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In the last part of his recent book, Mesa-Lago provides a systematic comparison of the policies
followed by Chile, Cubaand Costa Rica (Chapter 1) and of the results thereby obtained over the
relevant periods for each country (Chapter 2). Thisis accomplished , of course, by building on the
information developed in the previous three parts of the book which address the policies pursued and
the results obtained for each country individualy. Since otherswill discussthe individud parts, | will
focus exclusvely on the comparative issues.

It is quite difficult to perform a systematic comparison of policies and outcomes across the three
very different ‘models of development represented by these countries. To start with the word *mode’
isdecaving inthat, a least in economics, it normadly impliesafar more logicaly coherent and
congstent framework that can be associated with any of these ‘models as practiced by these three
countries, or any other ones for that matter. Out of this actual messy redlity it isthen necessary to
extract some common measuring rods for comparing both policies and outcomes. Since policies are
difficult to quantify and must be described quditatively while outcomes are easier to quantify, one would
think that comparing policiesis harder than comparing outcomes. Thisistrue, but it has aredeeming
feature.

Oneislikey to be more guarded and cautiousin comparing policies than outcomes and, thus,
the ratio of inaghts to disagreements generated by policy comparisonsislikely to be higher than for
outcomes comparisons. For thisreason, | will argue here that the grounds Carmelo establishes for
comparisons of policies are more likely to stand the test of time than some of the ones he establishes for
comparisons of performance or outcomes. Despite their qualitative nature, the ‘vague' measuring rods

for policies sdlected by Carmelo are indicators of a particular important or relevant condition or



Stuation without a vaue judgement necessarily attached to every palicy indicator asto whether more of
it isgood or bad. On the other hand, many of the * precise’ measuring rods for outcomes selected by
Carmelo, despite their quantitative nature, are not necessarily pointed in the right direction, because
they dl entall the vaue judgement that more of the indicator is aways good or dways bad and this may
be true for some but not for al or even most of hisindicators.

Our discussion garts by identifying the main measuring rods for policies used in the book. The
role of the state, according to Carmelo, can be measured in two dimensions: in terms of its power to
implement and change policies and in terms of its degree of intervention in the economy. He points out
that in the case of these three countries the continuity of policies has been greeter in Costa Ricathan in
Cubaor Chile. Yet the role of the gate in the first dimension has been much greater in both Chile and
Cuba ( in the second dimension Costa Rica stands between Cubaand Chile). Continuity of policy asa
measuring rod is described as follows. “Continuity in policy should be beneficid for performance in the
long run, unless such a palicy is inadequate, but then it would probably be corrected.” Thus, continuity
of policiesis one solid basis for comparison but more is not necessarily better in dl circumstances.
Moreover, Carme o attributes the greater degree of continuity of policiesin Costa Ricathan in Cuba
and Chileto its democratic and plurdigtic characterigtics. It is hard to disagree with thisinsght even if
you don't find Carmeo’'s particular arguments entirely persuasive.

Carmelo describes the differences between the three moded s in terms of gods, economic
organization, development strategies, outcomes and socid codts. Only the second, third and fifth of
these can be viewed as policies and only the last one has the connotation that the less of it the better.

For instance, whether more of an outward or inward strategy is better depends on circumstances.



There are different points of view in the economics professon as to which palicy is better and when it
should be applied,* but there is widespread agreement that it is an important policy in determining
outcomes. Carmeo smply compares the strategies adopted by the three countries without passing
direct judgement on them, which is what one wantsto seein this case.

Findly, Carmdo identifies three crucid policy issues on which to compare the models.
Would it have been feasible to avoid or reduce socid costs of each modd by changing some of their
policies? Carmelo answers this question affirmatively and proceeds to document the answer for al
three moddls. Were the policies compatible or did they involve trade-offs? Here the answer is yes and
no for al three countries. That is, in some cases trade-offs were avoided due to favorable economic
circumstances that harder times made impossible to avoid in other cases. Last but not least, how did
these models do with respect to the criss of the 1980's? Carmeo’s answer isthat initially Chile and
Cogta Rica were negatively affected but Cubawas not. The answer to thislast question may be
controversia?, but the merits of raising the question as a proper basis for policy comparisonsis not.

