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From restrained golden age to creeping
platinum age: A periodization of Latin American
development in the Robinsonian tradition*®

Da Idade do Ouro a Era Platinum Rastejante: uma periodizacao
do desenvolvimento Latino Americano na tradicdo Robinsoniana

MATIAS VERNENGO* *

RESUMO: Este artigo analisa o modelo de crescimento de Joan Robinson, aqui adaptado a
fim de fornecer uma taxonomia exploratdria de Eras de Crescimento. Essas Eras ou Anos
de Crescimento foram para Robinson uma maneira de fornecer conexdes logicas entre o
crescimento da produ¢ido, a acumulagio de capital, o grau de frugalidade, o salario real e
ilustrar um catilogo de possibilidades de crescimento. Esta taxonomia modificada segue o
espirito da obra de Robinson, mas € preciso diferentes abordagens tedricas, o que implica
que algumas nao se encaixam perfeitamente as aqui sugeridas. A América Latina passou de
uma Idade de Ouro na década de 1950 e 1960, a uma Idade de Chumbo na década de 1980,
com dois periodos de travessia, um em que o processo de crescimento e industrializagiao
se acelerou na década de 1960 e inicio de 1970, que aqui se refere a uma Era Platinum
Galopante, e aquela em que um processo de desindustrializa¢io e reprimarizagio e
magquila¢do da estrutura produtiva teve lugar, comecando na década de 1990, que poderia
ser referido como uma Era Platinum Rastejante.
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ABSTRACT: This paper analyzes Joan Robinson’s growth model, and then adapted in order
to provide an exploratory taxonomy of Growth Eras. The Growth Eras or Ages were for
Robinson a way to provide logical connections among output growth, capital accumulation,
the degree of thriftiness, the real wage and illustrate a catalogue of growth possibilities. This
modified taxonomy follows the spirit of Robinson’s work, but it takes different theoretical
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approaches, which imply that some of her classifications do not fit perfectly the ones here
suggested. Latin America has moved from a Golden Age in the 1950s and 1960s, to a
Leaden Age in the 1980s, having two traverse periods, one in which the process of growth
and industrialization accelerated in the late 1960s and early 1970s, which is here referred
to as a Galloping Platinum Age, and one in which a process of deindustrialization, and
reprimarization and maquilization of the productive structure took place, starting in the
1990s, which could be referred to as a Creeping Platinum Age.

KEYWORDS: economic development; Latin America; heterodox growth models.

JEL Classification: O11; O54; E12.

INTRODUCTION

Joan Robinson’s growth model is the basis of a whole set of demand driven
explanations for economic development, which emphasize the interaction of popu-
lation growth, and the inter-sectoral or structural transformation of the economy.
Robinson’s explicit objective was to extend Keynes’ Principle of Effective Demand
to the long run. In other words, she wanted to show that once the model allowed
for capital accumulation, rather than fixed capital, the Keynesian notion that au-
tonomous demand governed the determination of output, translated into the notion
that autonomous spending, mainly investment in her view, was the driving force of
the process of economic growth.!

The Robinsonian model, however, maintains an independent investment func-
tion, that relies on the ‘animal spirits’ of the capitalists to promote investment and
economic growth, in Keynesian fashion.? In this sense, there is a connection be-
tween the Robinsonian notion of a Leaden Age — in which the desired rate of
capital accumulation is below the capacity limit of the economy, and under accu-
mulation leads to low levels of technical change, unemployment and the persistence
of underdevelopment — with the Old Dependency School notions about the absence
of a dynamic entrepreneurial class in Latin America, as one of the reasons for un-
derdevelopment.?

In Robinson’s analysis the process of capitalist accumulation could confront
several limitations beyond the lack of animal spirits, which would derail economic

For a discussion of the limits of her approach, in comparison with Kaldor in particular, see Vernengo
and Rochon (2001). The vast literature in the Robinsonian growth model is discussed in that paper, and
we refer those interested in the detail to read it.

21t is worth noticing that the emphasis on an independent investment function, and on ‘animal spirits’
and expectations approximate some Keynesian analyses from Schumpeterian notions about the role of
the entrepreneur as an innovator, even if the latter put more emphasis in the process of technological
innovation implicit in investment decisions. For example, Dosi et al. (2010) try to emphasize the
common elements in Keynes and Schumpeter’s models.

3 For a critical analysis of the contributions of the Dependency School see Vernengo (2006a).
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development. Economic growth beyond the rate of growth of the labor force, and
the ensuing inflation barrier could also derail the economy, a situation in which she
argued, contrary to the conventional Keynesian idea of the paradox of thrift, that
higher savings would allow for increased capital accumulation.

In this paper the Robinsonian model is first criticized, and then readapted in
order to provide an exploratory taxonomy of Growth Eras. Note that the Growth
Eras or Ages were for Robinson a way to provide logical connections among output
growth, capital accumulation, the degree of thriftiness, the real wage and illustrate
a catalogue of growth possibilities. This modified taxonomy follows the spirit of
Robinson’s work, but it takes different theoretical approaches, which imply that
some of her classifications do not fit perfectly the ones here suggested.*

The rest of the paper is divided in four sections. The first section indicates some
limitations of the original Robinsonian taxonomy in particular in light of the dif-
ferences between advances or central economies and peripheral ones. The next one
provides a Kaldorian inspired version of Joan Robinson’s taxonomy. The third
section deals with the issue of income distribution and the taxonomy of growth,
with particular emphasis on the last decade, in which Latin America has experi-
enced a significant improvement in inequality measures. The final section provides
a few concluding remarks.

AN ADAPTATION OF THE ROBINSONIAN MODEL FOR THE PERIPHERY

The basis of the Robinsonian theory of capital accumulation is the interaction
of investment and profits. Investment determines profits through the multiplier
mechanism, encapsulated in the Golden Rule, and profits, actually expected profits,
in turn, determine investment. The feedback from profits to investment can be seen
as a variation of the accelerator mechanism, which suggests that investment re-
sponds to higher levels of demand, and profits would be an indicator for firms of
increasing sales. Although in the Robinsonian model the interpretation of the in-
dependent investment function was not on the basis of an accelerator, but on the
basis of the Keynesian notion of animal spirits, with an emphasis on the entrepre-
neurial will to invest. As in the Harrodian model, the multiplier-accelerator interac-
tion in Robinson’s model leads to growth rather than cyclical fluctuation, in con-
trast to Kalecki’s theory, something that is fundamentally dependent on the absance
of time lags and the value of the parameters.

