013 18% 1%

Sources: Labor force, Censo industrial de 1946 (Buenos Aires: Direccién General del Servico
Estadistico Nacional), p. 16. Earlier industrial census figures were revised in this work to
make the categories fit those used in 1946. Argentine population figure taken from Informe
demogrifico de la Reptiblica Argentina 1944-1954 (Buenos Aires: Direccién Nacional de
Estadistica y Censos, 1956), p. 12.

THE PERON GOVERNMENT

Atrgentine politics were never to be the same. The politicization of the
urban proletariat which took place between 1943 and 1946 meant that the
balance of electoral power had taken a permanent shift downward. The work-
ers as well as the industrialists felt that the government was friendly to their
interests, and they knew that they had played a major role in bringing that
government to power. The broad social base of Perén’s industrial support is

TABLE 1b
Relative Size of the Industrial Labor Force, 1895-1946

L.L.E. as
Years Indust. Labor Force Econ. Active Pop.* % of E.A.P.
1895 118,835 1,601,826 7%
1914 389,716 3,119,148 129%
1946 1,073,871 6,267,313 17%

*EAP refers to the persons censused who reported themselves as having an occupation. The
EAP for 1946 is actually from the 1947 census, but even if this figure is reduced by 3%
(annual growth rate of EAP after 1914) this does not affect ILF as % of EAP.

Sources: Censo industrial de 1946, p. 16; IV Censo general de la nacién, Vol. I, p. xci; III
Censo nacional (1914), Vol. 4, pp. 383-397; Il Censo nacional (1895), Vol. 2, pp.
cxc—cxciii. The ILF figure for 1946 is not strictly comparable with those for 1895 and
1914, but the differences are probably not too great according to some checks on com-
parability.
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TABLE 2

Occupational Level of Peronisia and Radical Congressmen in 1946, Showing Affiliation
of the Peronistas*

Peronistas

Laboristas Ex-Radicals
Level Radicals Ex-Socialist Ex-Conservative
1. Upper Class 20% ( 9) 2% (1) 10% ( 7)
2. Upper Middle Class 73% (32) 25% (15) 64% (45)
3. Middle Class 49 ( 2) 25% (15) 16% (11)
4. Lower Middle Class — (0) 8% ( 5) — (0
5. Working Class — (0 23% (14) 3% ( 2)
No Data 29% (1) 18% (11)* 7% ( 5)
Totals 99% (44) 101% (61) 100% (70)

*Dario Cantdn, El parlamento argentino en épocas de cambio: 1890, 1916, y 1946 (Buenos
Aires: Editorial del Instituto, 1966), p. 57. Cantén states that the unknown Peronistas,
especially those from the Laborista Party, are almost certainly of working class occupa-
tion, since their names were not found after extensive checking of membership lists of
business and professional organizations (footnote, pp. 38-39).

reflected in the composition of the Peronista congressional delegation in 1946,
particularly as compared with that of the Radicals. This is shown in Table 2.
Argentine politics were no longer an upper-class and middle-class arena.

However, the very tone of the Perén government that enthused the work-
ing class undoubtedly contributed towards an increasing hostility of the middle
and upper classes to Perén. They were as upset by the vulgarity and authori-
tarianism of the Perén administration as by the nature of its policies. In later
years this hostility became so great that Perén began to have difficulty finding
qualified persons to fill government posts.

The Perén government had as its chief policy goal the economic develop-
ment of Argentina through industrialization. Perén himself blamed all pre-
vious governments for failing to set such goals: “Those who sat in the Pres-
ident’s seat exercised political government but exercised neither economic nor
social government.” On October 21, 1946, he presented to Congress a Five
Year Plan designed to bring this about. In his introduction, he said: ““We must
develop our resources. . . . The solution to Argentina’s problem is the indus-
trialization and commercialization of the products which we now produce.”

“The plan stated four reasons why new industries are needed: (1) to
increase the economic independence of the country, (2) to avoid postwar un-
employment, (3) to increase the nation’s income, and (4) to increase the
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financial stability of the country.”* The implementation of the plan was left
rather vague, but as a statement of the goals of Perén’s government, it is clear.

Perén and his economic advisors set about implementing their program
of economic nationalism even before he was formally in office. They acted along
several fronts: (1) holdings of foreign currency were used to retire the foreign
debt or purchase foreign holdings (instead of for new investment), (2)
foreign investments in the economic infrastructure (especially in transporta-
tion and power) were nationalized through purchase, (3) state-owned cor-
porations were established to replace foreign companies or to stimulate new
operations, (4) control of credit, foreign trade, and exchange was greatly
expanded, and (5) such economic tools were used to actively foster import
substitution by the industrial sector.

Except for the emphasis upon debt retirement and the purchase of for-
eign holdings, this was basically the policy followed by the Conservative gov-
ernments of the thirties during the market collapse of the Great Depression.
State-owned corporations had been introduced by the Radical governments, and
state control over trade, exchange, and credit had already been innovated by
the Conservatives.

During 1946 and 1947 Perén’s government purchased foreign utilities
and railroads one after another, nationalized financial institutions, and took
control of export marketing. In July, 1947, Perén made his dramatic “‘Declara-
tion of Economic Independence” from the spot on which Argentina’s Declara-
tion of Independence had been made in 1816. In August, a system of prefer-
ence for “essential” commodities in the granting of exchange permits was
established (with the definition of “essential” being highly favorable to
industry).