When we turn to the andlysis of performance or outcomes, the Situation becomes better and
worse smultaneoudy. It becomes better in that now indicators of performance can be measured

precisely. Furthermore, Carmelo does as good or better job than anyone in ensuring the quadity of the

! Even the policy of import substituting industridization (1S1), which has been severdly criticized
in mogt settings, has been recently given legitimeacy in certain settings by a prominent member of the
professon in amainstream journa, Bruton (1998).

2 For instance, Since important factorsin bringing about the 1980's crisis were the ail price
shocks of ‘73 and ‘ 79, one could argue that the reason Cuba was not affected, namely subsidized
Soviet ail, disgppeared in 1989 and Cuba was eventudly affected by the same factors. Smilarly, one
could aso argue that the recovery to the crisis Sarted earlier in Chile and Costa Rica because, among
other reasons, they adjusted firs.



individuad measurement from the point of view of the reliability of the data. Nonetheless, thingsaso turn
for the worse because  many of these very well measured indicators are not really measures of
performance or outcomes. In particular of the 14 economic indicators, 7 would be unacceptable to
most economists as unambiguous indicators of good or bad performance or of ahigh or alow leve of
development by themsalves. Yet Carmelo treats each one of them as such (p.594) in order to add
them up as part of the process of congructing aggregate indexes that lead to overdl rankings of various
types (absolute, reative and combined) for the three countries.

More specificaly, | am referring to the seven following indicators: Gross Domestic Investment
(as apercentage of GDP), Composition of Output, Export Concentration, Import Compostion, Trade
Partner Concentration, Volume and Balance of Trade per Capita and Composition of the Labor Force.
These seven indicators are dubious as indicators of performance in that having more or less of any of
them is meaningless as an indicator of performance in the absence of additiond information or cavests.
Hence, it islogicdly inconsstent and somewhat mideading to include them into an additive performance
index.

For instance, Composition of Output (best performanceis lowest agriculturd share and highest
industrial share) and Composition of the Labor Force (best performance is lowest agriculturd share)
are two different ways of measuring the same concept, namely the structure of output. While we
observe that on average the share of agriculture (industry) is lower (higher) with the leve of
development, it does not follow that at any particular time and for any particular country a higher share
of indudtry, for example, impliesahigher levd of devdopment. 1t may smply imply ahigher levd of

supidity among the country’ s policy makersin force feeding indudtridization or it may imply aresource



endowment more conducive to the development of an indudtrid base. Thisis especidly relevant for
these countries, snce Carmelo demongtrates thet at least two of them relied on policiesamed a
promoting indudtridization at various stages.

Gross Domestic Investment (GDI) is an unreliable indicator of performance becauseitisan
input into the true or output indicator, namely higher growth. Carmelo is somewhat aware of thisissue
and throws in the cavest that he is assuming investment is done efficiently (p.569); but there is another
aspect of theissue that arises by definition® which Carmelo ignores -- namely, the effectiveness of
investment as an input into higher growth is dramétically affected by the share of the investment financed
out of domestic savings rather than out of foreign savings. That is, 40% GDI/GDP with a 40% ratio of
GDSGDP implies very different growth potentia than 40% GDI/GDP with a20% ratio of GDS to
GDP. Incidentally, gross domestic savings are much harder to measure accurately and show up
nowhere in the comparisons.

The four remaining indicators relate to the externa sector. Volume of trade per capita ( X
+M)/POP* plus balance of trade per capita (X-M)/POP as an indicator reduces to 2 times exports per
capita, i.e., (X+M +X-M )/POP = 2X/POP. If we view thisindicator as an index of openness and we
view openness as a determinant of growth of GDP in aproportiona fashion, then thisis an index of
performance but it is redundant once we include growth itsdlf as an indicator. Import Composition is

measured by alower share of imports of agricultural products and fuel indicating higher levels of

3 Itiswel known that nationa income accounting requires GDI = GDS + FS, where GDS is
gross domestic savings and FSisforeign savings.

4 X isexports, M isimports, and POP is population.
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performance or development. By this measure, Japan must be one of the least developed countriesin
the world!

