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ABSTRACT

Peruvian Industrialization within the
Global Multinational Economy, 1968-1976

The impact of the international system on the industrialization
program of the Peruvian military regime from 1968 to 1976 is examined
within the perspective of the global context of multinational corporate
operations. The framework used is the interplay between the military
government's actions via its industrialization policies, the responses of
international corporate actors, and the change the interplay created in
the relative negotiating strengths of the respective actors.

The government-multinational corporate interplay is examined within
the mining/petroleum and manufacturing sectors. The impact of the inter-
play is analyzed in conjunction with domestic financial sector policies
in relation to the changing negotiating strengths of the military
government and international banks through the period of the recession
and the major changes made in the regime's industrialization program.

The analysis concludes that the means chosen by the Peruvian military
government to restructure the economy for industrialization, and the
responses of international manufacturing and extractive corporations to
the means, were important causes for the increased direct impact of
international banks on the Peruvian government, the Peruvian economy, and
the direction of Peruvian industrialization. The analysis further con-
cludes that the roots of the increased negotiating strength of inter-
national manufacturing corporations and international banks within Peru
can be traced to the military regime's emphasis on the use of advanced
technology within its industrialization strategies. The emphasis resulted
in the government creating a large requirement for those resources most
concentrated in the hands of international corporate groups while simul-
taneously challenging the nature and interests of international
corporations.

The paper concludes with a discussion of the implications of the
Peruvian experience for further Peruvian industrialization and for other
Third World societies in the process of industrialization.
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The paper will examine the impact of the international system on
the Peruvian experience from the perspective of the global context of
multinational corporate operations within which the military regime was
attempting to restructure the economy to promote industrialization.
The analysis focuses on the 1968-1976 period. I would suggest that this
is the crucial period to examine in order to understand the recession
and later events because it was the original industrialization policies,
and the dynamics they set into motion, which provide the core explanation
of the regime's, and the economy's, weaknesses and openness to the impact
of international events and actors from 1976 onward. The focus of the
analysis is on the interplay between the military government's actions
via its industrialization policies, and the responses of international
corporate actors, and how this interplay led to a change in the relative
negotiating strengths of the respective actors.

The paper begins by examining the original dindustrialization policies
and goals for the major economic sectors. The positions of international
corporations within the Peruvian economy by 1968 and the challenges to
them created by the industrialization policies are then examined. Dif-
ferences among international corporate actors in needs, dynamics, and
orientations to industrialization are next explored. The industrialization
policies, responses of the international corporations, and consequences
for the regime's industrial goals are analyzed in greater detail for the
mining/petroleum sector and manufacturing sector. The impact of the
corporate/government interactioms and policies for the domestic banking
sector are then examined in relation to the changing interplay between
the government and international banks, which led up to and included the
recession and the major changes made in the industrialization policies.
Broader implications for Peruvian industrialization of the above dynamics
and changed corporate/government power relationships are discussed.
Finally, the implications of the Peruvian industrialization attempt for
other Third World countries are explored.

The Peruvian Industrialization Program

Within a year after coming to power, the military regime initiated a
series of policies that ultimately comprised a broad economic program.
There were two major goals to the program:

1) to industrialize the economy fully, which required overcoming
the obstacles to industrialization that had existed prior to 1968;
2) to achieve national economic autonomy, which included having the
major benefits of industrial growth accrue to Peruvian manufac-
turers, to enable them to consolidate into a strong industrialist
class.



The basic aspects of the government's industrialization program were

a) to stimulate growth in agricultural production and redistribute income
in the agrarian sector; b) to acquire control over the financial sector
and reorient credit distribution to support industrial growth; c) to in-
crease mineral and oil production and expand refining and processing
capacities; and d) to stimulate intermediate and capital goods production,
and create linkages between manufacturing and extraction.

The mining/petroleum sector was the key sector of the military govern-
ment's industrialization plans. Rapid growth in the production of both
raw materials and processed goods was of primary importance for two pur-
poses: to provide increasing amounts of inputs for Peruvian manufacturing
in the medium to long run; and to provide a rapidly growing volume of
exports which, in the short to medium run, would earn the large amounts
of capital and foreign exchange needed by industry to pay for its imported
inputs as its own rapid growth was effected.

Simultaneously, a broad agrarian reform was to redistribute income

from the landowners to the agrarian labor population, to enable the latter

to comprise a major part of a larger, growing domestic market for industrial
goods. At the same time, increased agricultural production would serve to
increase foreign exchange earnings from export crops and satisfy the internal
demand for foods. The creation of the Andean regional market was to provide
a fast-growing market in the short to medium run, as the first stimulus to
industrial expansion.

While greater foreign exchange earnings and larger markets were being
provided, industrial expansion into real intermediate and capital goods
production, as well as progressively higher domestic content in industrial
production, would be stimulated to establish linkages within industry and
with extraction. By these means, the dynamic growth of a wider, autonomous,
and integrated Peruvian industry was to be achieved.

However, implementation of these changes, and the channeling of the
benefits of the changes and the industrial growth primarily to Peruvian
manufacturers, required that the economic strength of international cor-
porations present in Peru be challenged and that their operating orienta-
tions and practices be changed.

International Corporations Within the Fconomy, and the Challenges of the
Industrialization Program

By 1968, international corporations had established important oligopoly
positions within the Peruvian economy, particularly in the two key sectors:
mining/petroleum and manufacturing. Multinational mining corporations
controlled 72 percent of Peruvian mining/metallurgic production, 90 percent
of mineral refining, and 80 percent of mineral exports. Two international
mining corporations alone (Southern Peru Copper Corporation and the Cerro
de Pasco Company) accounted for over one-third of all Peruvian exports.
Similarly, multinational petroleum corporations produced over 65 percent of
Peruvian crude oil and accounted for over two-thirds of existing refining
capacity.



Within the manufacturing sector, international corporations, while
representing only 14 percent of the manufacturing enterprises in Peru,
accounted for 40 percent of the fixed assets and 44 percent of the value
of production.2 International corporate presence was higher in certain
industrial sectors. International corporations controlled over 50 percent
of the production in 13 manufacturing sectors, of which all but three were
intermediate and capital goods producing industries.3 1In addition, inter-
national banks,4 through branches and minority or majority ownership of
Peruvian commercial banks, controlled over 70 percent of Peruvian commercial
banking.

Within mining, the most important of the extractive activities, the
activities of the international corporate subsidiaries had been associated
with two important problems for industrial growth. The first was the
absence of domestic linkages between mining and manufacturing. There is
some evidence that international corporate practices resulted in reduced
demand for domestically manufactured inputs in mining. At least one of the
major international mining subsidiaries purchased less than 50 percent of
its inputs locally before 1968. In such cases, intermediate and capital
goods were supplied by the parent corporation and imported into Peru.
Mining production was therefore integrated with overseas markets and manu-
facturing activities through the subsidiary's corporate network.