The size of loans outstanding to industry expanded three times as rapidly
as the amount to agriculture, tripling between 1946 and 1948, while the whole-
sale price index rose by only 40%. By 1947, the proportion of industrial credit
was greater than for any other Latin American country. Further assistance was
provided to the industrial sector through a policy of extreme protection. Tariffs
were high, but the primary mechanism of protection was the complex system
of exchange permits and import quotas. Worsening overvaluation of the
peso also acted to favor industry and hurt agriculture: overvaluation acted as
a disguised subsidy to manufacturers by making their import needs cheaper in
pesos.® It had the additional effect of discouraging the incipient export of At-
gentine manufacturers which had begun during the Second World War (pri-
marily in leather goods).

These measures constitute one of the most impressive examples of sec-
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toral suppression in recent Latin American history. The industrial sector was
dominant through its control of the government, and that government acted in
almost every way possible to penalize the agricultural sector during its first years
in office. The cumulative effect of such actions shows up dramatically in the
movement of the internal terms of trade (the domestic price of rural goods
versus the price of non-rural goods). During the war years, the price of non-
rural goods was high as would be expected due to the lack of imports. After
the war years ended, however, rural-goods prices did not stage the expected
recovery (relative to the price of non-rural goods). This happened despite

TABLE 3

Internal and External Terms of Trade and the Index of Discrimination
Between Rural and Nonrural Goods (1935-1939 — 100)

Internal External Index of
Terms of Trade Terms of Trade Discrimination
Period (A) (B) (C) =100(A/B)
1925-29 132 111 119
1930-34 87 79 110
1935-39 100 100 100
1940-44 62 89 70
1945-46 74 120 62
194749 80 169 47
1950-52 68 124 55
1953-55 68 114 60
1956-58 78 93 84
1959-61 85 91 93
1962-64 93 89 104

Sources and comments: As the Index of Discrimination rises over 100, rural goods are in a more
favored position (than in 1935-1939) and as it drops below 100, nonrural goods are fa-
vored. Thus, in 1947-49 domestic rural goods earned 47% of what they would have earned
had domestic prices kept the same relationship to international prices as existed in 1935-39.
The data are derived from Carlos Diaz-Alejando, Essays on the Argentine Economy (New
Haven: Economic Growth Center, 1967), chapter II, tables 16 (column 3), 17 (column
1) and 18 (column B). As presented here, Column B is based on export price indices con-
tained in CEPAL, E! desarrollo econémico de la Argentina, op cit., Vol. 1, p. 110 (1925-
1949); and Ruth Kelly, “Foreign Trade of Argentina and Australia, 1930-1960,” Economic
Bulletin for Latin America, Vol. X, No. 1, p. 50 (1950-54); and Re. Argentina, Direccién
Nacional de Estadistica y Censos, Boletin de Estadistica, several issues. Import price indices
are based on the U.S. Wholesale Price Index excluding food and farm products, U.S. Dept.
of Commerce, Statistical Abstract of the United States, 1965, p. 356. Column A is based
on data from the Anuario Geogrifico Argentino, 1941, p. 369, BCRA, Boletin Estadistico
(Sept., 1962), pp. 51-62; and DNEC, Boletin Mensual de Estadistica, several issues.
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such a recovery on the world market. The extent of discrimination in favor of
industry was thus even greater than the internal terms of trade might suggest.

This discrimination against the agricultural sector is shown by the Index
of Discrimination pictured in Table 3. Because Argentine exports are rural
goods and Argentine imports are non-rural goods, it is possible to compare their
relative prices (the external terms of trade) with the internal terms of trade.
Without government intervention, the internal terms of trade should reflect the
international price movements shown in the external terms of trade. Any devi-
ation between the movements of the internal and external terms of trade thus
serves to indicate the extent of the government’s discrimination in favor of one
or the other type of goods, i.e., in favor of the agricultural or industrial sector.

Perén’s policies suppressed the agricultural sector so effectively that in-
vestment in agriculture slumped even below the levels of the thirties.® As a
result, there was only a modest growth in agricultural production. Agricultural
exports dropped because of increased domestic consumption.

These policies of the Perén government made short-term political sense
by rewarding the industrial working class. As he lowered the relative price of
rural goods on the domestic market, Perén improved the living standards of the
urban workers. Rent controls were an additional benefit to workers. The higher
price of manufactured goods caused by protection was primarily felt by the
upper and middle classes, who had the greatest marginal propensity to import.
Thus domestic consumption of rural goods jumped as a result of gains in real
wages made by urban workers. Middle class income dropped as white collar
workers fell behind in the inflationary spiral, but this did not worry the Perén
government particularly since it did not have the political support of the
middle class anyway.

This process can be clearly seen in the figures for hourly real wages of
urban workers and in the per capita consumption of beef (astaple of the work-
ingman’s diet in Argentina), shown in Table 4.” By 1949 real hourly wages in
manufacturing had gained by 81% from their 1943 level, and per capita con-
sumption of beef wasup 40%.

The extent of government favoritism to workers can be more accurately
seen by comparing industrial wage rates (corrected for inflation) with changes
in the Gross National Product. Given the extensive government control over
wage rates during and after the Per6én period, any gain in the real size of
industrial wage rates relative to the nation’s product should reflect in con-
siderable measure government favoritism to industrial workers. Table 5 shows
that industrial wages grew far more rapidly than the GNP under Per6én and
then lost considerable ground after he fell. Industrial wages have lost even
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TABLE 4

Hourly Wages of Manufacturing Workers and Per Capita Beef Consumption (1943 = 100)