Export concentration, for example measured as the share of tota exports of your mgor export
product, is viewed as an inverse indicator of performance. A caveat acknowledging that Saudi Arabia
isdoing fine, despiteits export concentration, attributes thisto oil being a strategic high priced export
while other products, specificaly sugar are not. This cavest is less convincing when one remembers
than in the late 18" century and early 19" century sugar was referred to as white gold while oil was
referred to asthe devil’s shit. Actudly, the underlying issue here is that variability of an input can
trandate into variability of the output and the latter will have negative welfare consequences if
consumers arerisk averse. Therdevant indicator of performance in this case, however, isthe
variability of the output indicator not an index of an input that may or may not be the mgor contributor
to variability of the output indicator a any onetime. Similarly, trade partner concentration, measured as
the percentage of exports going to the largest trading partner, is viewed as adirect indicator of bad
performance. On this bass the leaders of Canada and Mexico must be out of their minds, Snce
NAFTA isthe best mechaniam for rasing their dready extremely high score on thisindicator of bad
‘performance’ to its maximum.

Two of the remaining seven economic indicators are measures of borrowing: either from
economic agents in afuture period (the fiscal baance) or from foreigners (the external debt per capita).
They have the characterigtic that whether they are good or bad depends on the stage of the business

cycle or the stage of development of a country, respectively, and on how well you use the resources



that you are borrowing.® Two of the remaining five indicators, the real wage and open unemployment
rates, are indicators of aspects of the distribution of income or poverty incidence. If one had good
income digtribution or poverty incidence data, they would be unnecessary.  Nonetheless, we usudly
don't have such data and much less so in this case. Hence, by themsalves they perform avery useful
rolein making comparisons.  Similarly, inflation is useful as an indicator of performanceif you can't
measure other things well, either prices or GDP or both; otherwise, it becomes controversid. For
indance, thereisan old literature in which it isargued thet alittle bit of inflation is good for growth for
various reasons while acknowledging that high inflation is detrimenta for growth.®

The last two indicators, GDP or GSP growth and GDP per capitaor GNP per capita,
are conceptually appropriate as indicators of performance by themsaves. Undoubtedly the greater the
growth of GDP or GSP the greater the economy’ s capacity to produce and
the greater GDP per capita or GNP per capita the greater the capacity to produce per person and the
capacity to consume per person, respectively. It isin the congtruction and evaluation of the rdiability of
data underlying individua indexesthat Carmedo isat his best and these two indexes provide excdllent
examples. In the case of these series his meticulousness is particularly vauable, because of the difficulty
of comparing two different accounting systems, i.e., the capitalist and the socidi<t, and the problems
with discontinuities in the underlying seriesfor Cuba  Nonetheless, it serves no useful purpose to add

these two indicators of performance in the congtruction of an overall index due to the consderable

> Mesa Lago acknowledges the second point with respect to the externa debt.

®While thisliterature is old, it is till relied upon in modern textbooks on devel opment, Perkins,
Raddlet, Snodgrass, Gillis and Roemer (2001, Chapter 13).
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amount of overlap or double counting that would exist. Of course, this does not detract from the
usefulness of each indicator by itsdf.

Summing up our discussion of economic indicators, there is along tradition in Economics of
evauating overdl country performance by looking at GDP per capitaor GNP per capita. It isthe best
summary measure we have because it minimizes or eiminates the two main problemsidentified above
with most of Carmelo’sindicators. either more of the indicator is not dways good or bad or thereis
consderable overlap or double counting with other indicators. The one widdly recognized and
accepted problem with this measure, especidly in the development literature, is thet it does not capture
movements in the income distribution. Considerable attention has been devoted to the evaluation of
gtuations where this measure and income distribution measures yidd different eva uations of
performance, for example Fields (1980). Congructing alinear additive index of the two dimensons
has never been recognized as a solution. For instance, Paes Barros and Mendoza (1995) show that,
for certain classes of welfare functions that exhibit averson to inequdlity, if per capitaincome increases
and poverty incidence, as measured by the first two of the FGT indexes, decreases welfare increases
regardiess of what happens to other inequality measures. What is the usefulness of these complex
procedures if smply adding up indicators were deemed to be a satisfactory procedure? Their
usefulness arises because a smple adding up is viewed as unsatisfactory or mideading.

