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Fewer investments 
The ostensible purpose of economic "sanitizing" 
conducted by the Mont Pelerin crowd was to bring 
about an economic boom by creating conditions 
favoring local and foreign investment. Although 
monetarist propaganda such as Business International's 

have brought many investors sniffing around Chile, 
few are foolish enough to risk their money in a country 
which is being destroyed. 

Between August 1974 and April 1978, Chile's 
Foreign Investment Committee approved and widely 
announced 289 foreign investment projects with a total 
investment of $2.5 billion. Sixty-six per cent of this 
investment was to come from U.S. companies. How
ever, a survey of actual U.S. direct investment in Chile 
in 1977 found a total of only $187 million worth of new 
and old U.S. investments. U.S. investment in Chile grew 
at only a 4.5 per cent rate in 1977, compared 'with 16 
per cent elsewhere in Latin America, despite Chile 
?aving by far the most liberal conditions for foreign 
Investors. 

The Chileans themselves have decapitalized their 
country to such an extent that even the monetarist 
Economist Intelligence Unit says "investment levels are 
inadequate for any future growth." The I M F  reported 
that gross fixed investment fell from 11.8 per cent of 
GNP during the hand-to-mouth Allende year of 1972 
to only 9.0 per cent of GNP during the "record GNP 
growth" of 1977. Industry is just wearing out 10 and 20 
year old equipment, never to be replaced. 

. Even the extractive industries have been managed 
with a predatory, fast-buck attitude which bodes ill for 
the future. Although copper production increased 
rapidly between 1973 and 1976 as new mines were 
completed, it has been stagnant since then. Last year 
the state copper company reinvested 25 percent less 
than its own management estimated as necessary to 
keep up production, and it is widely thought to be 
cheating on its accounting of depreciation in order to 
report healthy profit levels. 

Agriculture shrinks 
Five years after the coup abolished Allende's land 
reform and gave back full property rights and police 
security to the landed oligarchy, agriculture is a disaster 
area. The prohibitive costs of credit, the high prices of 
fertilizer, and the elimination of all protection from 
imports have not compensated for the dirt-cheap labor. 
Chilean farmers have pulled their profits into specula
tion, cut back acreage planted, and brought about a 
drop of 27 per cent in the production of the 14 basic 
crops in the 1977-78 crop year. Agriculture has shifted 
to export fruit and vegetable crops, leaving the local 
population more undernourished than ever. 

-Mark Sonnenb/ick 

Argentina: world's 
The acclaimed "Argentina model" that William Simon 
and others have proposed the United States follow is 
presently in the process of destroying Argentina's own 
small and medium-sized national industry, its state 
sector and its labor force which, two decades ago, was 
the most advanced and educated in the developing 
sector with cultural and skilled levels comparable to 
those of Europe. 

Argentine Economics Minister Jose Alfredo Mar
tinez de Hoz is the author of this "anti-inflationary" 
model, which is premised on the conversion of the 
Argentine economy into an "agro-exporting" and 
nonindustrial one. As part of this model, de Hoz has 
eliminated the protective tariffs on manufactured goods 
imports in line with the British doctrine of "free trade," 
which increased the rates of interest on credit to 
industry, and drastically restricted internal demand for 
consumer goods. 

Even so, 1978 proved a disaster for the monetarists. 
Inflation, for the fourth consecutive year, was l;le 
highest in the world at a rate of 170 percent. The GNP 
fell 4.1 percent, largely due to an 8 percent drop in 
industrial production. In contrast, as a result of elevated 
levels of monetary speculation at the expense of 
production and real investment, the financial sector 
grew by 8 percent. 

Bleak as this record is, spokesmen for the City of 
London financial interests, such as the International 
Currency Review. attribute Argentina's troubles to the 
excessive "gradualism" of de Hoz, as compared to the 
shock treatment employed by Milton Friedman. The 
fact is that despite his "best" intentions, de Hoz has 
simply been unable to risk the political consequences of 
firing 300,000 out of a total of 1.6 million public 
workers, as the International Monetary Fund has 
demanded. 
Industrial sector: Argentine publications like EI Econ
omista already insist that small and medium-sized 
Argentine industry "has died." Those most affected by 
the low purchasing power, the high cost of money and 
the impact of foreign competition were the textile and 
machinery and equipment sectors, whose production 
levels fell 9.1 percent and 14.2 percent respectively. 

In the case of the home appliance industry, by the 
middle of this year more than half of internal supplies 
will be made up of imported products as a result of the 
Economic Ministry's intention to transform that indus
try into labor-intensive assembly lines. 

Although recent bankruptcy figures have not been 
released, in the last two months of 1977 these broke the 
national record-more than 8 times the accumulated 
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highest inflation 
bankruptcies recorded for the previous ten months. 
Thus, by mid-I978 utilization of installed industrial 
capacity had fallen 64 percent, the lowest level in the 
last ten years. 