Real Hourly Wages Real Hourly Wages Per Capita
Year ) (A) (B) Beef Consumption
1939 o0 121
1940 97 S 118
1941 97 I 117
1942 °o 105
1943 100 (100) 100
1944 111 I 103
1945 06 108
1946 2z 121
1947 4% 132
1948 7 140
1949 8 140
1950 173 173 144
1951 161 145 141
1952 143 128
1953 154 135 128
1954 165 153 129
1955 163 140 139
1956 164 164 138
1957 176 134 144
1958 184 148 143
1959 146 119 106
1960 151 120 109
1961 166 130 126
1962 163 127 130
1963 164 125 118
1964 175 3
1965 84

Sources and methods: There are basically two ways of estimating real wage rates for Argentina:
1) using total wages paid out, or 2) using collective bargaining agreements (convenios).
Column A is taken from Diaz Alejandro, op cit., ch. 7, Table 3, and is taken from DNEC
figures (wages paid out divided by man-hours worked). The DNEC figures are based on
the 1943 industrial structure and are less accurate for recent years than those used to calcu-
late Column B. This is taken from Zuvekas, op. ciz., p. 28, and is based on convenios of
the Ministry of Labor using a contemporary index of occupations. Columbn B is an average
for the indexes of skilled and unskilled labor and is linked to Column A in 1950. Beef
index calculated from data in Panorama de la Economia Argenmtina, 25, p. 157 (figures
from Junta Nacional de Carnes). A and B are both deflated with the DNEC cost-of-living
index.
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TABLE 5

Real Wages of Manufacturing Workers, Real Gross National Product Per Capita,
and the Index of Favoritism to Labor (1943 = 100)

Index of
Real Wages GNP Per Capita Favoritism to Labor
Year (A) (B) (C) = 100(A/B)
1939 100 98 102
1940 97 92 105
1941 97 94 103
1942 97 99 98
1943 100 100 100
1944 111 108 103
1945 106 101 105
1946 112 112 100
1947 140 131 107
1948 173 130 133
1949 181 116 156
1950 173 113 153
1951 145 114 127
1952 135 103 131
1953 135 109 124
1954 153 111 138
1955 140 116 121
1956 164 114 144
1957 134 117 115
1958 148 124 119
1959 119 115 103
1960 120 123 98
1961 130 129 101
1962 127 123 103
1963 125 118 106
1964 131 127 103

9 3

Sources and methods: Column A is based on Table IV, Columns A (1939-1950) and B (1950-
1964). Column B is taken from Diaz-Alejandro, op cit., Table 18, Ch. 7, and is based on
BCRA figures (1966 series). As the Index of Favoritism in Column C rises above 100, the
wages of industrial workers improve relative to the Gross National Product per capita.

more ground with respect to industrial output, which has grown more rapidly
than the GNP.

The economic logic of Peronist policies seemed convincing at the time
they were introduced. By raising wages, the government would stimulate de-
mand to be met by Argentina’s expanding industrial sector. This industrial
sector, protected by the closing of the economy, would also replace imported
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goods on the Argentine market, thereby freeing Argentina from dependence
on the world market. The first stage of industrialization was to be import sub-
stitution of consumer goods, the second, heavy industry. The national income
would expand as a result of this “growth inward,” and Argentina would
finally achieve all of the goals of her industrialization: full employment,
financial stability, economic independence, and income growth.

This approach seemed to bear fruit for the first three years of hectic gov-
ernment activity, as Argentina boomed and Perén’s popularity grew. National
income jumped 37% between 1945 and 1948. Then the difficulties began.
Unfortunately for Perdn and for Argentina, the economic logic of Personist
policy was less well founded than its political logic. In 1949 the economy took
a slump. It recovered only slightly in 1950 and 1951, then slumped again in
1952.

Suddenly, Perén, who during the euphoric years of 1946-1958 reportedly
told a fellow head of state that “‘the economy is the most flexible thing in the
world,” found himself in a situation where nothing seemed to be favorable.
The external terms of trade took a sharp turn for the worse in 1949, at the
same time that Argentina ran out of her wartime currency balances. The agri-
cultural sector was hit by a bad drought that began in 1949 and lasted almost
unbroken through 1952. Argentina faced severe foreign exchange difficulties,
rising inflation, and slowed industrial growth.

IMPORT SUBSTITUTION: THE DIFFICULT PHASE

In retrospect it is clear that Perén succeeded in achieving only one of his
stated objectives: full employment. Ironically, the Argentine economy after
1950 has come to be characterized by precisely the absence of the three other
objectives which were presented to Congress along with the first Five Year
Plan: financial stability, economic independence, and income growth.

Perén’s suppression of the agricultural sector painted Argentina into a
corner. During early phases of import substitution, foreign currency was saved.
But import substitution is itself an import-intensive activity. Given the stag-
nation of Argentine exports, and given the fact that each new factory required
an additional share of foreign exchange to buy imports necessary for operation
(fuels, materials, and parts), the amount of foreign exchange earned was in-
creasingly insufficient. It eventually became inadequate to import capital goods
needed for industrial expansion and at the same time meet the ongoing needs of
existing industries. As this limit neared, hastened by the terms of trade decline,
Argentine industrial growth came to a sudden halt.

Once in this situation, Perén’s government, and those which followed,
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faced a number of unattractive alternatives. Every course of action was both
dangerous and difficult. These policy alternatives are worth mentioning, for
much of the political struggling of the last two decades has been centered
around attempts to apply or thwart one or another of these policies.

One course was to reduce foreign inputs in the key area of fuels by invit-
ing foreign oil companies into Argentina. This violated, however, a major
plank of economic nationalism in both the Peronist and Radical platforms.

Another approach was to decrease consumption of exportable goods by
lowering workers’ wages. However, this course of action not only alienated
workers, but risked reducing demand enough to cause a recession which would
alienate industrialists as well. Alternatively, the populace might be persuaded
to eat non-exportable foods, but beef remained the national food despite efforts
to promote chicken or fish consumption.