In Keynesian fashion, the desired rate of capital accumulation might be, by
coincidence, the same as the rate of growth of the labor force, in which case the
economy would be in what Robinson (1956, p. 173) referred to as the Golden Age,
but there is no mechanism, as in Solow’s theory, to guarantee that the path of ac-

*For a formal version of the accumulation model which inspires this taxonomy of Growth Ages see
Pérez Caldentey and Vernengo (2013).
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cumulation would guarantee full employment. In the case that the rate of growth
of the labor force superseded the desired level of capacity utilization, a Leaden Age
would take place, in which workers were not incorporated in formal labor markets,
increasing the level of disguised unemployment. In more dynamic economies, in
which the labor force grew at a slower pace than the anticipated capital accumula-
tion the economy would be classified as being in a Restrained Golden Age.

The Restrained Golden Age would be typical of any fast growing developing
economy in the process of catching up with advanced economies. Robinson, how-
ever, also understood that the structural transformation of the economy was central
to understand the process of capital accumulation. In particular, Robinson was
concerned with the fact that the desired rate of capital accumulation required cer-
tain proportionality between the capital and consumption goods sectors, a preoc-
cupation that was derived from Marx’s schemes of reproduction and Kalecki’s
influence on her thinking.’ The Robinsonian growth model presumes that if the
desired growth rate is below the one at which the actual capital stock is growing,
then the capital goods sector would have to shrink over time, and there would be
a transition from a steady-state with a relatively large to one with a comparatively
small capital goods sector. This ‘traverse” would be in her terminology a Creeping
Platinum Age. In contradistinction, if the required rate of growth was higher than
the current rate of growth of the capital goods sector, the latter would have to
expand in comparison to the consumer goods sector, in order to maintain the re-
quired proportion. The latter case would be a Galloping Platinum Age, one in which
the capital goods sector expanded, and that the Structuralist economists at the
Economic Commission for Latin American and the Caribbean (ECLAC) referred
to as the hard-phase of the industrialization process.

Some of the modern Kaleckian-Robinsonian models, following Bhaduri and
Marglin (1990) assume that, besides the profit share, investment is affected by ca-
pacity utilization, and on this basis make the case for the possibility of alternative
impacts of income distribution on the level of activity, namely: a profit-led and a
wage-led growth regime. Contrary to the views of Kalecki and earlier Kaleckian
models (e.g., Rowthorn, 1981) they argue that a rise in the profit share serves as
the stimulus to investment and growth, whereas a wage led growth regime may fail
to generate the required growth in productive capacity. The arguments in favor of
profit-led growth are further reinforced by open economy considerations where
wages increases are seen as damaging to competitiveness (Blecker, 1989).6

It must be noted that the Neo-Kaleckian models allow a limited role for de-

3In fact, in the literature the models that are clearly in the tradition of Robinson are often referred to
as Kaleckian, following Rowthorn (1981). For a more recent discussion see Taylor (2004).

®In the Post Keynesian literature the investment function is generally expressed as a function of capacity
utilization and profits, and by assumption the models have spare capacity (e.g., Taylor, 1985; Dutt, 1990;
Bhaduri and Marglin, 1990; Lavoie, 1992). Kaldor, particularly in his post-1960s models, used the
accelerator as the mechanism by which capital adjusted to the long term components of autonomous
demand, what was referred to as the supermultiplier (Kaldor, 1970). Kaldorian models, following Thirlwall
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mand and it is on this basis that the case for profit-led growth rests. In particular,
the profit share component of investment represents supply side forces which tend
to predominate over the accelerator which reflect demand side factors. Kaldorian
models, which emphasize the role of capacity utilization and place the emphasis on
the accelerator rather than profitability, provide an endogenous solution for the
question of the proportionality between the capital and consumption goods sectors.
The accelerator suggests that investment, and, hence, the capital stock, adjusts to
the level of demand, and as a result a normal capital to output ratio should prevail
in the long run. That was the basis of Kaldor’s famous stylized fact about a rela-
tively constant ratio between these two variables.

In other words, investment is considered part of derived demand. The level of
investment is ruled by the adjustment of capacity to exogenous demand, which, in
turn, determines the normal level of capacity utilization. Note that in Joan Robin-
son’s classification the potential level of output is not endogenously determined,
and once full capacity utilization is achieved it is the rate of profit that determines
the rate of accumulation and not the other way round. In addition, in the full ca-
pacity case, changes in effective demand lead to changes in income distribution,
through changes in the price level. Similarly, the assumption of the tendency to-
wards the level of normal capacity implies that there is an inverse relation between
the rate of profit and the real wage rate. This is the result obtained by Joan Robin-
son when the rate of growth is higher than the rate of growth that corresponds to
the minimum acceptable real wage inflationary pressures enter into the picture,
further accumulation is precluded by the so-called ‘inflation-barrier’.”

In that respect, the Kaldorian supermultiplier has the advantage that provides
a theory of potential output, which is endogenously determined by autonomous
spending. Technical progress and the inflation-barrier so to speak are endogenous
to the model. The fundamental role of the Kaldor-Verdoorn’s Law (KVL) is to en-
dogenize the rate of growth of labor productivity. The way Kaldor made the rate of
change of potential capacity endogenous was by using what became known as the
KVL. The KVL suggests that there is a strong correlation between the growth of
labor productivity and the rate of growth of economic activity. It is only with the
KVL that the rate of growth, rather than the level of the productive capacity limit,
is determined by autonomous demand. In that sense, the inflationary barrier, the

(1979), often emphasize the role of the external constraint. For a modern formalization of a supermultiplier
model that does not limit autonomous demand to exports see Serrano (1995) and Bortis (1997).

7 Inflation is in this view basically caused by demand-pull, associated to full capacity, even if the
immediate or direct reason might be the incompatible income claims of workers and capitalists. Note
that the type of inflation that Latin American economists suggested was relevant for the process of
structural transformation of the economy was associated to the cost-push forces related to the inelasticity
of food supply (e.g., Noyola-Vazquez, 1956). Later Structuralist models incorporated the effects of
devaluations, associated to external crisis, and inertia caused by wage indexation. For alternative
closures, and different inflation theories that allow for cost push reasons see Vernengo (2006b).
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capacity limit that if exceeded would lead to inflation, is endogenously determined
by demand. As autonomous demand expands, the capacity limit moves further away.