Similarly, because most mining production was exported, the domestic
availability of primary materials as basic inputs for Peruvian manufacturing
was low. Domestic industrial consumption of total mining production was
approximately 5 to 8 percent.6 The absence of major linkages between mining
and manufacturing was one important cause of the necessity to import most
industrial inputs (see below), as well as a contributing factor to the
reduced domestic market for manufacturing.

Second, as a result of the high import content of Peruvian manufactures,
the stability and growth of Peruvian industry had become directly reliant on
the export performance of the major extractive products, especially mineral
products. Yet the international market values of these export products were
comparatively low, because the minerals were largely exported as ore con-
centrates, rather than as refined metals./ With the exception of iron,
most of the ore concentrate export production was connected to the overseas
smelting and refining activities of parent corporations. Profits from
refined metals thus accrued overseas to the parent corporations. This
reduced both the foreign exchange earnings available from mining production
for imported manufacturing inputs, and the capital available locally for
the expansion of mining production or related industries. Thus, the most
important problems created by the enclave character of international cor-
porate mining were-the multiple limitations for industrial growth presented
by the lack of processing, refining, and metallurgical industries within
Peru.

The establishment of international corporate manufacturing subsidiaries
within a limited and slow-growing internal market also had been associated
with important problems for continued industrial growth. First, the



combination of a limited market and the use of relatively more advanced,
and frequently more capital-intensive, technology by international cor-
porations had resulted in their subsidiaries being largely assemblage
plants rather than full-scale production facilities. This, in turn, had
led to international carporate production within Peruvian industry having

a high import content,8 while the important positions of corporate sub-
sidiaries within the manufacturing sector had resulted in a high import
content for Peruvian industry as a whole. Further, because the subsidiaries'
imported inputs were supplied by the parent corporations, the production of
the subsidiaries was integrated into their corporate networks rather than
with other domestic industries.

Second, the international corporations concentrated their investments
in the intermediate and capital goods sectors.9 It was also in these
sectors that the corporations established their strongest oligopoly posi-
tions. However, most of the corporate production in the two sectors was
not in fact intermediate and capital goods, but final consumer goods.

The result was that no important real intermediate and capital goods pro-
duction occurred within Peruvian industry. This characteristic of inter-
national corporate production, together with the high import content of
production, contributed to the lack of integration within Peruvian
manufacturing.

Third, the tendency to overprice imports,ll together with the payment
of royalties and management fees, and the remission of profits to parent
corporations, resulted in subsidiary profits largely accruing overseas to
the parent corporations, rather than being available for reinvestment or
new investment within Peruvian industry. In addition, the transfer of
capital overseas resulted in increased pressures on the Peruvian balance of
payments.

Finally, because of the important, and frequently oligopolistic,
market positions of international corporations within manufacturing,
industrial growth, and particularly the expansion of the industrial base
into intermediate and capital goods production, would be likely to benefit
the international corporations more than it would benefit Peruvian
industrialists.

Adequate information on international bank practices in Peru before
1968 has not appeared. One could infer characteristics of their practices
from general tendencies in overseas international bank operations. Because
banks went overseas to follow their major corporate clients, 2 the tendency
has been for overseas international bank branches and affiliates to lend
preferentially to the overseas subsidiaries of the major clients. This
has occurred, first, because the resources of the international corporations
result in their being perceived as better lending risks when compared to
local enterprises. Second, the local bank subsidiaries or branches prefer
to continue servicing the local subsidiaries of major corporate clients
(rather than competitor local enterprises) in order to retain the global
business of the parent banks' major clients. One could therefore infer
that, within the Peruvian banking sector, the credit controlled by



international banks was directed preferentially to international corpora-
tions (and when in partnership with Peruvian entrepreneurs, to the manifold
activities of the agro-exporters), rather than to Peruvian manufacturers.
This would also imply that credit for industry was directed largely to
final consumer goods production, and not to financing the growth of real
intermediate and capital goods production.

In order for the military government to overcome these industrializa-
tion problems within the major economic sectors, it had to reorient the
enclave focus of extraction and the high concentration of industrial pro-
duction in final consumer goods, as well as redirect credit toward new
manufacturing activities. In order for the government to carry out these
structural changes, and enable Peruvian manufacturers to benefit prefer-
entially from them, the operating orientations and/or oligopoly positions
of the international corporations in the sectors had to be changed.

The military government did not intend to eliminate international
corporate presence in these sectors. This was made clear not only from
the specific content of the original policies for the sectors, but by the
fact that the achievement of the first Five Year Plan, for 1971-1975, was
predicated upon the acquisition of $700 million in new investments by
international manufacturing and extractive corporations. Rather, the
government intended to subordinate international corporate investment and
activities to the national goal of rapid autonomous industrialization.

The specific means that the government chose to change the orienta-
tions of international corporate operations and subordinate international
corporate activity to national goals were:

1) to control and/or take over the central managerial activities of
international corporations in the mining/petroleum sector.

2) to limit the growth of international manufacturing corporations,
transfer control over central managerial activities to Peruvian
entrepreneurs, and control technology contract practices.

3) to reduce and limit international banks' access to domestic
savings and their control over the distribution of credit.

There are a number of indications that the government perceived that these
policies would not negatively affect the international corporations in
major ways, nor seriously undermine the possibilities for cooperation
between the government and the corporations. President Velasco stated in
a speech in July 1969:

Latin American development needs foreign capital.... It also is
advantageous to them [the foreign investors] to come. There

is, in consequence a reciprocal advantage that should be clearly
and justly changed for the benefit of both sides....d3

A year later he said:

... it will be equally important to accord treatment to possible
foreign investment that, without ignoring their rights, sub-
ordinates them to the interests of the member countries so that
they constitute a factor of support to independent development....

14



Moreover, as indicated above, the government considered it feasible to plan
to receive $700 million in new investments from international corporations
duting the first five years in which the policies were being implemented.

What the means chosen by the government represented, however, were
direct challenges to central corporation prerogatives and the basic moti-
vating dynamics of the international corporations, becuase they were
attempts to take over managerial control, limit the corporations' economic
strength and market positions within their sectors, and limit the benefits
from the corporations' own activities that accrued to themselves.

The international corporations developed different responses to these
challenges. The differences in response can be traced to the types of
economic activity the corporations were involved in, and the different cor-
porate orientations, needs, and internal dynamics that resulted. In short,
the responses to the government's challenges differed according to the
kinds of corporations involved.

Differences in International Corporate Orientations

One of the clearest differences among international corporations in
orientations and requirements for growth is that between international
corporations in manufacturing and international corporations in extraction.
There are a number of specific reasons for these differences. First, for
international corporations in extraction, Third World countries are important
primarily as sources of raw materials to be extracted and exported, not as
markets for the corporations' products. For international corporations in
manufacturing, Third World countries are important as existing or potential
markets for their products.

Second, extractive corporations internationalized on a large scale,
and developed international corporate structures, on the basis of raw
material sources, while manufacturing corporations internationalized on a
large scale on the basis of markets. While both extractive and manufacturing
corporations originally went overseas to expand their market positions,*
extractive corporations primarily have been concerned with supplying the
need for raw materials in the industrialized markets. When extractive cor-
porations diversified their buyers and internationalized their markets, they
did so largely in terms of selling to manufacturers based in various in-
dustrialized countries, not to manufacturers based in Third World countries.
Where the products of the international extractive corporations have been
used in Third World manufacturing, the products have reached the Third World
in large part through the intermediary of parent international manufacturing
corporations.