Argentina’s small size and strong competitors give her little influence
over world prices, so that efforts to improve export earnings through price in-
creases have not had much effect. Selling manufactures abroad proved unsuc-
cessful due to the high cost of Argentina’s protected industry. Efforts to reduce
this protection as a means of forcing greater efficiency would have caused a
major upheaval in the industrial sector, which Perén was understandably
reluctant to face.

Likewise, an increase in agricultural production seemed impossible with-
out improving the position of the agricultural sector at the expense of the
industrial sector. For Per6n this would have meant rewarding his enemies for
poor production at the risk of losing his allies in the industrial sector. Further-
more, the poor growth rate of the agricultural sector between 1929 and 1943
suggested that favoring agriculture would not have much effect even if tried.

With all of these problems, the remaining course of action was to attract
foreign loans and investment, thus easing the balance-of-payments problem and
increasing the capital stock. But here the problem runs full circle. Argentine
governments had undertaken import substitution and development policies for
the express purpose of reducing foreign influence over economic affairs. Per6n
once pledged to cut off his hand before signing a foreign loan. Though the
reliability of such a promise might be questioned, its political efficacy was high.

The Perén government was therefore captive to the sectoral coalition
which brought it to power. Even so, it was finally forced to experiment with
all these policy alternatives. The 1949 slump was met by increasing import re-
strictions. In 1951 Per6n engineered a sharp drop in the real wages paid to
labor. The slogan of austerity emerged along with efforts to encourage chicken
and fish consumption. In 1950 trade difficulties were smoothed out through
negotiation of a $150 million loan from the U.S.
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Despite these efforts, the second foreign exchange crisis of Perén’s pres-
idency hit Argentina in 1952. Things were dismal: agricultural production
dropped 149 (Argentina even had to import some wheat) and industrial
production was off 2%. Foreign exchange reserves fell in the third quarter of
1952 to a new low. The peso was devalued. Agricultural prices were raised and
agricultural assistance was widened. The Second Five Year Plan, then under
preparation, was altered to emphasize austerity and agricultural exports.

Perén survived, perhaps because the nation’s attention was focused on the
slow death of Evita Perén. She made a dramatic deathbed appeal to support her
husband. Her passing led to unparalleled popular grief.

In 1953 and 1954 the economy began to make a strong recovery, despite
a disappointing performance from agriculture. But as the level of economic ac-
tivity gained speed, the economic cycle repeated itself. Increased industrial pro-
duction led inexorably to a greater need for imports. As the economy hit a new
peak in early 1955, the balance-of-payments crisis started again. Reserves of
foreign exchange began to fall rapidly, and another recession was clearly
developing.

The renewal of economic difficulties found Perdn in a greatly weakened
position. Major elements of the army were already in secret opposition. The
labor movement, which provided Perén with much of his strength at the polls
(and with mob support) was growing diaffected. In a stagnant economy Perén
could no longer improve the worker’s level of living. The government’s eco-
nomic measures brought real wages down in 1955 to their lowest point since
the late forties. As austerity took effect, labor unrest increased. In 1954 the
number of workdays lost in strikes more than doubled the combined total of the
preceding three years.?

The disaffection of labor was openly demonstrated on May Day, 1955,
when only 50,000 workers turned out in the Plaza de Mayo to hear Perdn, leav-
ing it half empty Perén was no longer in danger of losing the labor move-
ment to other political forces, but growing apathy in labor began to encourage
Per6n’s enemies in the armed forces. A major obstacle to army intervention
had been the fear that this would lead to civil war with the workers. Labor
apathy reduced this fear.

Perén attempted to solve his problems by combining a swing to the right
in economic matters with a swing to the left in religious matters. There were
dangers in both steps, but Perén apparently felt that the labor unions had no
where else to go and that the loss of church support would be felt most in those
groups which did not support him anyway (the upper and middle classes).
Accordingly, relations with the United States began to improve and relations
with the Vatican began to deteriorate.
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Perén’s attack on the church escalated beyond anyone’s expectation, cul-
minating with his excommunication in June 1955. Elements in the Navy
seized upon this as an excuse to launch their rebellion. Navy planes strafed the
square before the Casa Rosada, killing several hundred civilians, the first evi-
dence that civilian blodshed would not stand in the way of the anti-Peronist
forces. Nevertheless, Perén’s army stood firm, and the attempt was quelled.

Three months later, a better organized rebellion broke out, involving ele-
ments of all the services. But still the key, Buenos Aires held out, and it seemed
that this rebellion would fail also. But the rebels held out for two days against
superior forces, and then the small garrisons in San Juan and Mendoza joined
them. The fleet neared Buenos Aires, and suddenly Perén took refuge on a
Paraguayan boat, abandoning his office.

In an interview with Perén last summer, I asked him why he had made
this decision, since most of the army and the labor movement were still back-
ing him. He replied that he had seen the destruction wrought by the Spanish
Civil War, as a military attaché to the Franco forces, and wished to avoid an
Argentine civil war. He said he thought that the opposition was directed
against him personally, and that his exit would allow his government to con-
tinue. I then asked him if he would still make the same decision. Perén looked
at me and smiled ruefully. “Ah, Dr. Merkx, how many times have I thought
about that! No, I would not make the same decision again.”