More recently, in the development literature there has been a movement to consider dimensions
of performance other than the economic one under the influence of Sen’s (1987) concept of
capabilities, for example Betancourt (1996). Two dimensions stressed by Sen have been education

and hedlth and an additiona dimension stressed by Dasgupta (1993) has been control over one'slife or



freedom to engage or participate in various activities of acivic, political or economic nature. How to
measure these non-economic dimensions has been the subject of less research and discussion than the
economic dimenson. Nonetheless similar principles apply. Carmelo is aware of thisliterature and
provides six indicators of performance that fal into these areas under the heading of socid standards.
All six of the indicators satisfy the criterion that having more (or in some cases less) of the
indicator by itsdf isaways good. In the case of education , the measures used by Carmelo are
illiteracy and educationd enrollment in secondary and higher education. One can argue that the first one
isameasure (an inverse one) of quantity and the second one of qudity so that there islittle overlap or
double counting in the two measures. The main issue in adding these two is why use equa weights,
which Carmédo does. The UN Human Development Index, for example, uses unequd weightsin
adding up smilar measures. The choice of weightsis arbitrary. With respect to the hedlth measures,
Carmelo usssthree indicators. infant mortaity, life expectancy and the rate of five contagious diseases.
Here one problem is overlap or double counting of a hedth indicator when adding the third measure to
the first two. Another oneiswhy give dl three indicators equa weights? From a measurement point of
view, the use of life expectancy and infant mortdity as different indicators of hedlth can be justified on
the grounds that the latter is determined by different factors and picks up qudity dimensions of hedth by
focusing on a particularly vulnerable sub-sample. Neverthdess, it is difficult to find arationae for why
the third measure does not contain a considerable overlap or double counting with respect to the
previous two as a hedth indicator. Thisis the case regardiess of how vauable or interesting the
measure may be by itsdf. Findly, the last indicator of the 20 in Carmelo's aggregete indexes is the

number of housing units. Again thisis an interesting piece of information by itsalf but itsrolein an
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aggregate index of performanceislessclear. After dl, housing expenditures are included in GDP so
there is double counting with that indicator.

Incidentaly, Carmelo congders other indicators in some detail but excludes them from the
combined index for various reasons. The latter can perhaps be described as difficulty of establishing
comparability at various points in time suitable for the andysisin the book. Nonetheless, some of these
indicators are interesting by themsdves regardiess of their incluson in an overdl index.  Smilarly, and
particularly noteworthy in our context, Carmelo discusses indexes of economic freedom and of civic
and politica libertiesin his comparisons with other internationd rankings (pp.604-605). Not
aurprisingly, Cubais at the bottom of both type of indexes while Chileis at thetop in the first one and
CogtaRicais at the top in the second one.

Carmelo concludes this part with a brief update from 1994, when most systematic comparisons end, to
the most recent year feasble. This section contains dso his assessment of the viability of the three
models.

Summing up, this book does many things and it does most of them very well. The emphasison
adding up problemsin our discussion has to be viewed in the context of the more generd contributions
inthe book. Furthermore if we look at the substantive conclusions derived from the aggregate indexes
with respect to how these three different countries perform, the quditative answers given by the
aggregate indexes, despite their conceptud flaws, are broadly consstent with dternative ways of
comparing the three countries using the individua indicators presented by Carmelo.  Namely, Cuba
does poorly economicaly and adequatdly in terms of hedth and education. For example, one of the

mogt interesting pieces of information in this book is provided by infant mortdity rates in the three
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countries between 1960 and 1992, Table V.21. Cuba startsin 1960 at 35.9 per 1000 and it improves
to 10.2 per 1000 by 1992. Chile and Costa Rica start in 1960 at 119.5 and 74.3, respectively, and

improveto 13.9 and 13.7, respectively.

References

Betancourt, R. 1996. “ Growth, Capabilities and Development: Implications for Transition Processesin

Cuba . Economic Devdlopment and Culturd Change. 44, 315-31.

Bruton, H. 1998. “ A Recongderation of Import Substitution”. Journa of Economic Literature.

36, 903- 36.

Dasgupta, P. 1993. An Inquiry into Well-Being and Dedtitution Oxford: The Calrendon Press.

Fields, G. 1980. Poverty, Inequdity and Development. NewY ork: Cambridge University Press.

Paes Barros, R.and R. Mendoza. 1995. The Evolution of Welfare and Inequdity in Brazil since 1960.

Revida Bradsleirade Economia. 49, 329-52.

Perkins, D., S. Radelet, D. Snodgrass, M. Gillisand M. Roemer. 2001. Economics of Development.

New York: W. W. Norton & Company.

Sen A. 1987. The Stlandard of Living. Cambridge: Cambridge University Press.

United Nations. 1999. Human Development Report. New Y ork: Oxford University Press.

12