Therefore, the real markets for international extractive corporations
are in the industrialized countries, while the basis for extractive cor-
porations' broad international expansion and for the development of inter-
national corporate structures was the internationalization of raw material
sources. Manufacturing corporations, on the other hand, established inter-
national corporate structures by internationalizing their markets to a
greater extent than have the extractive corporations, by directly entering
into the markets of Third World countries, as well as those of industrialized
countries.



Third, the fundamental basis for the continued growth of international
extractive corporations remains the availability of, and access to, existing
and new raw material sources. The basis for the continued growth of inter-
national manufacturing corporations is the availability of, and access to,
growing markets for manufactured goods.

From these situational differences between the corporations come
important differences in interests. The global growth of the extractive
corporations, and the maintenance and expansion of their oligopolistic market
positions, is not directly related to industrial growth and the growth of
markets in their source countries. This includes countries where the cor-
porations already are extracting, and countries which the corporations can
enter to acquire new raw material sources.

The global growth of manufacturing corporations, and the maintenance
and expansion of their oligopolistic international market positions is,
however, directly related to actual and future industrial and market growth
in countries where the corporations already manufacture, or which they can
enter to acquire new markets. As a result, it could be expected that inter-
national manufacturing corporations would support structural changes in
Third World economies that would remove obstacles to industrialization
created by the existing structure of export extraction, because of the
benefits that industrialization and the creation of larger markets could
provide for the corporations' own growth.

International extractive corporations could be expected to oppose such
structural changes because of their interest in maintaining their existing
export extractive activities and access to raw materials, in the face of
uncertain indirect future benefits to them of industrialization in such
societies, and direct immediate costs for them of restructuring export
extraction.

On the other hand, international manufacturing corporations could be
expected to oppose efforts to achieve industrialization autonomously, or
to create a strong indigenous industrialist class, because this type of
industrialization would reduce the benefits of industrial and market growth
going to the international corporations, and create new competitors in the
local markets. Thus, while international manufactidring corporations could
be expected to support industrialization in Third World countries, they
also would want to derive the greatest benefits from Third World
industrialization.

Because of these differing interests, the two international corporate
groups are likely to experience different consequences when Third World
countries attempt to industrialize. Moreover, the two corporate groups are
likely to have different impact on the success of industrialization attempts.
The nature of the differential impact will be a function of the specific
industrial policies adopted, and the specific characteristics of the society

seeking to industrialize.

International banks are in a pivotal position between these two broad
corporate groups because of the close business ties that exist between the
international banks and both types of international corporation. First, the
international banks have financed the international operations and growth of
both types of corporation, and there has been a direct connection between the
dynamic world-wide growth of international corporations and that of inter-

national banks.



Second, international banks have large holdings of corporate stock
through their portfolio and trust fund investments. They are, therefore,
among the owners of international manufacturing and extractive corporations.
As large shareholders, they also are regularly consulted by corporate
management and have influence on major corporate policies.

Third, there are interlocking directorates among international banks
and corporations. This provides international banks with the opportunity
to influence the decisions of international corporations more directly,
and better coordinate banking and corporate interests.

As a result, international banking and corporate interests are closely
related. The growth of each serves to support the growth of the other.
The banks, therefore, have a direct stake and interest in promoting the
world-wide growth of the activities of both types of international corpora-
tion. And the role of the international banks can become pivotal when
differences of interest between international manufacturing and extractive
corporations become accentuated, as in the cases of industrialization in
raw-material-producing Third World countries.

In addition, the international banks can play a direct role in indus-
trialization efforts, because the banks' financial resources can be made
available for industrialization programs via lending to governments. The
banks' direct role has been facilitated in the 1970s by, among other fac-
tors, the growing availability of petrodollars to the banks for recycling
to Third World countries. As a result, the international banks also can
affect, and be affected directly by, efforts to industrialize.

Within this context, the responses of international extractive and
manufacturing corporations and international banks to the military regime's

industrialization policies will be examined in the following sections.

Responses of International Corporations in the Mining/Petroleum Sector

The original policies of the military government established an
important entrepreneurial role for the government in the mining/petroleum
sector. In petroleum extraction, the government established service con-
tracts with international oil corporations. The corporations agreed to
cover the costs of the exploration and development of petroleum deposits,
and to divide the petroleum extracted with the state enterprise, Petroperd,
according to sharing formulas that ranged from 50/50 to 44/56. Petroperd
was responsible for the marketing of its share of the petroleum, and for
the exploration, development, and operation of the deposits it retained.

Eighteen oil corporations originally agreed to operate in Peru under
the service contracts. In December 1975, however, 13 of the oil companies,
claiming failure to find oil in their concessions, terminated their con-
tracts and abandoned the concessions. At this time, the government was
facing an increasingly serious balance of payments deficit and an approaching
foreign exchange reserve deficit. The government perceived a critical need
for renewed inflows of investment capital and increased petroleum production
that would provide greater foreign exchange earnings, as well as supply more
of the internal demand for oil in the face of rising world petroleum prices.
Within six months of the departure of the international oil corporations,
the government announced that new oil exploration contracts would be issued
which would provide fewer restrictions to the corporations than the original
service contracts.l?



In mining, the marketing of minerals and copper refining were reserved
exclusively to the government, via the newly created state enterprise,
Mineroperd, while the rights to refine other minerals were to be extended
as government concessions. The government also took the responsibility for
setting rapid exploration and development schedules for mineral concessions,
and obligatory investment and production levels for all mining activity.
Further, mine concession contracts were to be issued only for five years,
with the government retaining the option to take control of the mines at the
expiration of the contracts. In addition, the existing mineral depletion
allowance was replaced by a reinvestment allowance that set a monetary upper
limit to the amount of tax-free reinvestment capital available to mining
enterprises. The impact on international mining corporations of the change
to a reinvestment allowance was to make it necessary for international cor-
porate subsidiaries that wished to carry out major expansion programs to
borrow capital from their parent corporations, rather than rely solely on
capital earned within Peru.

The consequence of the first three measures was that the government
assumed central managerial functions of the international corporations
that had given to the parent corporations the ability to control and co-
ordinate corporate activities. More importantly, the changed terms of
operation essentially meant government determination of the rate of cor-
porate growth.

The international mining corporations responded to the government
policies in three ways, two of which, essentially, were to abandon mining
in Peru. First, in the face of government-set deadlines to begin the
exploration and development of deposits, all but two of the international
corporations which held unworked mineral concessions relinquished them to
the government to develop directly through Mineroperu.

Second, two of the three largest international mining corporations
operating in Peru, the Cerro de Pasco Company and Marcona Mining Company,
chose to abandon their existing mining and processing activities. Within
three years after the original policies were issued, both the Cerro and
Marcona parent corporations began negotiations to sell their subsidiaries'
activities to the government.