This should not be interpreted as suggesting that demand-pull inflation cannot
take place. If the rate of growth of demand outpaces the rate of growth of produc-
tivity the economy may very well hit the inflation-barrier. In other words, the ques-
tion of whether there will be a correlation between inflation and unemployment
will depend on the size of coefficients, which might vary from period to period. It
must be noted, also, that under certain conditions expansionary demand may be
perfectly compatible with price stability, and with an inflation-barrier that recedes
as the economy grows.

Kaldor was interested in the relative decline of the UK and, as a result, mea-
sured the Verdoorn’s Law in a cross-section of countries. He averaged out the rate
of labor productivity and output growth between 1953-4 and 1963-4, and that was
sufficient to deal with the cyclical fluctuation of both variables. This set the stan-
dards for the discussion and analysis of the KVL. However, nothing indicates that
the KVL is not operational over time in a given economy. The reason for using a
cross section of countries and averaging out the data over relatively long periods
seems to be related to the need of dealing with the trend effects of output on pro-
ductivity. If one were to measure the KVL in time series one would have to separate
cyclical and trend effects. In that case, one must deal with the cyclical properties of
labor productivity and output. It must be emphasized that the KVL when measured
over time becomes intertwined with another well-known macroeconomic regular-
ity, namely: Okun’s Law. Okun argued that, in the United States, ‘[...] in the postwar
period, on the average, each extra percentage point in the unemployment rate above
four per cent has been associated with a three per cent decrement in real GNP’
(Okun, 1962, p. 99). The relation implies that labor productivity, the ratio of output
to employment is pro-cyclical. This suggests that the proper consideration of both
regularities implies that Okun’s Law deals with the cyclical characteristics of the
relation between demand growth and labor productivity, while KVL is related to
the trend or structural elements of the same relationship.

The incorporation of the KVDs effect into the long run supermultiplier model
implies that not only employment and accumulation, meaning the level of full ca-
pacity output growth, but also the rate of change of the capacity limit, associated
with productivity growth, is ultimately determined by demand forces. The Kal-
dorian model incorporating the supermultiplier and a theory of productivity growth
provides a coherent alternative to the Ramsey-Solow-Lucas-Romer supply con-
strained approach to growth, and to the measurement of productivity.®

One important modification, in this sense, that it is possible to introduce in the

8 Jeon and Vernengo (2008) show, for the United States between 1951 and 2003, a Verdoorn coefficient
of approximately 0.63 and an Okun coefficient of around 1.69. The Keynesian interpretation suggests
that both Okun’s and Verdoorn’s Laws imply causality from output growth to labor productivity, while
conventional wisdom would suggest reverse causation.
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Robinsonian taxonomy of alternative Ages of capital accumulation, once the Kal-
dorian framework is used, is to scrap the problems associated with the dispropor-
tionality between the capital and consumer goods services, which are now ulti-
mately resolved by the supermultiplier which guarantees that capital adjusts to the
necessities of the desired level of accumulation.” However, the Robinsonian preoc-
cupation with sectorial proportionality might be brought back in another context.
In particular, in the case of peripheral countries that are later in the process of
capitalist development and industrialization, and for that reason require imports
of intermediary and capital goods, there might be an incompatibility between the
import profile, which we will assume is mostly associated with capital needs,'® and
the ability to obtain foreign currency essentially by exporting. If the imports of
capital are insufficient to provide capital compatible with the desired level of ac-
cumulation, then a national capital goods sector would have to be developed, and
the proportion of this sector with respect to the domestic production of consump-
tion goods would increase.

Under these assumptions, it is possible to suggest that if the proportion of the
domestic capital goods sector were increasing, in what Structuralist economists
referred to as the hard phase of industrialization, then we would be in an equivalent
of the Robinsonian Galloping Platinum Age. On the other hand, if the imports of
capital are sufficient to provide capital and to maintain the desired level of accu-
mulation, then the national capital goods sector would have to be shrinking in
proportion to the domestic consumption goods sector, and the economy would be
in a Creeping Platinum Age. These problems of disproportionality, adapted for the
situation of developing countries, suggest that external conditions, rather than
strictly domestic ones are more important for explaining the traverse of the econ-
omy from one steady-state to the other.

Finally, although the inflation-barrier is in the view here discussed endoge-
nous, it is still possible for the economy to reach its limits, and for incompatible
income claims to lead to the building up of inflationary pressures. However, in-
stead of a situation in which the profit rate cannot reach the desired level as a
result of fuel employment, it is the external situation associated with a Galloping
Platinum Age that would most likely lead to the breaching of the external con-
straint, followed by devaluation and inflationary pressures. If workers resist to
devaluation, and demand higher wages, a foreign exchange-wage spiral might
lead to high inflation.

¥ Note that this is a very different type of extension of the Robinsonian model that the one attempted
Lovinsky and Gibson (2004) and Fuentes (ND).

10 Several Latin American authors, some connected to ECLAC, suggested that national elites emulated
the consumption patterns of developed countries. Excessive and superfluous consumption on luxuries
would then reduce the potential for investment and capital accumulation. In other words, in this case
imports would be tied not only to the needs of production, i.e., intermediary and capital goods, but would
also be overburdened by the consumption needs of the most privileged in society. Kaldor also noted the
same patterns when referring to developing countries. See, for example, Palma and Marcel (1989).
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On the basis of the modified Robinsonian taxonomy suggested in this section,
a taxonomy or periodization of the process of development in Latin America is
developed in the following section, starting with the post-war period, when ex-
plicit industrialization policies were, with varying degrees of intensity, applied
throughout the whole region.

AN ADAPTED ROBINSONIAN TAXONOMY FOR LATIN AMERICA

The modified and simplified Robinsonian taxonomy for accumulation regimes
as suggested in this paper, considers basically four different Growth Eras. The situ-
ation in which the desired capital accumulation is higher than the growth of labor
supply can be seen as a Golden Age."! This corresponds basically to the 1950s and
early 1960s. The late 1960s and the early 1970s are a traverse period in which the
process of industrialization accelerates, and the desired rate of accumulation is
higher than the capital-requirements associated with potential growth, character-
izing a Galloping Platinum Age. This pushes the needs for capital imports, and puts
additional pressures on the balance of payments, which is the ultimate limit to the
expansion of the economy.