This panorama of recession with hyperinflation has 
also had its effect on investments, which in 1978 fell 16 
percent (see box), as well as in the collapse of capital 
goods imports from the advanced sector. In 1979 the 
same tendency is continuing. De Hoz has just an
nounced that public investment will drop from the II 
percent of the GNP it was in 1978 to 9.5 percent by 
198 1. 
State sector: In 1978, the :public deficit represented 5 
percent of the GNP. At the beginning of the year, the 
International Monetary Fund has demanded that it be 
reduced to I percent of the GNP. As opposed to 
previous years, the 1978 deficit was covered by 

increased indebtedness and not by the usual practice of 
printing money. In real terms, public indebtedness grew 
65.5 percent, in 1978 alone. In addition, a heavier tax 
levy was imposed, public service rates were hiked 
monthly and budget allocations for the provinces were 
eliminated outright. The result was a collapse in 
education and of public social services in the poorest 
provinces. 

Although official statistics do not reveal this, the 
other factor which influenced the increase in the public 
deficit was the elevated defense budget due to the 
imminence of war with Chile. 
Labor force: Although de Hoz has not frozen salaries 
for fear of provoking a general strike, real wages have 
fallen 50 percent in the last three years. In 1979 the 
situation will worsen since a monthly wage increase of 
4 percent was granted, in the face of a monthly 
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inflationary index of more than 10 percent. Thirty years 
ago, the income from one hour's work could buy 1.8 
kilos of beef and 7 liters of milk. Today, the average 
Argentine worker has had to exclude meat from his 
daily diet altogether. In 1949, per capita meat con
sumption in Argentina was only surpassed by the 
United States and Australia. Today, the purchasing 
power of the Argentine consumer is at its lowest rate in 
ten years. 

To avoid unemployment en masse, labor-intensive 
methods have been employed both in agricultural 
activity and in industrial plants. The Buenos Aires 
weekly EI Economista reports that employment levels 
have begun to increase while less and less is produced, 
a phenomenon EI Economista labels "industricide". 
Agricultural Sector: Although agricultural production 
has fallen slightly ( 1.2 percent) in relation to the record 
1976- 1977 harvest, agricultural goods continue to be 
the principal Argentine export-in accordance with de 
Hoz's plan to turn Argentina wholly into an "agro
export" economy. Nevertheless, there has been a 
change in agricultural policy. Wheat production has 
fallen while sorghum and soy has increased, crops that 
require less technology and fertilizer. The best indica
tion of how Argentina's mechanized agricultural sector 
has been increasingly converted into a labor-intensive 
one is is the drastic fall in tractor production. In 1977, 
24.5 thousand units were produced .in the first II 
months as compared to 5.4 thousand units in the same 
period of 1978. 

But Argentina's farmers are not exempt from the 
scourge of de Hoz's "free enterprise" measures. With 
the intention of keeping inflation at 60 percent, the 
goal fixed for 1979, de hoz has blamed the nation's 
food producers for the 20.2 percent inflation rate 
registered for the first two months of this year. He 
argued that this is a result of the 15.5 percent increase 
in food prices, and proceeded to overturn the 10 
percent duty on imported meat, fresh fruit and milk. 
This will guarantee that within a short time Argentina, 
the third-largest producer of food in the post-war 
world, will now have to import food for its own 
consumption needs. 

-Dolia Pettingel 

Martinez de Hoz: 
wearing an Eton collar 

Argentine Prime Ministelj Jose Alfredo Martinez 
de Hoz rules his country;in the best tradition of 
British colonialism, a role for which he was 
uniquely molded. De Hoz is the scion of one of 
the richest families in Argentina. His grandfather 
was a member of the exclusive British Jockey 
Club, among the members of whose Argentinian 
chapter one could find the leading oligarchic 
landholders, cattle barons and the holders of 
Argentina's beef export monopoly at the end of 
the 19th century through the beginning of the 
20th centuries. Until the 1 940s, this elite was the 
real power behind the figurehead governments of 
that period. _ 

Born in Argentina in .1 925, de Hoz spent the 
first years of his childhood and adolescence in 
England. His primary grades were spent at 
exclusive Eton, through which pass the members 
of the British monarchy and their most loyal 
agents. Later, de Hoz attended Oxford University. 

Many today express their surprise at de Hoz's 
perfect British accent, unaware that-according 
to The Economist of April 1976-"Joe" had a 
"British nanny." 

After leaving England, de Hoz's family re
turned to Argentina where in 1949 the promising 
Alfredo graduated from the Law School of the 
University of 8uenos Aires with a "gold medal." 
De Hoz then transferred to Harvard University in 
the U.S., from whose Business School he gradu
ated. 

Today de Hoz maintains close ties with fellow 
Harvard graduate Henry Kissinger and with 
David Rockefeller of the Trilateral Commission. 
Through his strong influence on Argentina's 
foreign policy, de Hoz plans to make Argentina 
a member of the Trilateral Commission in the 
developing sector. 

De Hoz is also an ardent admirer of the 
Chinese economic model. Last year he traveled to 
China where he held extended meetings with 
Deng Xiaoping, with whom he coordinated an 
alliance between their respective countries against 
the Soviet Union. 

' 
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