The two corporations chose to relinquish their subsidiary activities
because of the particular impact of the government's policies on their
corporate operations. Cerro used less advanced mining technology than the
other major international mining corporations in Peru, and its remaining
major advantage in mining was its ownership of the sole copper refinery
in Peru. Within the previous decade, Cerro's profits had fallen by
50 percent.l8 From about 1968 onward, it did not make replacement invest-
ments in its existing mining facilities nor new investments, and its fixed
assets experienced an accelerated depreciatt:ion.]—9 As a result, the
government's obligatory investment schedules were contrary to Cerro's
investment decisions, while the government's monopolization of copper
refining threatened Cerro's remaining major advantage in its Peruvian mining
operations.
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Marcona had diversified its activities into the more profitable area
of shipping, and in 1971 experienced losses in its diron mining activities.
Consequently, while initially accepting the government's policies in 1970
to carry out an earlier planned expansion of iron production, Marcona
within three years apparently decided that further investment in iron
mining would not be profitable. Thus, the government's policies promoting
major expansion of mining production would force both corporations to in-
vest in areas they evaluated as less profitable.

During the first five years of the regime, only one international
extractive enterprise, IPC, had been expropriated. Government statements
and the original policies for mining indicated that the government had
not intended to expropriate international mining subsidiaries. However,
during the periods of protracted negotiations, Cerro and Marcona demon-
strated uncooperative or illegal behavior which apparently was perceived
as directly challenging the government's legal sovereignty. This pressured
the military government into a position in which, rather than purchasing,
it chose to expropriate the two mining subsidiaries, with an unwillingness
to pay compensation.

Third, the remaining major international mining corporation, Southern
Peru Copper Corporation, retained its existing mine and one of its mineral
concessions. Southern had neither diversified nor experienced losses in
its mining activities. To the contrary, as one of the most technologically
advanced of the international mining corporations in Peru, its mining
activities had proven very profitable, and prior to 1968 it had already
expressed an interest in developing one of its two other concessions.

However, Southern wished to develop its concession under the older
terms of mining operations. With the assistance of pressure from inter-
national lending agencies and banks, in relation to the renegotiation of
the existing external debt,20 Southern acquired a contract that exempted
the concession from some of the major new measures that would be issued
within four months by the government.

The cumulative results of the interplay between the military govern-
ment and the international corporations was that the government expanded
its entrepreneurial role considerably beyond the level originally intended,
and replaced the international corporations as the primary entrepreneur
within the sector. The government succeeded in taking over most of the
investment and managerial responsibilities of international extractive
corporations, especially in mining, as well as the direct operation of a
number of major mines and most existing oil fields. Through state enter-
prises, the government also took control of basic industries, to directly
provide basic inputs for manufacturing. Once assuming entrepreneurial
control, the government initiated a number of projects in mining and basic
industry to achieve the desired growth in production.

However, there were a number of costs to the extensive expansion of
the state entrepreneurial role that occurred because of the interplay
between the international corporations and the government. Major delays
were experienced in the expansion of mining production, as the government
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negotiated to acquire technical and other expertise that it lacked, and
experienced difficulty in acquiring financing.2 The delays not only
slowed the achievement of industrialization goals, but had the larger,

less obvious, consequence of leaving the government and the economy more
vulnerable to the impact of the oil price rises and inflation in the prices
of other imports after 1973, because the greater foreign exchange earning
ability that had been planned for that period was not achieved.

The expansion of the state entrepreneurial role also occurred at the
cost of high capital requirements for the government, again much higher
than originally planned, in order to achieve the goals of the industriali-
zation program. The only viable source for the high level of capital was
external borrowing. This meant that, in order for the government to expand
the sector it had chosen as the impetus for dynamic industrial growth, it
first had to reestablish and maintain a favorable relationship with inter-
national lending agencies and international banks.23 This would place the
military government in the position of being more open taathe pressures
and influence of international banks on national policy.

Responses of International Corporations in the Manufacturing Sector

Unlike the policies in the mining/petroleum sector, the military
government's original policies in the manufacturing sector did not seek
to establish an important entrepreneurial role for the government. In
this sector, the government's goal was to limit the growth of international
corporations within the Peruvian and Andean markets in order to direct the
benefits of industrial expansion to Peruvian industrialists. The govern-
ment sought to do this through the creation of the obligatory fade-out
joint venture for all international corporations manufacturing in Peru.
Such international corporations were required to sign contracts with the
government by which they agreed to reduce their ownership of Peruvian
subsidiaries to 49 percent or less within a period of 15 years. Through
pressure from the government, the fade-out joint venture requirement also
was included in the Andean Code governing the Andean regional market.

In addition, the government established controls on transfer prices
and royalty rates, as well as on technology contract practices between
parent corporations and Peruvian subsidiaries, and between the former and
Peruvian manufacturers. Such practices had served in the past to limit
Peruvian industrial production and growth.

Further, all industrial enterprises, including international sub-
sidiaries, were required to create an industrial community,25 which would
receive 25 percent of net profits annually. Fifteen percent of net profits
would be reinvested in the enterprise until the industrial community
owned half the firm's stock.

Thus, the military government did not challenge international cor-
porations in manufacturing in the same manner in which it challenged
international corporations in extraction. Basic management prerogatives
were left to international manufacturers to exercise. Nor did the govern-
ment seek to replace international manufacturers within industry.
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The fade-out joint venture -was the major challenge to the international
corporations. It would tend to undermine the corporations' control over
internal policy-making, and would deny to the corporations the major long-
term benefits of their investments and commitment of corporate resources.
The corporations' future growth within the Peruvian and Andean markets
would be restricted, and they would be forced to cede most of their market
positions, and (ostensibly) their managerial control, to Peruvian manu-
facturers. At the same time, technology-contract and other controls chal-
lenged corporate growth strategies and decision-making prerogatives, in-
cluding the ability to locate capital in the areas of faster growth within
the corporate network.

The industrial community presented a somewhat different problem. The
required transfer of half ownership to the industrial community, in com-
bination with obligatory 5l-percent divestment in 15 years, would seem to
have been requiring the international corporations to divest to a single
partner. This, in turn, might make retention of managerial control with
49 percent ownership more difficult.?2’

However, there was no time limit for transferring ownership to an
industrial community. Moreover, there were a number of means available to
preclude an industrial community from acquiring half control of its enter-
prise, although some of the means for avoiding acquisition of a single
partner could also impinge on corporate prerogatives. For example, the
annual reinvestment of 30 percent or more of net profits by the subsidiary
owners to permanently preclude half ownership by the industrial community
could prove incongruous with corporate strategies by pressuring the parent
companies to have higher reinvestment rates in their Peruvian subsidiaries
than called for by corporate plans for growth. In this case, an important
corporate decision would in part be taken away from parent control. In
addition, the required immediate placement of an industrial community
representative on the board of directors created at least a potential for
problems in managerial decision-making. The industrial community thus
presented at least potential difficulties for international corporations.