SECTORAL CLASHES IN THE POST-PERON PERIOD

Perén’s fall led immediately to a shift in the relationships between Argen-
tine economic sectors. Suppression of the agricultural sector was further re-
duced, and a more balanced price structure was introduced. The Index of Dis-
crimination between rural and nonrural goods shifted towards agriculture until
in the early sixties it had returned to the 1935-39 level. The most important
change was perhaps that government was no longer dominated by the indus-
trial sector as a whole, in opposition to other sectors. The new rulers attempted
to put together an income-group coalition across sectors, uniting the upper and
middle income groups against the blue-collar working class.

Nevertheless, it would be a mistake to overestimate the impact that
Perén’s fall had upon the economy. Both external conditions and internal con-
ditions remained largely unchanged. No natural coalitions between major
sectors existed such as those which developed in the thirties. The foreign-
exchange and capital-goods bottlenecks were still present. The hard economic
dilemmas posed by an advanced import-substitution economy still had to be
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faced, and the policy options were still those which Perén had to use. In sum,
the basic clashes of sectoral interest which had led to Per6n’s rise in the first
place were still part of the Argentine scene. Thus the principal impact of the
Revolution of 1955 was to increase income-group conflict without resolving
sectoral conflict. The post-Perén period in Argentina has in fact resembled
something of a civil war, fought on the economic and political fronts instead
of the military front.

The chief characreristic of Argentine social structure since 1955 has been
its lack of change. In this respect the post-Perdn years are remarkably different
from the two decades preceding Perén’s fall, which saw the creation of an in-
dustrial labor force and an industrial bourgeoisie. A significant indicator of the
recent slowdown in economic change is the fact that since 1950 the relative
contributions of different sectors of the economy to gross product have re-
mained very much the same.* This lack of change in Argentine economic struc-
ture is an important factor explaining the relative constancy of Argentine
political conflict in the post-Perén period. During prior periods of modern
Argentine history, the development of Argentine society led to alterations in
the distribution of power and the emergence of new political coalitions, two
features which have been missing in the last decade of Argentine politics.

The most important features of the unchanging Argentine social structure
of recent years are documented in a recent ECLA study carried out by Fracchia
and Altimir on income distribution in Argentina.’* This study updates the pio-
neering work of Germani and associates in the early 1950’s, giving a similar
picture of Argentine social structure.> The ECLA study combines data from tax
returns, social security registers, economic censuses, consumer budget surveys,
demographic materials, and national accounts to present income figures for
family units, grouped in different economic sectors according to each family’s
primary source of income. Industrial employment is extremely important in
Argentina, as becomes apparent when family units are classified by economic
sectors and form of income (wage earners, entrepreneurs, rentiers, and re-
tired ). One of three (36% ) wage earners is employed in the industrial sector
(this includes a small percentage of workers from utilities and mining). These
industrial wage earners make up 23% of all family units. The next largest cate-
gory is government and other services, which employ breadwinners from 14%
of all family units. In contrast, the agricultural wage earners and agricultural
entrepreneurs each constitute only 8% of all families. These figures are shown
in Table 6. In terms of occupational structure (though not in terms of exports)
Argentina is an industrial nation.

These data can also be used to construct an estimate of social class struc-
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TABLE 7

Argentine Social Classes in 1961

Family % of all % of all Cumulative
Social ~ Income Family Personal % of all
Class 00s of m$n* Units Income Pers. Inc.
I. UPPER CLASS $ 8,000- 1.66% 18.229% 81.78-100%
(Industrialists, major $100,000
landowners, financiers . . .) and over
II. PROFESSIONAL AND $ 1,300- 33.24% 47.429% 34.36-81.78%
BUSINESS CLASS $ 8,000

(Entrepreneurs, independent

professionals, landlords,

executives . . .)

III. SKILLED AND WHITE § $650- 51.76% 30.18% 4.18-34.36%
COLLAR WORKING CLASS $ 1,300

(Government employees, factory

workers, clerks, salespeople . . .)

IV. UNSKILLED WORKING § 455- 10.22% 3.49% .69~ 4.18%
CLASS (Domestics, agricultural $ 650

laborers . . .)

V. MARGINAL UNDERCLASS Under 3.19% .69% 0- .69%
(Retired persons, unemployables, $ 455

tenant farmers . . . etc.)

Sources and Comments: Compiled from data presented by Fracchia and Altimir, op. cit,
statistical appendix. The frequency distribution was obtained by matching family incomes
of wage-carners and entrepreneurs in different economic sectors with the distribution of
families by income levels.

*The numbers shown are for hundreds of pesos. During 1961 the official exchange rate was
82 pesos per U.S. dollar, but the Argentine cost of living was less than that of the U.S.
Thus these figures, which represent 100s of pesos, can be increased by one-fourth to
one-third for a rough U.S. § equivalent.

ture based upon income and occupation, since detailed breakdowns of num-
bers of families at different income levels within sectors are presented. The
results are summarized in Table 7. They indicate that the Argentine middle
class constitutes about one-third of the population, while the skilled and white
collar working class makes up just over half of the total population. In contrast
the lowest two socio-economic groups make up a small minority of the popula-
tion (13% combined), though not as small as the economically influential
upper class (1.66%). These figures agree closely with estimates made by
Germani at about the same time, which calculated the middle and upper class
as making up 36% of the population (compared with 35% in our figures).*

The importance of these figures for Argentine politics is two-fold. First
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of all, they indicate the presence of two large blocks of voters, the upper middle
class and the skilled and white collar working class. Both these groups are suf-
ficiently urbanized and educated for them to be involved in politics; it is not
surprising therefore that the two largest political blocks are the middle-class
Radicals and the working-class Peronists. The two classes together form about
80% of the population, and the two party groupings consistently poll about
75% of the national vote.