Taxonomy of Accumulation Ages*

Desired Capital Accumulation
Higher Lower
Labor Supply Golden Age Leaden Age
Capital Requirements Galloping Platinum Creeping Platinum

* The taxonomy does not exhaust all the possibilities of an adapted Robinsonian classification of growth Ages.
Source: Author

The lost decade of the 1980s could be considered a Leaden Age, in which the
required capital accumulation was lower than the growth of labor supply. And the
last two decades can be seen as a Creeping Platinum Age, a transition dynamics in
which the desired rate of capital accumulation is lower than the capital-require-
ments, leading to a reduced need for capital formation, and reduced need for cap-
ital imports. This Creeping Platinum Age would be behind the process of reprima-
rization and deindustrialization in several economies in South America, and the
magquilization of the economies of Central America and Mexico."?

1 Note that it is a Golden Age even if the rate of growth is faster than the growth of the labor force.
Still there are no labor shortages, which would be reasonable to expect in a region like Latin America
with abundant labor surplus.

12 Note that the Creeping Platinum Age, a phase of deceleration, refers not to a transition to a period
of lower growth, since after 2002 economic growth accelerated in the wake of the terms of trade boom,
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Latin American Growth Ages

Source: Maddison.

The period of the 1950s to the late 1960s or early 1970s, as much as in the
rest of the world, is often referred to as a Golden Age. The graph below shows
that the rate of economic expansion of per capita income in Latin America from
1950 to 2014 was on average at 1.5 percent, while in the sub-period from 1950
to 1973 it was around 2.2 percent.'* The Golden Age does not in this case per-
fectly correlate with Joan Robinson’s notion of the theoretical Golden Age, and
the causes for fast growth in the whole world and for the catching up of the pe-
riphery including Latin America, with the developed or advanced world are more
complicated that can be discussed here. It is worth noticing that not only institu-
tional factors, like the Bretton Woods arrangement or the expansion of Trade
Union membership, but also geo-political elements associated to the Cold War,
decolonization and military assistance played an important role in the excep-
tional rates of growth of that era.

Further, when we analyze at least two of the regularities described in the previ-
ous section, the notion that the level of investment is determined essentially by an
accelerator, and that productivity is both pro-cyclical and pro-structural, meaning
determined by Kaldor-Verdoorn’s Law, we obtain preliminary results that seem to
indicate that these propositions hold (Tables below).

but the transition to an economy in which capital accumulation and investment would be lower since
the production and imports of capital goods are not required in the new steady state.

13 That is if we take the conventional break of 1973 as the end of that Global Golden Age. Note that
in 1973, after the military coup in Chile, and shortly after in the other Southern Cone countries, there
is a move away from the industrialization policies of the 1950s and 60s. If alternatively we assume that
the break for Latin America is better represented by the Mexican debt crisis of 1982, then the average
rate of growth of income per capita remains unchanged at 2.2 percent.
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Acelerator

Dependent Variable: INV

Method: Panel Least Squares

Date: 05/29/14 Time: 09:32

Sample (adjusted): 1951 2006

Periods included: 56

Cross-sections included: 7

Total panel (unbalanced) observations: 391

Variable Coefficient Std Error t-Statistic Prob.

Cc -0.434334 0.062975 -6.896898 0.0000

GDP 1.084425 0.010376 104.5078 0.0000

R-squared 0.965608 Mean dependentvar 3.927806

Adjusted R-squared 0.965520 S.D.dependentvar 5.021569

S.E. of regression 0.932445 Akaike info criterion 2.703090

Sum squared resid 338.2178 Schwarz criterion 2723390

Log likelihood -526.4541 Hannan-Quinn criter. 2711136

F-statistic 10921.88 Durbin-\Watson stat 2.053255
Prob(F-statistic) 0.000000

The first regression shows that investment is fundamentally explained by GDP
growth, while the second shows that GDP growth is also central in the determina-
tion of the patterns of labor productivity growth. They provide, in a very broad
sense, some evidence in favor of a Kaldorian closure for the demand driven growth
model. Granger causality tests are inconclusive and do not provide further evidence
on the relation between investment and economic growth. Note, however, that from
a theoretical point of view there is little reason for a firm to invest unless it expects
greater demand. The logical foundation of the accelerator seems to indicate that
investment is ultimately derived demand.

KaldorVerdoorn Law

Dependent Variable: PROD

Method: Panel Least Squares

Date: 05/29/14 Time: 09:39

Sample (adjusted). 1951 2006

Periods included: 56

Cross-sections included: 7

Total panel (unbalanced) observations: 390

Variable Coeflicient Std Error t-Statistic Prob.

C -2.100538 0.221761 -9.472090 0.0000

GDP 0.854699 0.036543 23.38016 0.0000

R-squared 0.585050 Meandependentvar 1.333230

Adjusted R-squared 0.583981 S.D. dependentvar 5.088896

S.E. ofregression 3.282315 Akaike info criterion 5.220090

Sum squared resid 4180.155 Schwarz criterion 5.240429

Log likelihood -1015.918 Hannan-Quinn criter. 5228153

F-statistic 547.0528 Durbin-Watson stat 2.039006
Prob(F-statistic) 0.000000
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Another essential piece of information is the participation of the industrial
sector, which dictates the needs of capital for the economy as a whole, in total
value added. As it can be seen in the figure, the industrialization process peaked in
the region as a whole in 1973, with manufacturing as a share of total value added
climbing to around 22 percent of GDP in constant 1980 prices, and reaching
around 30 percent in the most industrialized countries in the region, like Argentina
and Brazil (Bértola and Ocampo, 2013, p. 168). From the late 1980s onwards,
including the last phase, which corresponds to the commodity boom in the last
decade, the share of manufacturing in total value added has contracted signifi-
cantly returning to levels that are comparable with the early 1960s.

Manufacturing value Added (% GDP)
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Source: Bértola and Ocampo.