In practice, the obligatory industrial community became a more
immediate problem for international manufacturing corporations than the
fade-out venture because of variation in the implementation of the policies.
Most fade-out contracts were signed by 1974, but some 2,900 industrial
communities were created by 1971. Most of these were in medium- and large-
sized enterprises, the categories into which international corporate sub-
sidiaries fell.

Nevertheless, international manufacturing corporations (like Peruvian
manufacturers) did have various means available to circumvent the potential
difficulties of enterprise co-ownership with their labor force, ranging
from the reduction of declared net profits to refusal to cooperate with
industrial community representatives in providing information about the
subsidiaries or access to accounting books. By such means, particularly
the reduction of declared profits, the international corporations could
avoid transfer of 50 percent subsidiary ownership to a single partner.



13

In terms of long-range problems and threats to corporate prerogatives
and activities, the fade-out venture was the more serious problem. If the
fade-out venture were implemented, there were no obvious means to circum-
vent forced divestiture and its attendant consequences, except partly by
transferring ownership to a large number of Peruvian entrepreneurs. The
major concern of the international corporations in manufacturing was the
fade-out venture.

The response of the international manufacturing corporations to the
government's challenges was not, as the international extractive corpora-
tions had done, to abandon their Peruvian activities. Rather, the inter-
national manufacturing corporations' response was to effect a holding
action, and restrict investment and the expansion of their activities in
Peru until the strength of the govermment's challenges could be ascertained,
or diminished.

Between 1968 and 1976, international manufacturing corporations main-
tained generally low or negative levels of new investment, and limited
investment to reinvestment in existing plants and stock.29 This occurred
in the face of strong incentives to promote high levels of industrial
investment in priority areas that were provided by the government in its
policies for the manufacturing sector. Because of the international cor-
porations' important position within Peruvian industry, their response
accounted for a major part of the low level of real industrial growth
that occurred during the period when the government was seeking to carry
out its program of rapid industrialization. Moreover, most of the inter-
national corporate reinvestment that occurred was directed to the non-
priority industrial areas in the government's progranu30

Nevertheless, the government placed considerable importance on the
acquisition of international corporate investment in priority industrial
areas. Essentially this required the attraction of new international
corporations into Peruvian industry, but within the context of mandatory
divestment in 15 years. The resolution in practice of what was an
inconsistency in the government's policies, given international corporate
motivations and interests, was sought through the use of special joint
ventures between the government and international corporations. It was
largely within the special advantages and guarantees of this type of
enterprise that new international corporations entered Peruvian industry
in the high priority areas.

Three special joint ventures were formed between the government and
international corporations between 1968 and 1976. In all three cases,
the special joint venture status provided the international corporate
partners with: 1) access to the fast-growing, newly opening regional
market on a monopolistic or quasi-monopolistic basis; 2) the most generous
tax and financial terms available within the government's industrial poli-
cies, making possible higher returns on investment; and 3) a long-term
guarantee of the continuation of the ventures' high priority status and
special benefits, via state participation that gave the government a
direct stake in the success and growth of these enterprises. All were
special advantages not provided to international corporations already
manufacturing within Peru, or to Peruvian industrialists.
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Nevertheless, even with special investment advantages, only three new
corporate investments in high priority areas were acquired, despite the
government offer between 1972 and 1976 of 16 joint venture projects.
International manufacturing corporations largely refrained from making
major new investments in Peruvian industry.3

Nor were the fade-out joint ventures implemented rapidly during this
period.33 It took four—and-a-half years from the issuance of the fade-out
venture policy for almost all international corporations to sign the fade-
out contracts.3* In addition, there is variation in estimates of the extent
to which corporate transfer prices, royalty rates, and technology contracts
were effectively regulated.3 The more detailed analyses available indicate
that few changes in, or limitations to, corporate practices in these areas
occurred.3

Thus, the military government did not succeed in changing the pattern
of ownership in the industrial sector, in controlling or influencing the
practices of international manufacturing corporations and their effect on
Peruvian industry, or in achieving rapid real growth in privately owned
industry in Peru. The high import content of production and low level of
integration within industry and with extraction continued.

In response,the government came to assume increasing responsibility
for new investments in industry, and for contributing directly to the
desired industrial restructuring and high rate of industrial growth. This
was done through the state enterprises that controlled the basic industries,
and through the creation of new state enterprises, or the joint ventures
with international corporations, to open new areas of industrial activity
in Peru. This created even higher capital requirements for the government
within the industrialization program. In addition, the failure to re-
structure industry or lessen to a considerable degree the impact of inter-
national corporate operating practices within industry meant that Peruvian
industry was still vulnerable to the impact of economic conditions in the
industrialized economies.

Thus, international corporations in extraction and manufacturing had
different responses to the military government's challenges to their pro-
duction orientations and interests. While most of the existing interna-
tional extractive corporations in Peru, particularly the international
mining corporations, abandoned their Peruvian raw material sources, the
international manufacturing corporations did not abandon their Peruvian
and Andean markets. Rather than leave Peru, the international manufac-
turing corporations reduced their investments to minimum levels until
policy changes, or more advantageous new policies, were forthcoming.

As a result of the different responses, the military government
acquired direct control of Peruvian mining/petroleum output and direction
of growth, but did not acquire direct control over final industrial output
or the direction of industrial growth. Nor did Peruvian manufacturers
acquire predominant control within industry.

The responses of the international extractive and manufacturing cor-
porations in combination, however, led to a much wider state entrepre-
neurial role and much higher capital requirements for the government than
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originally intended within the industrialization program. As a result of
the government's expanded entrepreneurial role and higher capital require-
ments to implement the industrialization program, there was a great increase
in the external debt. This was to place international banks in a new posi-
tion of having important direct impact on major government policies, on

the condition of the economy, and on the structuring of further industrial
growth.

The Industrialization Program and International Banks

The key area in which the military government sought to establish its
ability to orient Peruvian industrialization was the financial sector.
Within this sector, the government sought to reduce the control of inter-
national banks and greatly restrict their growth.

In 1970, the government began to consolidate and expand existing state
financial institutions, making the Banco de la Nacidn its prime financial
agent. Exclusive government control over foreign exchange transactions was
established, and the flow of credit was rechanneled from commercial banks
to the state development banks.37 Further, a banking and credit network,
centering on the Banco de la Nacidn, was established and given control over
the major portion of internal credit and its distribution. The network was
created by acquiring control over three of the four major commercial banks.
0f these, one had been minority owned, and one majority owned, by inter-
national banks.3® 1Tn addition, the government restricted the activities of
the existing branches of international banks, 9 set strict operating require-
ments for them, and prohibited the creation of new branches. By these
actions, international bank presence and growth in the domestic financial
sector was greatly reduced, and the government became the major controller
of credit distribution within Peru.

However, the originally high capital requirements for the government
set by the industrialization policies, and increased considerably by
international corporate responses to those policies, created and then
greatly expanded what was essentially a new role for international banks--
as major direct lenders to the government.