These classes are not linked in the same way to the structure of the
Argentine economy. The working class is divided between skilled and white-
collar workers. Although the white-collar workers are distributed across eco-
nomic sectors, the skilled workers are concentrated in the industrial sector and
in the construction and transportation sectors closely linked to it. These three
sectors employ 57% of all wage and salary earners. Therefore an industrial
recession will strongly affect wage earners in general and skilled workers in
particular.

The picture higher up the income ladder is different. The spread of the
upper-middle class and upper class across economic sectors is such that not all
members of these groups are affected in a similar fashion by developments in
any given economic sector. Thus agricultural entrepreneurs and exporters might
benefit in the short run situations which would hurt industrialists and import-
ers. Over the short term, therefore, one can expect considerable variation in
the reaction of different sectors of the Argentine upper-middle and upper classes
to developments in economic life.

The conclusion to be drawn from this distribution of occupation and in-
come in Argentina is that skilled workers should respond in a relatively uni-
fied manner to factors affecting the industrial sector, whereas the response of
white collar workers, the upper-middle class, and the upper class will be split.
These groups are spread across different economic sectors and will be dif-
ferentially affected by economic factors. This conclusion is reinforced by the
rapid and widespread access of each income group to the latest economic in-
formation. Even the labor movement maintains its own economic experts, who
contrast their own statistics with those of the government and those of busi-
ness journals such as Panorama de la Economia Argentina.

THE DYNAMICS OF STOP-GO ECONOMIC CYCLES

The political implications of this income and sectoral distribution are
linked to the short-run dynamics of the Argentine economy. Economic growth
during the last two decades has been repeatedly halted by a series of vicious
recessions, accompanied by an inflation which raised the Argentine cost of liv-
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ing in the 1960-1964 period to 37 fimes the 1945-1949 level. Most of this in-
crease took place after Per6n’s fall. These two features of Argentine economic
life—stop-start growth and high inflation—are central to the understanding of
post-Perén Argentine politics.®

The extent to which the Argentine economy has exhibited a stop-go pat-
tern in recent years can be seen in the statistics of real Gross Domestic Prod-
uct during 1946-1966." During 9 of these 21 years, the Gross Domestic
Product grew by more than 5%. In contrast, during 6 of the years it actually
shrank, and during another 3 years it grew by less than 2%. These good and
bad years form a pattern of repeated growth spurts followed by recessions,
which has been aptly labeled *‘stop-go cycles.”*®

The “'bad years” of negative economic growth have occurred every third
or fourth year since 1949. They are separated by two or three “'good” years in
each case, which constitute the “'go” part of the stop-go cycle. Since the per-
centage gains of the good years have exceeded the losses of the bad years, the
1946-1966 period has seen an overall growth of the Argentine economy that
averages out to about 3% annually, although in per capita terms this is only
about 115 % annually. If Argentina’s birth rate had not been the lowest in
Latin America, there would have been little or no growth in per capita
product.

The relationship between inflation and recession in Argentina can be
seen in Table 8, which presents rates of growth and inflation. Each year of
negative growth was also a peak year for inflation. The average rate in infla-
tion for the bad years is 38.4%, or over twice the mean for all other years
(19.1%) .*° Other characteristics of bad years include a fall in real wage rates,
severe exchange rate devaluations, slower rates of credit expansion, and a
drop in the value of cash balances.?

The heart of the Argentine dilemma is illustrated by Diaz Alejandro’s
finding that the income elasticity of demand for imports is nearly three.?* In-
creases in Argentine national income are three times as likely to be spent upon
imports as is average income.

Regressions clearly show the tendency of upsurges in domestic economic activity
to spill massively into imports, while at the same time giving little hope that either
changes in relative prices or quantitative restrictions can in the short run reduce
substantially the level of imports.?

Such an increase in the demand for imports puts heavy pressure upon the
supply of foreign exchange. However, it must be remembered that this foreign
exchange is earned by the agricultural sector, which has remained stagnant since
the 1930’s. The efforts of Perdn’s successors to increase agricultural production
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TABLE 8

Argentina: Rates of Growth and Inflation, 1946-1966
(Annual Percentage Changes)

Gross

Domestic Cost of
Year Product Living*
1946 8.3% 17.7%
1947 13.8% 13.5%
1948 1.2% 13.1%
1949 — 4.6% 31.1%
1950 1.6% 25.5%
1951 4.0% 36.7%
1952 — 6.3% 38.7%
1953 7.0% 4.0%
1954 3.8% 3.8%
1955 6.9% 12.39%
1956 1.7% 13.49,
1957 5.5% 24.7%
1958 7.2% 31.6%
1959 — 5.8% 113.7%
1960 8.0% 27.39%
1961 7.0% 13.5%
1962 — 1.8% 28.1%
1963 — 3.6% 24.19%
1964 8.1% 22.1%
1965 7.8% 28.6%
1966 — 1.0% 32.3%

*In the Capital Federal. Sources: Banco Central de la Republica Argentina, Origen del pro-
ducto y composicion del gasto nacional (Buenos Aires: June, 1966); Direccién Nacional
de Estadistica y Censos, Casto del nivel de vida en la capital federal (Buenos Aires:
February, 1963) and Boletin de Estadistica.

by raising agricultural prices have met with little success. A recent analysis of
the response of agricultural production to price trends found that cereals
showed little response, and beef actually showed a negative response (due to
the tendency of landowners to hold cattle off the market for breeding when
prices rise).

