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INTRODUCTION

It has become rather common to say that the economic importance of
Latin America for the United States has declined sharply, mainly owing
to the fact that the region's relative position in the external trade of the
United States has deteriorated progressively." While the figures do in
deed reveal that the region now plays a lesser role in U.S. foreign com
merce than it did some decades ago, it would be grossly misleading to
assume that the overall economic importance of Latin America for the
United States and other core powers also has declined. Economic rela
tions between the Latin American periphery and the United States
should not be analyzed merely in quantitative terms, on a bilateral ba
sis, and only at certain points in time. It is necessary to shift attention to
the structural level, to verify, for example, whether this decrease in the
Latin American share of world trade necessarily implies a breakdown of
the bonds that have existed historically between core and periphery
economies.

As capitalism expanded worldwide, it shaped the "structural de
pendency" presently suffered by underdeveloped countries. It also cre
ated a strategic dependency of the core powers on foreign sources of supply,
particularly underdeveloped regions, for low-priced strategic minerals,
cheap labor, and markets, all of which are essential for the national
defense and continued economic growth of core countries. Marx ob
served a similar phenomenon when-writing on colonialism in China
and India-he suggested that not only was Asia becoming more depen
dent on Europe, but that the reverse was true, as well. 2 Following the

"The author wishes to thank James Caporaso, John McCamant, Satish Raichur, and Peter
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also are owed to the anonymous reviewers from LARR who contributed valuable com
ments. Of course, none of these individuals is responsible for any errors or weaknesses in
the article.

3

https://doi.org/10.1017/S0023879100033367 Published online by Cambridge University Press

https://doi.org/10.1017/S0023879100033367


Latin American Research Review

Hegelian thesis that the master-slave relationship produces a dialectical
dependency of the master on the slave, one could postulate that the
strategic dependency of the centers on the periphery is an unavoidable
consequence of the development of capitalism at the world level.

Strategic dependency does not denote simply a state-to-state de
pendency; rather it characterizes a situation in which the international
segment (that sector associated with multinational corporations) of the
dominant structure of advanced capitalist societies depends for its con
tinued prosperity upon access to the cheap natural resources, labor, and
markets of, principally, underdeveloped societies. The phenomenon of
strategic dependency is also closely related to class questions inside the
core countries in that it can affect domestic intra- and interclass conflicts
and alliances. For instance, past experience shows that the exodus of
U.S. multinational corporations to the periphery in search of cheap raw
materials and markets is generally backed in government circles but
opposed by organized labor.

Although it may seem contradictory, strategic dependency is a
form of structural dependency, since it denotes an internal structural
tension in capitalism as a mode of production. However, the two types
of dependencies differ because the societies in which they prevail are
different and because the dimensions affected are also different: strategic
dependency translates principally into external vulnerability and limits
to action, particularly in the economic sector of developed countries;
structural dependency is a transnational and comprehensive phenomenon,
meaning that underdeveloped societies-both in their domestic and ex
ternal spheres-are shaped in their economic, political, social, and cul
tural dimensions by the structural requirements of the more dynamic
centers of world capitalism." Of course, within concrete national con
texts, there is a certain degree of overlapping of both types of depen
dency. For example, a relatively more advanced periphery country, such
as Brazil, may experience both structural and strategic dependency.
However, despite their coexistence in a given nation state, one form
tends to be predominant and ultimately defines the insertion of that
country into the world political economy. In the case of Brazil, as in the
case of most periphery societies, it would appear that the dominant
situation is structural dependency. According to this conceptualization,
center countries generally have a greater range of options to reduce or
control their dependency than do periphery nations.

Following this line of thought, and considering the recent global
context of sharpening competition among center nations to secure ac
cess to overseas sources of cheap raw materials, low-priced labor, and
markets, this essay postulates that the economic significance of Latin
America for the developed countries has not only continued but, in
some cases, increased. To demonstrate this, the three main components
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of strategic dependency shall be explored, and an effort will be made to
link the dependency of the core to the international bargaining power of
the Latin American periphery.

THE COMPONENTS OF STRATEGIC DEPENDENCY

Critical Minerals

A good deal of the world's exportable reserves of strategic minerals" are
located in developed countries such as Canada, Australia, and South
Africa. But, interestingly, a great amount of these resources (i.e., oil,
bauxite, copper, manganese, cobalt) also are found in underdeveloped
areas, particularly in Latin America. In regard to resources, the strategic
dependency of any core country arises basically from (a) the physical
absence of given strategic minerals and! or (b) the existence of uneco
nomic conditions for the exploitation of those materials physically avail
able. The latter point leads to another reason why it is important for the
centers to preserve access to cheap foreign raw materials: the import of
low-priced materials by multinational corporations allows them to slow
down investment in constant capital, which translates into higher profits
for the conglomerates involved." Consequently, it makes sense for mul
tinational firms to attempt to monopolize cheap raw material sources as
a way of earning economic rents continuously.