The original Five Year Plan for 1971-1975, issued in 1970 before the
impact of the international corporations' responses was felt, planned for
the government's share of domestic investment to increase 56 percent by
1975, with investment in state enterprises to increase six-fold. Govern-
ment investment was to be particularly directed to the expansion projects
in mining and basic industry. O In addition to the programmed investment,
the government would have to bear the costs of carrying out the agrarian
reform and acquiring the basic industries.

The accomplishment of the government's industrialization goals, as
explicitly stated within the Five Year Plan, was to be predicated on the
government's acquisition of $1.8 billion in international financing between
1971 and 1975. 1In mining alone, the government required $421 million in
international loans, to provide 36 percent of the forecasted investment.

The original high international financing requirement was made neces-
sary by the narrow resource base of the government. The restricted
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domestic finance capital market was insufficient to provide the large
amounts of capital needed by the government to carrZ out its projected
structural changes and stimulate industrial growth. 2 Further, acquisition
of international financing was necessary to avoid a deterioration in the
balance of payments, by offsetting the effect of the $7.5 billion in imports
that the plan specifically required over the five-year period.43

One of the effects of the industrialization program's high interna-
tional financing requirements was to cause a change in the form of entry
of international capital into the economy. Rather than entering predomi-
nantly via direct investment by international corporations, the majority of
. international capital was to enter via international credits and loans.
The $1.8 billion in international financing was more than twice the amount
of new international investment capital that was to be acquired between
1971 and 1975. As a result, the government would become the intermediary
between international capital and Peruvian economic activities, in order to
direct the major portion of externally acquired capital into priority pro-
duction areas, and to select Peruvian entrepreneurs.

The responses of the international corporations in manufacturing and
extraction to the industrialization program greatly increased the importance
of access to international financing. As indicated earlier, the accomplish-
ment of the Five Year Plan also had been predicated on $700 million in new
investments by international corporations. Instead, there was a net outflow
of capital from the economy in the first four years of the Plan.%4 Govern-
ment investment had to increase substantially to offset the loss or stag-
nation of international corporate investment .%5

Thus, the failure of international corporations to provide the level
of new investment planned for them by the government accelerated the change
to international banks as the predominant source of new capital. This,
combined with the government's reorganization of the financial sector,
and its almost complete control over domestic credit, placed the government
as the sole intermediary and negotiator with international corporate en-
tities for the bulk of capital inflows.

The government's position as negotiator with international banks
(with its original change to international loans as the major type of
capital entering the economy) was the backbone of the government's economic
power and control within Peruvian production in attempting to reorient it
for the growth of industry.

First, it was the means by which the government financed its own
entrepreneurial expansion into the major extractive activities, basic
industries, and key industrial sectors. In this way the government could
directly implement changes in the structure of Peruvian production and in
the direction of growth of Peruvian industry, as well as affect the direc-
tion of change through government planning.

Second, the government's relationship with international banks was the
primary means for establishing its economic strength in relation to Peruvian
entrepreneurial groups and their economic activities (by controlling the
distribution of domestic credit and the access to international credit).
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Through its financial network, the government could determine which entre-
preneurial groups, and which of their activities, would receive financing

for operations and for expansion. The government thereby could have major
control over which Peruvian entrepreneurial groups would increase in strength
and be able to establish their economic predominance.

Thus, the financial activities of the government were the source of
its strength in relation to Peruvian entrepreneurs, and the basis for its
ability to restructure the Peruvian economy for industrialization.

However, although the basis chosen to establish the government's new
role, in combination with international corporate responses to government
policies, strengthened the government's position in relation to Peruvian
entrepreneurs, they placed the government in a potentially vulnerable posi-
tion in relation to international entrepreneurs. The government's acquisi-
tion of a central position in the economy, and its need for major amounts
of international financing to maintain that position, placed it in a situ-
ation of strong direct reliance on international banks. This reliance was
to compromise the military government's ability to make and enforce national
economic policy when national policy conflicted with international corporate
interests.

In the earlier years of the military regime, the government had come
into conflict with international banks, in this case a consortium headed by
Chase Manhattan Bank, over the financing of Southern Peru Copper Corpora-
tion's Cuajone project. In signing the concession contract, Southern had
insisted that the government underwrite the project, which required the
acquisition of $400 million. However, in order to receive a $200 million
loan for Cuajone and prove "good faith," the government was indirectly
required by the Chase Manhattan consortium to pay all outstanding expropri-
ation claims for activities that had belonged to international extractive
corporations based in the United States. This tacitly was understood to
include IPC. Specifically, as a condition for issuing the loan, the Chase
consortium insisted on a further loan guarantee and required that a loan
be acquired from the United States Export-Import Bank. The Export-Import
Bank, however, refused to give a loan until compensation was paid for the
expropriated holdingsof United States-based extractive corporations.

As a result, in February 1974 the Greene Agreement was signed between
the United States and Peruvian governments. The military government agreed
to pay $76 million to the U.S. government, which would then distribute the
money to the various expropriated corporations according to U.S. law. 46
With the signing of the Greene Agreement, the Export—Import Bank quickly
made a small loan to Southern for Cuajone, and the Chase consortium loan
followed within a few days.

Thus, the Chase consortium's loan requirement compelled the government
to pay compensations it had stated it would not pay, and to commit part of
its needed and scarce capital to profitless payments rather than to pro-
moting further economic growth. In this way, international banks basically
upheld the interests of international extractive corporations, but in a
negative way. With one partial exception, the international banks did not
promote the continuation of international extractive corporations' enclave
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export activities, but provided funds to these corporations for reinvestment
in more dynamic areas of extractive growth.

With the compensation settlement and the Cuajone loan in 1974, inter-
national credit channels were fully opened to the military government.
The government's greatly increased borrowing over the next three years
established its considerable indebtedness to international banks. Between
1974 and 1976, the amount owed by the government to international banking47
institutions (both lending agencies and private banks) more than doubled.

During this time, the government was assuming its central position
within the economy. By 1976, the state enterprises accounted for 52 percent
of the added value of production within the major economic sectors, and
more than one-quarter of all domestic production. The government was
responsible for nine-tenths of exports, one-half of imports, and over half
of investments. It had become the major entrepreneur in mining, fishing,
basic industry, the financial sector, and the international marketing of
essential products, including foods.4 In addition, the government had
taken direct responsibility for the most important new investments in ex-
traction and manufacturing, including those that opened new areas of pro-
duction. Thus, the core production activities, as well as the expansion of
production, were the direct responsibility of the government.

However, the state enterprises that had assumed the responsibility for
these activities were not highly profitable enterprises which could self-
finance their operations or projects. To the contrary, they had considerable
capital requirements. In 1973, the nonfinancial state enterprises as a whole
had a S/12 billion deficit, while the state financial enterprises had an
additional S$/21 billion deficit.%9 During that year, as a result of the
more than doubled level of state investment since 1972, the state enter-
prises accounted for 38 percent of_the overall government deficit. By 1974
they accounted for more than half, again as the result of sharply in-
creased new investments.