The situation is further worsened by the fact that Argentine exports re-
main wage goods, the very foods and fibers which constitute 80% of the fam-
ily budgets of wage-earning Argentines.* An increase in industrial prosperity
which benefits industrial workers will increase their consumption of wage
goods and hence reduce agricultural exports. Some of the consumer goods pro-
duced by the industrial sector are purchased by the working class but it appears
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that the primary buyers of these consumer goods are the upper middle and
upper classes. An unpublished study cartied out in 1963 showed that 80%
of all automobiles were purchased by families in the upper 28% of the income
scale.” In short, it is the entrepreneurial segment of Argentine society that has
the greatest propensity to consume imported goods (by buying Argentine
manufactures, which use imported materials), whereas the wage-earning seg-
ment consumes exportable goods. An increase in the general level of Argen-
tine prosperity thus puts strain on the balance of payments from two directions.
The rich buy importables, and the poor consume exportables.

When the holdings of Argentine foreign exchange have become ex-
hausted by such a situation, the government has little choice but to devalue the
currency vis-a-vis foreign currencies. This in turn leads to inflation. A multiple
regression analysis shows that changes in the price index are not linked in
time with the size of the money supply or the supply of goods, but instead are
correlated with devaluations and changes in the urban wage rate.®

These devaluations are also linked with recessions, in spite of the often-
heard argument that devaluations should result in higher real output by stim-
ulating production of exportable and import-substitution goods. In actuality,
the sectors which were hurt by devaluation contracted more rapidly than the
helped sectors could expand.?” Such recessions lead to a fall in the consump-
tion of exportable and importable goods (real meat consumption, for example,
fell by more than 22% from 1958 to 1949).2% As a result, pressure on the
balance of payments eases, and holdings of foreign exchange grow again,
setting the stage for the next round of expansion during the “'go” period of the

cycle.

STOP-GO CYCLES AND SECTORAL CLASHES

The result of high inflation and periodic economic contraction, given the
Argentine income and sectoral structure, has been the maintenance of a high
level of social and political conflict in Argentina. Any income group that does
not fight vigorously for its share of the economy will be left behind in the
inflationary race. To stand still in terms of peso earnings is to fall rapidly
behind in terms of real earnings.

The conflict is not merely a struggle between wage-earners and entre-
preneurs. It is also a fight between people in industry and those in agriculture,
between those producing exportables and those producing home goods. This
contest for income resembles a game of leap-frog; first one income group
is ahead, then another. Agriculture entrepreneurs were losers under Perén, but
since his fall they have gained. Industrial workers gained under Perén and lost
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ground afterwards. The heaviest losers have been owners of price-controlled
apartments and services. The public sector, which grew to considerable size
under Perén, lost heavily, since it was the most susceptible to political pressure.
Chatges for all government services have failed to keep pace with inflation,
causing large deficits in the federal budget.

It is possible to imagine such a struggle being carried out primarily on
an economic front. In the Argentine case, however, it cannot avoid being po-
litical as well. In any economy regulated by the government, economic conflict
inevitably becomes political conflict. The success of any income group in main-
taining its share of national income will depend upon its ability to influence
government policy. Coalitions between income groups emerge over one oOr
another policy issue, and then disintegrate over a different issue. Each gov-
ernment must face pressure from all sectors, insecure in the knowledge that
if it dissatisfies too many groups at the same time it will fall.

In Argentina, unlike in most Latin American nations, major income
groups are politically organized. The labor movement is represented by Peron-
ism, the urban middle class by the Radical parties, the landowners by the Con-
servative parties, and the industrial entrepreneurs (formerly in the Peronist
coalition) by their allies in Radicalism and in the armed forces. To some extent
the splits within each of the broad political movements reflect different eco-
nomic constituencies of a sectoral nature: thus the voting strength of the Rad-
icales del Pueblo appears greatest in the small town middle class, that of the
Radicales Intransigentes in the Buenos Aires middle class. The Peronist move-
ment has faced repeated schisms between the more conservative transportation
unions and the industrial unions. The army endures splits between a protec-
tionist pro-industrial faction and a free-trade pro-agricultural group. It would
be an exaggeration to say that the lines of political conflict are drawn only along
lines of economic interest, but as 2 minimum, it can be said that disagreement
over economic policy options has played a major part in preventing broad-based
governing coalitions.

Military governments have been no more free of policy struggles than
have civilian governments. Time and time again, well-meaning generals have
taken power, confident that a firm hand is all that is needed to restore business
confidence and economic growth. Each of these presidents has had to learn
about the limits of import substitution. As prosperity is followed by recession,
each general must face criticism from his companions in the barracks, who
ask the same questions of him that he asked of the deposed civilian president.
Economic failures discredit military regimes as fully as they do civilian gov-
ernments.
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The roots of Argentina’s economic stagnation and stop-go cycles do not lie
in the style of leadership, but rather in the structure of the Argentine economy,
and this cannot be altered by short-term policy expedlents Major pohcy re-
orientations are needed, but these require exactly what is now missing in Ar-
gentina: a modus vivendi between the various income groups which are now
struggling in the political arena.

Each of these groups has a veto power over government. Either the land-
owners, the industrialists, the labor movement, or the generals can destroy a
development policy if they choose. Since the early days of Perén, no govern-
ment has been able to command the simultaneous allegiance of enough of these
interest groups to be effective. Bad faith between groups, often justified, has
prevented cooperation in the making and execution of policy. The absence of
trust, a pervasive desconfianza between social groups, has led to an intensifica-
tion of the economic struggle. Each group is determined not to be exploited by
the others, and jealously fights any alteration of the unhealthy economic status
quo.

The onset of recessions as a result of the stop-go cycles brings this vol-
atile situation to the boiling point. In an economy of shrinking real output,
either all groups suffer equally or else some groups suffer more than others.
Each income group in each economic sector does all it can to minimize its own
losses. The result is likely to be the eruption of open political conflict.