The importance of cheap basic resources for the core is further
revealed by the argument that successful capitalist growth and expan
sion is founded upon the availability of raw materials. According to
Raichur: "To the extent that cheaper raw materials are available outside
the jurisdiction of national capitalism they will be sought out and used
because they stretch the ability of released capital to be employed pro
ductively."6 Similarly, Furtado argues that "the logic of the present sys
tem of accumulation, with its very short time horizon, consists of exert
ing increasing pressure on nonrenewable resources. But since these re
sources are located in the periphery an entirely new problematique has
emerged."7 In other words, it is not simply a "matter of convenience"
for developed nations to import minerals from abroad; it is a matter of
economic advantage and structural need. As a technical study on the
United States and foreign raw materials indicates: "The U.S. economy,
of course, has benefited from its use of foreign minerals. Imports of
most minerals came from cheaper sources of supply in foreign countries.
They reduced U.S. costs for materials and facilitated U.S. exports of
metals and of manufactured goods containing metal. Thus they made
possible larger real incomes in the United States than would have been
possible if more expensive domestic resources had been developed."B

The strategic dependency of the centers with regard to the natural
resources of Latin America dates back to the Iberoamerican conquest,
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even though it became clearer during the beginning of the present cen
tury. During the early 1900s, U.S. investment in the region was highly
concentrated in relation to country and sector. American corporations
were primarily interested in areas that complemented the U.S. economy
and would not compete with American firms; thus, investment centered
on petroleum, industrial minerals, sugar, bananas and other commodi
ties, and railways (to facilitate the export of raw materials.)? Then, the
production of armaments for World War I spurred a renewed interest in
strategic mineral commodities; new mining and oil concessions were
sought in South America and the rest of the Third World. After the War,
the United States preempted Great Britain as the principal source of
foreign capital in Latin America, with the bulk of direct investment still
in agriculture and mining (including petroleum). From 1929 to 1950, the
inflow of "new" capital to Latin America was modest. The slowdown in
new U.S. investment was due largely to the worldwide economic crisis
and to the nationalistic policies of some Latin American republics. De
spite everything, this period witnessed an increase in U.S. foreign in
vestment in the mineral resources (including petroleum) of the region
from 38.3 percent of total investment to 43.1 percent (see table 1).

After World War I, the Japanese also had begun the worldwide
search for raw materials and markets. Among the preferred target areas
for their expansion were South America and, particularly, the South
Seas, regions that not only were rich in natural resources but also had
open spaces for colonization. to Germany and other European powers
centered their attention on the vast resources of Africa and Asia. After
World War II, Japanese investments in Latin America were made to
"obtain assured sources of raw materials, such as iron and copper ore,
for Japan's industries."tt Even though, at that time, Japan's trade with
Latin American countries was smaller than that with Southeast Asia and
North America, her investments there were greater than in any other
region of the world. According to the Japanese Ministry of International
Trade and Industry, these investments were concentrated principally in
the Andean region (especially Bolivia and Chile) and in Mexico, in the
mining industry. 12

In the aftermath of the Second World War, Germany found itself
"with the same well-rounded industrial structure that it had before the
war."13 Partition reinforced the concentration on basic and capital goods
industries, due to the fact that almost two-thirds of prewar capacity in
heavy industry and producer goods factories remained in the Western
zone. The new West German economic structure meshed almost per
fectly with postwar patterns of world demand, but it separated the
industrial zones from the agricultural hinterland and from access to
Eastern European sources of raw materials. West Germany desperately
needed foodstuffs and minerals; therefore, it began to show great in-
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terest in Latin America and its resources. By the end of 1965, West
Germany had already invested about 1.6 billion OM in the region. Al
though this amount was modest in comparison to investments by other
advanced powers, in relation to German investments in other areas,
Latin America's share of the German total ranked second, with about 20
percent, after Europe, with 54 percent. 14

The postwar period witnessed a progressive shift in U.S. foreign
investment out of the extractive sector and into manufacturing activities
oriented to the supply of the Latin American market. As can be seen in
table 1, the relative weight of mining and petroleum-as a percentage of
total U.S. investment in the region-dropped from 43.1 percent in 1950
to 16.4 percent in 1978, while the manufacturing sector jumped from
17.1 percent to 35.8 percent. In other words, throughout the last two
decades, the axis of strategic dependency-particularly for the United
States-has moved away from the mineral resources dimension towards
the aspects of local market and cheap labor. However, this historical
change in the relative weight of the different components of strategic
dependency is partly offset by a renewed post-oil-crisis concern in the
centers regarding access to critical minerals, and by the "obsolescing
bargain" phenomenon, which shall be addressed later.