By 1973, 56 percent of the rapidly risinf government deficit was
financed by international financial sources.” The government relied
heavily on international banks' willingness to provide capital in order to
maintain the government's controlling power within the economy and in rela-
tion to Peruvian entrepreneurs. The larger result, because of the govern-
ment's greatly increased direct and indirect control over Peruvian produc-
tion and the major entrepreneurial role which the government had assumed

in key extraction and manufacturing activities, was to establish the great
reliance of the Peruvian economy, as well as the direction, quality, and
pace of industrial growth, on international banks.

In this situation, the international recession that struck the Peruvian
economy with considerable severity between 1975 and 1976 greatly magnified
the degree of reliance of the government and the economy on international
banks' willingness to provide capital, and the terms on which they wished
to provide capital.

Because the military government had been unable to implement major
changes in international corporate practices or positions within Peruvian
industry, international manufacturing corporations continued to import a
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high proportion of the intermediate and capital goods inputs needed for the
manufactured goods they produced in Peru. This situation, combined with
the corporations' continued oligopolistic positions in industry, and the
continued importing of inputs by Peruvian industrialists via licensing
arrangements with international corporations, continued to tie Peruvian
industry closely to the inflationary trends in the international manufac-
turing corporations' home markets.

As a result, Peru literally imported inflation and its recessionary
consequences from the industrialized countries. Prices for Peru's imported
goods increased 16 percent in 1973, resulting in a 23 percent increase in
the import account despite an increase in real terms of less than 7 percent.
The sharp rise in the import account was almost three times the average
annual growth rate of imports between 1970 and 1972.52 The same year, the
domestic inflation rate increased 13.4 percent, compared to an average
annual rate of 5.1 percent between 1970-1972.

Among the consequences of the inflation were, first, the overthrow of
President Velasco and his supporters, who had led the initial military
government and been the authors of the industrialization program and most
of the major structural changes being attempted. A major reason for their
overthrow was the failure of their economic policies and programs to stem
the inflation and prevent the economy from deteriorating. To the contrary,
the numerous large investment projects connected to the industrialization
program had exacerbated the inflationary situation that began in 1973.23

Second, the inflation had a severe impact on the Peruvian balance of
payments. While the 16 percent increase in the price of imported goods had
led to a 23 percent increase in the import account in 1973, the value of
exports had grown by only 18 percemt. By 1974, imports exceeded exports
by $403 million, imports having grown 85 percent and exgzrts only 35 per-
cent. In 1975, the trade deficit reached $1.1 billion. In that year,

i 55 . . . 56
imports grew by 35 percent, while exports declined 7 percent in value.

By the end of 1975, foreign exchange reserves were reduced to
$100 million from a level of more than $600 million in 1974, and by July
1976 the reserves had reached a deficit of crisis proportions, undermining
Peru's ability to pay for its industrial and food imports.57 The only means
to resolve the crisis in the balance of payments and in the recessionary
economy was to have major amounts of new inflows of international loans and
direct investments.

During the first two and a half years of the recession, during which
the government and the economy as a whole increasingly needed greater in-
flows of capital, international banks acquired a particularly strong
position for insisting on the slowing down, stopping, or undoing of the
government's industrialization policies that had sought to redefine the
positions of international corporations in the Peruvian economy in ways
unsatisfactory to international extractive and manufacturing corporations.
International banks, with their strong direct and indirect ties to both
types of international corporation, took advantage of the opportunity to
influence the policies.
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At the beginning of 1976, when the foreign exchange reserves still
had a small positive balance but clearly were heading rapidly toward
deficit, the government began to negotiate with a consortium of interna-
tional banks, headed by Manufacturers Hanover Trust, for a major loan to
cover the anticipated deficit and to meet the government's international
loan obligations. The negotiations extended until the foreign exchange
reserves entered into crisis deficit. At that point, the consortium
""bailed out" the government by giving a direct loan of $240 million under
terms that required the government to make another unintended compensation
for expropriated extraction activity, and gave to the international banks
the role of directly overseeing a stabilization program for the Peruvian
economy. This was a role that previously had always been carried out
among all nations by an international lending agency, the International
Monetary Fund.

As part of the loan provisions, the government agreed to compensate
Marcona Mining Company for the iron mines that had been expropriated a
year earlier under the Velasco administration, which publicly had indicated
it would not pay compensation because of backlogs of unpaid taxes and tax
fraud. The acquisition of the urgently needed loan was made contingent on
the settlement of the unintended compensation agreement with Marcona,58
which had wanted to divest itself of the iron mines and remain with a
monopoly of the marketing and transportation of Peruvian iron ore exports.
The agreement between Marcona and the military government provided for a
$68 million payment to Marcona and Marcona's exclusive right to market and
transport Peruvian iron ore exports. The $68 million payment in part would
come from the $240 million loan from the international banks.

Additionally, changes in government policies within an economic stabil-
ization program were made a requirement by the consortium in order for the
government to receive the loan. These changes included a reduction in
state entrepreneurial expansion, a devaluation of the Peruvian currency,
and an easing of the rules for international manufacturing corporate in-
vestment in Peru.

In the last days of June and during July of 1976, the military govern-
ment announced: 1) that the activities of the state enterprises would be
reduced by $149 million, which included a 25 percent reduction in capital
goods expenditures; 2) that the government was supporting the easing of
the Andean Code restrictions on international corporate investments in
manufacturing within Peru and the Andean market; and 3) that the Peruvian
currency had been devalued by 44 percent.62 Simultaneously, the remaining
members of the Velasco government, who had been major promoters of the
industrialization program, were maneuvered out of the Cabinet and into
retirement.

A month later the $240 million loan was agreed to, with a portion to
be disbursed to the government immediately, and the remainder to be given
at the end of the year, in order for the banks to be able to check on
whether or not the government had effected a reduction in its entrepre-
neurial activity and made a change in the terms for international manu-
facturing corporations' activities. In November, the industrial community
law was changed to reduce the maximum ownership share of the industrial
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community to 33 percent, to distribute the shares to individuals rather

than to the industrial community as a single entity, and to permit transfer
of individual shares to nonindustrial community members. These changes
eliminated the possibility of loss of managerial control in all medium-

and large-sized industrial enterprises, including international subsidiaries.

Thus, the international banks again demonstrated their willingness to
support the interests of international extractive corporations in a negative
way, by providing funds, not for enclave export activities, but for re-
investment in more dynamic areas of growth. More importantly, the banks
demonstrated a clear willingness to support positively the interests of
international manufacturing corporations, and to utilize the positions of
influence they acquired to pressure against locally created obstacles to
international corporate growth, orientations, and prerogatives within
industry.

Overview and Implications for Peruvian Industrialization

The internal needs of the military government, which were created by
the industrialization program it chose to initiate and magnified by inter-
national corporate responses to the program, maintained Peruvian production
within the orbit of international corporate dynamics and impact, despite
the government's goals of strengthening its own, and Peruvian industrial-
ists,' control over production and their respective positions vis-a-vis
international economic actors.