Also, it is well-known that the process of industrialization in Latin America was
concomitant with the existence of a significant amount of surplus labor, in the ter-
minology of Lewis (1954). In other words, even though the accumulation of capital
proceeded at a fast pace, again with varying degrees in different countries within
the region, in the 1950s and 60s, population growth and the existence of a large
pool of low productivity agricultural migrants, allowed for the continuous process
of incorporation of the labor force in the modern industrial sector without creating
any restriction. In this respect the 1950s and 60s can indeed be seen as a period
equivalent to the Robinsonian Golden Age. Note that in some respects, the mismatch
between the new demands of industrialization and the skills of the labor force, usu-
ally dealt with training programs heavily subsided by the State, led to the strength-
ening of the labor force, and while it would be an exaggeration to refer to this pe-
riod as a Restrained Golden Age, it is not incorrect to assume that the desired rate
of accumulation was growing faster than labor supply. The absence of labor short-
ages was possible only as a result of the large pool of low productivity workers in
the primary sector.'*

14 At the same time that agricultural employment as a share of total employment fell from above 60%
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Arguably, by the 1960s, the easy phase of industrialization, consumer du-
rables was over, and in a few countries the efforts for continued capital accumu-
lation, faced with increasing demand for capital goods, and the declining external
resources in proportion to the import requirements, led to the development of
national capital goods sector, characterizing what may be referred to as a Gal-
loping Platinum Age. In other words, the required rate of growth was higher than
the current rate of growth of the capital goods sector and a tendency for balance
of payments crises was increasingly likely, since the capital import requirements
were not sustainable with the current level of exports. By the 1960s it was clear
that the hard phase of industrialization would require, if an external crisis was
to be avoided, an increase in the rate of growth of exports, and a diversification
of the export profile of the region, still markedly dependent on commodities.'

Share of Latin America in World Exports
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in the 1950s to around high single digits or low double digits in the 2000s, the employment to population
ratio grew from approximately 30% to slightly higher than 40% in the same period. However, levels
of participation in the labor force are still considerably below developed countries, and informality in
the labor market remains an important issue in Latin America.

135 By the early 1960s, when he was leaving ECLAC and moving to UNCTAD, Prebisch’s made it very
clear that the Import Substitution Industrialization strategy with which ECLAC and himself were
associated did not mean that exports were not important. In fact, the first UNCTAD report was
concerned that the protectionism of developed countries precluded the increase in exports in the
periphery that would allow for balanced external accounts. Not long after this Anibal Pinto developed
the notion of structural heterogeneity, which suggested that even with industrialization the
transformation of the structure of the economy remained incomplete. Manufacturing production was
essentially for domestic markets (or for other markets in the region), while the main exports remained
associated to traditional commodities.
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In some countries, particularly Brazil among the most successful industrializers
some policies to encourage export orientation were implemented by the late 1960s,
with special lines of credit and industrial policies favoring access to external mar-
kets. Yet in spite of the understanding of the importance of exports to avoid balance
of payments crisis, there was a chronic inability to expand and diversify exports.
The figure shows that by the 1970s the share of Latin American exports in world
exports had decreased significantly from its peak at the height of World War II.
Even if one discounts the heightened levels of World War II (Bertola and Ocampo,
2013, p.24), the export share by the 1970s was below the levels of the commodity
boom during the Belle Epoque.

The shrinking of the export share, combined with the double shock of higher
rates of interest and lower commodity prices in the 1970s led to the infamous debt
crisis. It is important to note that the process of industrialization commanded by
the State or the Import Substitution Industrialization cannot be considered the main
cause of the Debt crisis of the 1980s.

The 1970s resolved the inconsistencies of the Galloping Platinum Age with
increasing indebtedness, which was made possible by the collapse of Bretton
Woods, the oil shocks and the recycling of the petro-dollars. Crises are usually
catalysts for change, and debt crises are no different. The wide spread debt crisis
in what used to be called the Third World — in particular in Latin America — in
the 1980s corresponds to a period of transition in the cycles of State intervention.
In Latin America the reinvigorated role of the State after the depression of the
1930s took the form of an Import Substitution development strategy. The Latin
American debt crisis is the landmark that divides the Import Substitution Indus-
trialization (ISI) strategy, devised under the intellectual guidance of the Econom-
ic Commission for Latin America and the Caribbean (ECLAC), and the market
friendly approach, institutionalized by the International Monetary Fund (IMF)
and the World Bank.

Initially several commentators presumed that the effects of the debt crisis
would be temporary, and growth would resume since the traditional solutions,
adjustment and finance, would be effective in surmounting what was seen as a
short-lived balance of payments crisis. There is a fundamental difference between
crises where a country’s underlying debt position is sustainable over the long run
and those where debt restructuring is unavoidable. Many thought that the crisis
unleashed by the Mexican default of August 1982 was of the former type.

The crisis, however, was more lasting and acute than expected, and, in fact, the
1980s became known in Latin America as the lost decade. By the mid-1980s most
analysts were certain that the crisis was going to be long lived and some argued
that a radical change in the development strategy was necessary. The policies that
were suggested — and then imposed in the context of international agreements — and
that eventually became known as the Washington Consensus (Williamson, 1990),
are, therefore, the result of need for a new development strategy. In many respects,
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the crisis of the developmental State, and the Debt Crisis represent for Latin Amer-
ica what the so-called fiscal crisis of the State does for the developed world. In that
respect, the market friendly approach to development is the other face of the con-
servative revolution of Reagan and Thatcher in the developed world.

Capital flows to the developing world in the last financing cycle, in particular
to Latin America, started before the 1970s. Foreign Direct Investment (FDI) flows
in the 1950s, official aid flows in the 1960s — linked to the Alliance for Progress

— preceded the private capital flows of the 1970s that took the form of bank loans.
Conventional wisdom presupposes that from World War II to the debt crisis — dur-
ing the ISI period — economic policies were focused on domestic markets, and an
anti-export bias was developed. The ISI strategy was characterized by high levels
of import tariffs and a relatively high dispersion of the tariff structure protecting
domestic production, an overvalued exchange rate discriminating against the
exports of primary goods and favoring the imports of intermediate and capital
goods. The rate of growth was as a result highly dependent on the expansion of
domestic demand. Conventional wisdom presumes that government spending
crowded-out private investment, and that protectionism meant that inefficiencies
abounded.

In this view, the results were the accumulation of trade and fiscal deficits, and
the pilling up of debt. In addition, the investment effort was beyond the fiscal ca-
pacity of the State. Foreign savings provided the necessary finance for the develop-
ment strategy, but when the unsustainability became clear then capital flows dried
up and the debt crisis ensued. In addition, the response to the oil shock is seen as
an important cause of the debt crisis. For most non-oil exporter countries in the
periphery the oil shocks meant increasing trade deficits. There are basically two
solutions for the problem. If the deficits are deemed temporary one may finance the
short lived balance of payments disequilibria. On the other hand, if deficits are seen
as long-lived, then adjustment — depreciation and lower rates of growth — is need-
ed to contain the deficit from ballooning.