The first revolt against Perén took place in 1951, following the onset
of post-war Argentina’s first stop-go cycle. Perdn’s strength was such that he
could survive, but he was unable to withstand the impact of the 1952-1955
stop-go cycle, which shattered the coalition of labor, industry, and army that
he had painstakingly put together.

The military government which replaced Perén did not succeed in
avoiding another stop-go cycle during 1955-1958, which added fuel to the
demand for a return to civilian rule. Arturo Frondizi, elected in 1958 with
Peronist votes on a developmentalist platform, found himself presiding over
the 1958-1962 stop-go cycle. He had gambled his political future by sacrificing
Peronist support for what he hoped would be a successful economic policy,
and during the “go” phase of the cycle it appeared that he might succeed.
When Argentina entered a serious recession in 1962, however, Frondizi was
ousted by the military.

The continued deterioration of the economy during 1963, accompanied
by constant bickering within the military, finally resulted in widespread pres-
sure for a “return to normalcy,” which resulted in elections and victory for
Illia’s UCRP. As Illia took office, Argentina moved out of the 1962-1963
recession into a burst of prosperity that eventually brought the expected result:
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a new recession. This time Illia was ousted, not by a conservative military fac-
tion, but by the very group which had helped him take office.

The Peronist electoral gains which immediately preceded the coups against
Frondizi and Illia can also be seen as in part the product of economic recession.
Both presidents were careful to test public sentiment in trial elections before
allowing the Peronists to stand for office in major elections. These trial elections
resulted in Peronist defeats and victories for the government parties. Unfortu-
nately for Frondizi and Illia, however, the trial elections took place at the tail
end of the “'go” part of the economic cycle. By the time that general elections
came about, inflation and recessions were in full swing, with the result that
workers rallied to the Peronist banner once again. The political climate in At-
gentina is such that no civilian government in recent years can withstand both
economic failure and political defeat, as Frondizi and Illia learned to their
regret.

At the time of this writing, General Ongania sits in the President’s chair.
Argentina is still in the “'go” part of the stop-go cycle. Should the basic ele-
ments of the Argentine economic situation continue unchanged, and there is
reason to believe that this is the case, the economy is likely to enter a balance of
payments crisis and recession during 1970. If this happens, and it probably
will, I predict General Ongania’s fall.

Argentine governments are placed in an unenviable position. They inherit
an economic structure in which the causes of recession are built into every period
of prosperity. The room for economic maneuvering is not great, but the price
of economic failure 7s great. That price is renewed clashes within and between
sectors, the intensification of social and political conflict, and military interven-
tion.

CONCLUSIONS

The history of Argentine sectoral clashes and coalitions is not very en-
couraging for other developing nations. The usual pattern for a poor country
is to begin its economic growth by expanding the export of some type of pri-
mary product. During the first phase of export expansion the manufacturing
sector is likely to be ignored or even penalized.

But after export expansion has reached a certain level, a local middle class
develops around it, providing a market for consumer goods. Particularly if it
happens that the export product faces extreme price fluctuations, the govern-
ment is likely to encourage manufacturing of such consumer goods locally, in
effect giving its blessing to a coalition between the export sector and the manu-
facturing sector.
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But this turns out to be something of a Pandora’s box. When the manu-
facturing sector becomes sufficiently large, it usually makes a power grab. This
is made easier because the new industry is likely to be concentrated in the cap-
ital, usually a primate city. The workers and industrialists are far more visible
than their competitors in the primary goods sector off in the mountains or the
countryside. The manufacturing sector stands to benefit considerably in the
short run if it controls the government, since it can protect itself and close the
economy to outside competition.

Politically, this takeover of government by the manufacturing sector
usually involves the replacement of a European or U.S.-oriented liberal elite
by a populist leader drawn from the armed forces, which tend to be enthusias-
tice about industrialization. The populist leader is hailed as the liberator and
democratizer of his nation, and he in turn embarks upon programs of social
improvement and modernization.

But it usually is not very long before the goose that laid the golden egg is
dead. The export, or quasi-capital goods, sector that started the development
process ceases to grow because of discrimination that inhibits investment. If
this sector is unlucky enough to be foreign-owned it may disintegrate rapidly
due to the threat of or as a result of nationalization. In any event, a foreign ex-
change or capital-goods bottleneck develops,?® economic expansion grinds to a
halt, social investment stops, and the populist leader is in serious trouble.

The worst has yet to come, however. The populist leader is ousted by
another military man, often with foreign assistance. This new leader is prob-
ably conservative and militarist, and receives strong support from the previously
suffering sector. The industrial workers are excluded from the new coalition,
and greatly increased class polarization takes place. Nevertheless, the basic
economic dilemmas remain, and sectoral clashes intensify from time to time
as stop-go cycles become endemic. The military ruler is replaced by another
military ruler, perhaps after a civilian interlude.

Argentina is the most prominent example of this pattern in Latin America,
perhaps because it is the most developed nation in the region. Perén was the
first such populist leader, but he was followed in short order by Nasser, by
Sukarno, by Nkrumah, by Ben Bella. Nasser is the only such leader to survive
the onset of stop-go cycles, but this is probably due more to Israel than to any-
thing else. All the rest have been followed by military men, in a pattern that is
depressingly familiar.

It might therefore be that the example of Argentina is crucial, in the
sense that its mistakes must be avoided by other developing countries if they
wish to continue their growth. The complications which result from the Agen-
tine sequence of sectoral relationships have a self-defeating logic of their own.
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The theory of sectoral clashes may very well make its greatest contribution by
focusing attention on the political and economic traps which result from de-
velopment via import substitution.
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