The means chosen by the military government to restructure the economy
in order to industrialize and reduce the domestic influence of international
entrepreneurs succeeded in lessening the impact of international extractive
corporations, but did not lessen the impact of international manufacturing
corporations, and increased the direct impact of international banks on
the government itself, on the Peruvian economy, and on the future of
Peruvian industrialization. Thus, the military government did not succeed
in reducing the effects of international corporate dynamics on the Peruvian
economy, but rather changed the international corporate group which would
have the most impact domestically.

The recession exacerbated the impact of international banks on national
economic policy, but did not cause it. The causal relationship had been
established prior to the recession, as a result of the industrialization
policies chosen by the government and the reactions of international manu-
facturing and extractive corporations to those policies. The government
had maintained an emphasis on the use of advanced technology, with its
capital-intensive characteristics, within the autonomous industrialization
program. This had occurred in part because of the choice to emphasize
export markets for manufactured goods as the basis for the short-to-medium-—
term growth of industry. The choice led to the perception of the need to
use advanced, capital-intensive technology within industry to establish the
competitiveness of Peruvian manufactured goods in external markets.

The focus on the use of advanced industrial technology was an important
cause of the industrialization program's emphasis on the expansion of the
mining/petroleum sector and, to a lesser extent, of export agriculture--
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expansion which was required in order to produce, in the short to medium
run, the higher levels of capital and foreign exchange needed to acquire
the advanced industrial technology unavailable domestically, as well as
to repay the finance capital acquired from international sources and
needed to initiate capital-intensive industrial projects. The expansion
of the mining/petroleum sector in particular then also required the use
of technologies largely unavailable within Peru, and set a larger capital
requirement for the industrialization program, a requirement which also
would have to be met through international sources.

The focus on the use of advanced technology thus led to an emphasis
within the industrialization program on developing export extraction,
rather than on developing food agriculture for the purpose of developing
an internal market. This resulted in the government directing the greatest
portion of its internally and externally acquired capital to the export-
extraction and manufacturing sectors, and in the government's inability to
direct major amounts of resources to the neo-subsistence labor population
in agriculture. As a consequence, the industrialization program was
unable to fulfill a major requirement for establishing an autonomous
indigenous industry: the development of a viable internal market.

The larger result was to place the government in the position of
requiring increased foreign investment in extraction and manufacturing,
and extensive borrowing from international sources to acquire the advanced
technology and capital for industrialization. Thus, basic choices made
by the regime established the major importance of resources held by inter-
national corporations and banks in the industrialization program. At the
same time, because the military government emphasized industrialization
achieved autonomously, it also sought within the industrialization program
to change the character of international corporate activities within Peru.

Therefore, the military government was challenging the basic cor-
porate nature and interests of international corporations at the same time
that it created a large requirement for precisely those resources most
concentrated in the hands of international corporate groups: capital and
advanced technologies. International corporations (particularly in manu-
facturing) and international banks thereby were placed in strong positions
to influence the achievement of industrialization goals in response to
government policies promoting economic autonomy which affected their own
activities. They continued in the strong positions structured by the
industrialization program, on into the period when an international reces-
sion seriously weakened the government's economic position and created
the opportunity for direct, intensive pressure against the autonomy-
promoting policies.

A number of implications for Peruvian industrialization can be derived
from the new role of international banks as direct lenders to the govern-
ment, a role that was the larger consequence of the industrialization
program. As the international banks indicated in their actions with the
government, they will directly promote the growth of international cor-
porations in manufacturing, and also will promote the growth of interna-
tional corporations in extraction, in areas that do not directly conflict
with manufacturing corporate growth.



23

This implies that international banks will not oppose further industri-
alization efforts in Peru over the long run, if these efforts serve to
benefit international manufacturing corporations' own worldwide growth.

It implies that international banks will not support further industrializa-
tion efforts in Peru oriented primarily to benefiting and strengthening
Peruvian manufacturers to enable them to consolidate their position as an
industrialist class. The further implication is that it will be very dif-
ficult, if not impossible, for a Peruvian government to once again promote
autonomous industrial development within the foreseeable future.

The larger implication is that Peru will industrialize over the long
run, with the assistance of international banks, but that its industriali-
zation will be structured into, and develop as a result of, the internation-
alization of production that is occurring through the global expansion of
international manufacturing corporations.

There is, however, a counterbalancing aspect of the seemingly uni-
directional impact of international corporate dynamics on Peruvian in-
dustrialization and on Peruvian actors. The new role of international
banks as direct lenders to the Peruvian government developed during the
period when direct lending by international banks to many LDC governments
expanded rapidly. This occurred as a result of slowed economic growth in
the industrialized economies in the late 1960s and early 1970s, and as the
result of the petrodollar surpluses that were deposited with the banks
after 1973.

The impact of the new wider, direct role of the banks has been to
create large outstanding debts to the banks among the non-oil-producing
LDCs, with little possibility of repayment apparent for the near future.
Because of the serious recession and balance of payments crisis, Peru had
been one of the Third World countries with the highest possibility of
defaulting on international bank loans. Some concern has arisen that a
single default by one LDC might lead to a series of defaults by others
and produce a worldwide bank crash. Therefore, the new role of inter-
national banks, in Peru and other LDCs, has created vulnerability for the
banks as well, and potentially decreases the imbalance in negotiating
strength between international banks and the Peruvian government in terms
of industrialization and other national economic policies to be followed
in the future.

Larger Implications for Third World Industrialization

Peru's experience with autonomous industrialization efforts provides
implications for development in other Third World nations. The experience
in Peru indicates that there is variation among international corporations
in their responses to Third World efforts to eliminate structural obstacles
to industrialization. In particular, it indicates that international cor-
porations located in manufacturing have a positive and direct stake in
industrialization attempts in Third World nations, insofar as these at-
tempts can contribute to the further growth of the corporations’ activities.
It also indicates that, although international extractive corporations are
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likely to conflict with Third World governments over measures to achieve
industrialization, international manufacturing corporations are not likely
to conflict with Third World governments over the achivement of industri-
alization per se, but over the distribution of the benefits of
industrialization.

The experience also indicates that a reduction in the strength of one
international corporate group within the economy, or in relation to the
government, does not automatically result in an absolute reduction in the
influence of international corporate dynamics on the economy and on govern-
ment policies, with a resulting rise in autonomy, but might to the contrary
lead to an increase in the influence of international corporate dynamics.

The experience of the military government in the industrialization
program also raises the question of a possible dilemma for Third World
societies that experience relative capital scarcity and pursue economic
autonomy as well as industrialization: such countries can seek autonomous
industrialization, thereby challenging international corporate dynamics,
or they can seek industrialization based on capital-intensive, advanced
technology, but they are unlikely to successfully do both. Within the
existing international corporate environment, the search for greater eco-
nomic autonomy and industrialization by Third World societies would seem
to require a challenge to the prevailing assumption of Western technology
and Western industrialization that industrialization must be connected to,
and rely upon the use of, capital-intensive technology, which in turn is
primarily available from international corporations. If Third World
societies intend to challenge international corporate dynamics, they cannot
simultaneously place themselves in the position of requiring those resources
that have given the international corporations their greatest economic
advantages.
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