The other consequence of the oil shocks of the 1970s was the creation of large
trade surpluses for the OPEC countries. These dollar surpluses were deposited in the
Euro-dollar market, providing a huge amount of liquidity into a deregulated market.
Interest rates became negative, and, as a result, the finance option became far more
attractive than the adjustment one for developing countries. Further, international
financial markets forcefully tried to push loans to developing countries. In this view
then countries continued to pursue ISI development strategies, and were able to do it
because of favorable conditions in international financial markets. However, negative
terms of trade shock and an additional interest rate shock made the strategy unsustain-
able. The Mexican default of August 12 1982 was, then, the result of a misguided
development strategy, and the ultimate solution depended on adopting a new one.

The problem with the conventional wisdom is that the ISI period corresponds
to a high growth phase for most developing countries, one in which they catch
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up with the developed world despite the fast growth in the latter. In fact, Rodrik
(1999, p. 71) argues that “contrary to received wisdom, ISI-driven growth did not
produce tremendous inefficiencies on an economy wide scale. In fact, the produc-
tivity performance of many Latin American and Middle Eastern countries was, in
comparative perspective, exemplary”. Furthermore, several countries had already
abandoned ISI policies in the 1970s. The Southern Cone countries had moved
into neo-liberal policies by the mid-1970s, Brazil and many South East Asian
countries were experimenting, with varying degrees of success, with export ori-
ented strategies.

The ISI period, which basically corresponds to the 1950s and 60s, led to only
moderate accumulation of foreign debt, and in many cases to falling debt to GDP
or debt to exports ratios, which denotes sustainable debt dynamics. Hence, ISI
policies, and the fiscal consequences of those policies seem to be of secondary im-
portance in explaining the debt crisis.

In some countries, particularly in the Southern Cone, a calculated decision to
reverse industrialization policies and revert to international integration on the ba-
sis of comparative advantage, with a significant process of liberalization was set in
motion, while others, like Brazil tried to speed up and deepen the industrialization
process.'® However, independently of the strategy followed in the 1970s, once con-
fronted with the Volcker shock, and the higher rates of interest, worsened by a
negative terms of trade shock, all the economies in the region collapsed and spent
the next decade, the so-called lost one, dealing with the problems of debt default
and renegotiation that would eventually lead to the acceptance of the Washington
Consensus policies, and the abandonment of the industrialization project of the
National Developmentalist Era.

The 1980s can be seen clearly as a Leaden Age, in which the rate of capital ac-
cumulation is well below the rate of growth of the labor force. As such, not only the
formal labor market was unable to incorporate the growing labor force, but the large
pool of rural workers that had for the most part migrated to cities in large numbers
from the 1930s until the 1980s increased the ranks of the unemployment. Disguised
unemployment, that is, the workers holding low productivity jobs, swelled. Note that
the end of the Golden Age, in this sense, was not caused by the domestic market
limits to the process of accumulation, but was a side effect of the collapse of the
global economic order the underpinned the process of accumulation, and that was
manifested in Latin America as the unsustainable service of foreign denominated debt.

The long process of renegotiation of debt, which eventually was accomplished
with the Brady Plan, and the ideological turn associated to the Conservative Rev-
olution in advanced countries and the collapse of the Soviet bloc, eventually led to

16Tt is interesting to note that the debt crisis also hit oil exporting countries like Mexico and Venezuela,
which might have experienced a bout of the Dutch Disease, with negative long-term consequences for
development.
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the liberalization policies of the 1990s and the so-called Washington Consensus
(Williamson, 1990; Camara and Vernengo, 2002-3), which basically created the
conditions for a Creeping Platinum Age, or in other words, a situation in which
the desired rate of accumulation of capital was below the requirements of im-
ported capital, and a process of deindustrialization, with a significant reduction of
the capital goods sector and a reduction of the levels of manufacturing employment,
took place.

The prolonged Creeping Platinum Age led to a new pattern of export special-
ization (commodities in South America) and ‘maquilas’ in (Central America and
Mexico), and what might be seen as a New Development Strategy or a new division
of labor within the region that superseded the State-led Industrialization policy of
the 1950s to the 1970s. Central American and Caribbean countries and Mexico
are more dependent on exports of manufacturing commodities, with low levels of
domestic value added, and on remittances, something that has been as the ‘export
of people’ (Pérez Caldentey and Vernengo, 2010), while South America has reori-
ented its economies towards a resource based model.

The risks associated with the New Development Strategy, which is associated
in many ways to the rise of China as a global economic powerhouse, is associated
to the same old limitations of the old commodity export model, namely the heavy
dependence on the volatility of commodity prices and of remittances and other
capital flows. It is important to note, also, that the greater integration with China
has been dominated by a small number of commodities and a few countries. Five
countries (Argentina, Brazil, Chile, Colombia and Peru) and eight sectors — es-
sentially metals, including iron ore and copper, accounting for nearly half exports,
soybean and related oils, and crude oil — generated just over 80 percent of all
regional exports to China (Gallagher and Porzecanski, 2010). In other words, in
terms of the composition of exports to China, the region’s role is clearly as a sup-
plier of primary products and resource based manufactures with a relatively low
degree of value added. It is also wroth noticing that China is becoming increas-
ingly more relevant as a destination for Latin American exports, and that the
regions’ exports to China are much more heavily concentrated on primary prod-
ucts and resource based manufactures than the region’s exports to the rest of the
world (Jenkins, 2009). The pattern of imports from China is the reverse of that
noted for Latin American exports to China. Almost all Latin American imports
from China are manufactured goods and the vast majority is non-resource based
manufactures, with only a small proportion of imports from China being of low-
tech goods (Ibid.).

The new pattern of specialization and the increasing integration with China
has led to an increase in the trade imbalances, which seemed to have affected
Mexico and the countries of the Central American Free Trade Area (CAFTA) more
heavily than the South American countries, as can be seen in the figure.
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The limits of the current development strategy are associated, not only to the
patterns of specialization, which promote production in less technologically dy-
namic sectors, but also to the possibility of the end of the super-cycle of com-
modities (Erten and Ocampo, 2013). Note that while China is central for the boom
in commodity prices during the last decade, its impact has been exaggerated. While
China accounts for approximately more than half of world’s consumption of iron
ore, a third of aluminium and zinc, and more than a quarter of copper, and is a
major source of demand for certain agricultural products, particularly soybeans,
soybean oil and fishmeal, making up approximately a fifth of world consumption,
in other commodities, like beef and poultry, crude oil and tropical agricultural
products such as sugar, bananas and coffee, its share of world consumption is such
that variations of demand cannot be the main driving force behind short-term
prices.

Erten and Ocampo (2013) argue that commodities prices have gone over
long cycles, which are not completely dissimilar to the Kondratiev and Schum-
peter’s long waves, and that we might be at the end of the boom phase of such
a process (see Figure below). Note that the super-cycle does not preclude the
possibility of a negative trend, which is still visible over the whole of the 20®
Century, with the negative implications suggested by Raul Prebisch in his ‘Devel-
opment Manifesto’.
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For our purposes what matters is that the possible collapse of commodity
prices might have a significant impact on the current Latin American development
strategy. From the point of view of the Robinsonian adapted taxonomy adapted
here, it is important to note that the reprimarization and maquilization process,
which has involved a certain degree of deindustrialization, with lower levels of
manufacturing employment corresponding to particular levels of GDP per capita,
explains why the desired rate of accumulation of capital has been below the capital
requirements (Tregenna, 2011; Palma, 2013). Further, from a Kaldorian point of
view, the manufacturing sector is essential for the process of economic growth and
technological innovation. In that sense, the Creeping Golden Age is doubly prob-
lematic, since it leads to the possibility of increasing volatility associated to fluc-
tuations of commodity prices, and also leads to a less dynamic process of capital
accumulation and technological transformation.!”

Yet, it is important to note, in spite of the limitations of the current develop-
ment strategy, that over the last decade improvements in income distribution and
poverty, and the expansion of social policies that made those advances possible,
might also have an impact on the process of accumulation. Note that, in part, the
expansion of social policies was associated to the wider control of the State on
national resources, directly by expanding ownership or indirectly by increasing the
tax burden on private owners, what has been referred to as Natural Resource Na-
tionalism, or sometimes in a more narrow sense Petro Populism (Parenti, 2005). In
that sense, the role of income distribution in the adapted Robinsonian taxonomy

17 Katz and Stumpo (2001) argued that technological capabilities and production linkages diminished
throughout the 1980s and 1990s in Latin America, and that research and development (R&D)
expenditures were cut. This was to some extent the result of a deterioration of the institutional
capabilities within the public sector.
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is discussed in the next section, with particular emphasis on the last decade, in
which income distribution has improved in the region, while in most of the rest of
the world, in particular in advanced economies, inequality has increased (Galbraith,
2012; Piketty, 2014).

THE TAXONOMY OF ‘GROWTH ERAS’ AND INCOME DISTRIBUTION

The Latin American economic expansion since 2002 does not result unique-
ly from specific government policies, even though some left of center govern-
ments have tried to implement alternatives to the Washington Consensus. The
empirical evidence suggests that the good economic performance of the 2003
2008 period was increasingly and strongly correlated either with a positive terms-
of-trade shock, mostly in South America, or with the increase in the flow of re-
mittances, particularly in Central and North America (Pérez Caldentey and Vern-
engo, 2010).

The current economic boom shares with the old agro-export model of the 19®
and early pre-WWII 20®" century the fact that one of the dynamic elements is ex-
ternal demand, and, as a result, subject to the same risks of external shocks. Also
as occurred in the agro-export model, financial factors shape and determine the
pattern of productive specialization in Latin America. There is, however, an impor-
tant difference with the development model of the Belle Epoque or the early pre-
WWII 20 Century. While immigration was integral to the late 19% century boom,
and as noted above migration policies could hardly be implemented at the begin-
ning of the 20" Century, the 21™" century economic boom has been related for some
economies to significant emigration. As noted before, Latin America now exports
commodities and people. The current development model applies the logic of inte-
gration into international markets to its full extent and perfects the old agro-export
model. As a result, Latin America specializes in the exports of its abundant factors,
natural resources and labor.

A second essential difference in the current period is the significant improve-
ment in different measures of income inequality (ECLAC, 2010). The positive trend
in income distribution in Latin America during the commodity boom from 2003
to 2008 was linked primarily to the labor market dynamics. Both the increase in
the proportion of formal, high-quality and full-time jobs, and more active policies
for raising minimum wages probably favored this outcome. In a sense, the com-
modity boom, and the higher rates of growth have gone hand in hand with im-
proved income distribution, and, in general higher real wages, and higher (at least
considering the low levels of the early part of the 21* Century) wages shares. Ac-
cording to Cornia (2014) the average regional Gini coefficient declined from 54.1
in 2003 to 48.6 in 2010, bringing it back to the early 1980s levels, a period that
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preceded the debt crisis and the lost decade of the 1980s, and the neoliberal reforms
of the 1990s.

The question, then, is whether Latin America can be classified as having a
wage-led regime. It is worth noticing that while real wages have increased and the
wage share in total income has also expanded in many countries in the region, it is
also true that the profit rate has also seen a recovery. Beyond the questions about
whether the rate of profit or the profit share should be used to understand the pos-
sibility of profit-led regime, there is the theoretical limitation of the profit-led clo-
sure itself, in particular the causality question, i.e., whether the profit rate causes
or is caused by the process of growth and capital accumulation.

It is important to note that Robinson’s original banana diagram model did not
allow, like the Kaleckian model, for the distinction of distributive regimes, with
profit-led regimes ruled out. It is only with later formalizations of the model, in
particular Marglin and Bhaduri (1990) that the possibility of the latter was brought
into the picture. In other words, Robinson (1956, 1962) clearly assumed that while
expected profits had an impact on capital accumulation, at the end of the day, the
profit rate was determined by autonomous spending, and animal spirits, and were
the result of capital accumulation, as in the Kaleckian dictum, according to which
capitalists earn what they spend.

Even if the increase in the rate of profit is correlated with an acceleration of
economic growth, this is not incompatible with an acceleration of real wage growth,
and as a result one cannot conclude that the economic system in the region is
profit or wageled. Given the strength of the accelerator results discussed before,
however, it seems reasonable to argue that causality runs from growth to income
distribution.

It is important, given possible causality ambiguities, to understand the relation
between income distribution and accumulation to look beyond the statistical evi-
dence, and appreciate the overall reasons for why the current development strategy
seemed to be so successful during the boom period, between 2003 and 2008. The
favorable external conditions, first and foremost the higher prices of commodity
prices, but also the relatively liquid international financial markets, with low rates
of interest in the center, provided the conditions for the expansion.!® Income redis-
tribution, associated to improved labor market conditions and social policies, pro-
vided an additional source of demand, which might be the cause behind the expan-
sion of profits.

18 Ben Bernanke has suggested that low interest rates were possible as a result of more efficient central
banks, and the so-called Great Moderation. More plausibly the ‘Moderation’ results from lower levels
of unionization, and less wage resistance by workers facing a globalized economy, in which outsourcing
is a plausible threat. Further, the low rates of interest are more likely connected to the sequential bursting
of bubbles, the Junk Bonds and Savings & Loans crisis of the late 1980s, the dot.com of the 1990s, and
the housing bubble in the 2000s.
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One would assume that higher levels of economic growth and capital accumu-
lation, concomitant with higher profits would lead to a reversal of the conditions
that led to the so-called Creeping Platinum Age. In other words, under circum-
stances that allow for the expansion of consumption, given higher real wages, and
positive expectations about growth, one could conceivably expect that there would
be an increase in the demand for machines, and a relative expansion of the capital
goods sector, which should lead to higher external pressures, everything else con-
stant. That is, reindustrialization and a return to a Galloping Platinum Age, in
which a large part of investment would be devoted to enlarging the capital goods
sector (or importing equipment), and the gallop would lead to an inflation barrier,
which would slowdown the rate of accumulation.

Certain authors, in particular those associated with what Bresser-Pereira
(2010) has referred to as the New Developmentalism (e.g., Frenkel and Rapetti,
2012), have suggested that the risks of the current development strategy are associ-
ated to appreciated real exchange rates (high real wages), that, in their view lead
to deindustrialization,' and to excess demand, associated not only to higher wag-
es and consumption (or imported investment goods), but also to fiscal deficits, and
inflation acceleration. In this view, the limits to the Latin American boom would
be associated to the infamous inflation barrier, so to speak. In some countries aus-
terity policies have been implemented on the basis of this view.

It is worth discussing the implications of the inflation barrier in an open econ-
omy in the modified Robinsonian taxonomy of Growth Ages here proposed. Note
that while formal employment grew in the last boom, there is a chronic problem
of incorporating surplus labor in the region, which has not yet been solved. In that
sense, the economy is not truly at full employment, even if open unemployment
levels are low in many countries. Also, the timing of the deceleration has been
clearly correlated to the Global Financial Crisis, the decline in commodity prices,
the long stagnations that has befallen the European economies, and the slowdown
of China, India and other high growing Asian economies, which still grow fast, but
at a reduced pace.

While it is true that real wage expansion and real exchange appreciation have
gone hand in hand with worsening external conditions, with the brief trade (and
current account) surplus vanishing by the latter part of the boom, it is also true that
the evidence for a positive effect of devaluation (and lower real wages) on the ex-
ternal conditions is essentially related to income rather than price elasticities.?’ In
this sense, the inflationary pressures come less from the fact that the economy is

19 This deindustrialization had been seen, together with the reprimarization of exports, as evidence of
a Dutch Disease (Bresser-Pereira, 2010).

20 There is an extensive and well-known literature on the subject, starting with the work by Diaz-
Alejandro on the contractionary effects of devaluation in Argentina, to the formalization of these ideas
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close to full employment, but from the fact that wage resistance and other cost-push
factors have had an impact. Further devaluation would not solve the limitations of
the current development strategy, while it would exacerbate the inflationary pres-
sures already present in some countries in the region.?!

In that sense, it is possible to suggest that like in Joan Robinson’s Bastard
Golden Age, the rate of accumulation is held in check by a financial restriction (in
this case mostly an external one) that is not associated to labor scarcity or to the
full utilization of resources. The external constraint barrier, might very well lead to
exacerbated distributive conflict and inflationary pressures, but unlike the inflation
barrier does not imply that the economy has reached its capacity limit.

CONCLUDING REMARKS

This paper suggests that, using a modified taxonomy of Growth Eras, Latin
America has moved from a Golden Age in the 1950s and 1960s, to a Leaden Age in
the 1980s, having two traverse periods, one in which the process of growth and
industrialization accelerated in the late 1960s and early 1970s, which is here referred
to as a Galloping Platinum Age, and one in which a process of deindustrialization,
and reprimarization and magquilization of the productive structure took place, start-
ing in the 1990s, which could be referred to as a Creeping Platinum Age. Note that
the Creeping Platinum Age might not necessarily imply low growth, and in fact most
of the region has experienced at least during the commodity boom after 2003 rela-
tively high levels of growth. However, in terms of capital accumulation, that is, in
terms of investment, industrial capacity and the industrial value added of exports
the Creeping Platinum Age has been one of deceleration of the process of industri-
alization in the region. In other words, both the reprimarization of exports in South
America, and the maquilization of exports in Central America and Mexico are part
of a process of rearranging of the world’s international division of labor in which
increasingly manufacturing moves towards the Asian periphery.

Also, the Galloping Platinum Age was not without limitations. The traverse
towards a more industrialized economy led to higher rates of capital accumulation,
which exacerbated the external constraints of the economies in the region, and by
strengthening the labor force, led to inflationary pressures. Note that the collapse
of the Galloping Platinum Age, however, was ultimately brought about by the

by Paul Krugman and Lance Taylor. For a more recent formalization see Pérez Caldentey and Vernengo

(2013).

21 For a discussion of the effects of devaluation and real wage resistance on inflation, an old idea
discussed by Latin American Structuralists; see Vernengo (2006b).
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double shock of higher international interest rates and lower commodity prices,
which created the conditions for the Debt Crisis of the 1980s.

The current Creeping Platinum Age is also a traverse in which the investment
sector is greater than what is needed for the possible rate of growth. The limits to
the current Growth Era are less associated to an inflation barrier, even a modified
inflation barrier in which balance of payments constraint and distributive conflict
rather than full capacity utilization are the source of inflation, and essentially con-
nected to the negative effects of deindustrialization on productivity growth, and
the excessive reliance on volatile commodity prices and capital flows (in particular,
remittances) to finance external imbalances. The risk, so to speak, is to promote a
peripheral integration into the world economy, now with the Asian periphery, rath-
er than with the center as happened in the Belle Epoque.
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