The emergence of a "resources nationalism" among resource-rich
periphery nations (particularly in Latin America), a growing inter
national concern for the deterioration and possible exhaustion of the
earth's resources, and the implementation of an oil embargo in 1973
brought about important complications for strategically dependent cen-

TABLE 1 United States' AccumulatedInvestment in Latin America (in US$ Millions
and Percen tages)

Mining Manu-
and Petro- [ac-

Year Total Smelting 0/0 leum 0/0 turing 0/0 Othera 0/0

1929 3,519 732 20.8 617 17.5 231 6.6 1,939 55.1
1943 2,798 405 14.5 618 22.1 325 11.6 1,450 51.8
1950 4,576 666 14.6 1,303 28.5 781 17.1 1,826 39.9
1960 9,249 1,331 14.4 3,264 35.3 1,631 17.6 3,023 32.7
1966 11,448 1,565 13.7 3,425 29.9 3,318 29.0 3,090 27.0
1970 14,760 2,071 14.0 3,938 26.7 4,621 31.3 4,131 28.0
1977 28,110 1,628 5.8 3,489 12.4 10,063 35.8 12,930h 46.0
1978 32,509 1,664 5.1 3,661 11.3 11,644 35.8 15,540h 47.8

Source: Compiled by the author from Alfredo E. Calcagno, lniorme sabre las inuersiones directas exiranieras
en AmericaLatina,E/CEPAL/G 1108~enero1980), p. 35, and Survey oiCurrent Business59, no. 8 (August
1979):26-2_7_. _

alncludes agriculture, commerce, public services and various other nonmanufacturing activities.
"These figures are inflated by growing flows of financial resources to tax-havens Bahamas and
Bermudas.
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ter nations. According to a recent study, the oil crisis of 1973 illustrated
the dangers of strategic dependency, and motivated significant increases
in levels of economic aid ("cooperation") on the part of the United
States, West Germany, Japan, and other core countries toward the
resource-rich nations of Latin America. Differences in degrees of coop
eration were found to be dependent upon variations in the levels of
strategic dependency of the center nations involved. 15

In the case of Japan, the oil crisis caused a general slowdown in
overseas investment: Japanese external investment dropped considera
bly (31 percent) from 3,497 million yen in 1973, to 2,396 million in fiscal
year 1974. However "although investment declined in almost all sectors,
those in the mineral industry rose to ¥ (p.9) 743 million."16 Moreover,
the high degree of strategic dependency experienced by Japan has forced
her multinationals to yield to bargaining pressure. Presently, Japanese
firms tend to offer better investment terms to resource-producing hosts
than do American or German firms. For instance, "in Peru the Japanese
agreed to a time limit on their investment, worker participation in man
agement decisions and government control of their pricing and market
ing practices." 17 This is why an analyst from the U.S. State Department
wrote that, "the overriding consideration for Japanese participation in
the mining industry of Peru is assured access to raw materials. Profit
from investment or marketing in third countries is definitively subor
dinated to that."!" Interestingly, although U.S. investment in the An
dean region (which includes Peru) decreased noticeably during the early
1970s, due to expropiation and divestment, American investment ex
penditures in resource-rich Peru itself stayed at a high level owing to
Southern Peru Copper Company's expansion of activities around the
huge Cuajone mine complex. Likewise, United States net total flows of
financial resources to the Andean country jumped-despite the nation
alistic policies of Velasco Alvarado-from $15 million in 1969 to $467
million in 1975. 19

Foreign economic assistance constitutes a vital tool of the centers
to gain preferential access to the critical mineral resources of Latin
America. In the words of a Washington spokesman:

Why should the United States persist with foreign assistance? ... Consider first
the economy. The United States is increasingly linked to the developing coun
tries in international trade and investment. U.S. imports of energy fuels and
minerals are expected to increase from $8 billion in 1970 to more than $31 billion
by 1985-a fourfold increase in the next 13 years. The known reserves of many
minerals are largely located in the developing countries.... The United States
has a fundamental interest in insuring that the developing countries are part of
an international trading system in which resources are freely shared."20

Not surprisingly then-and as a consequence of the 1973 oil embargo
section 633 of the U.S. Foreign Assistance Act of 1974 "authorizes the
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President to furnish military or economic aid in exchange for 'strategic
raw materials' in short supply whenever he determines it to be in the
national interest."21

In the case of Japanese aid, there has been a tendency, since the
1960s, to give greater preference to countries that are relatively less de
veloped, but that are endowed with vital natural resources needed by
Japan. In a study by Hasegawa, resource-rich nations, such as Brazil
and Peru, scored among the top twelve countries on a list of thirty-eight
favored with the largest percentages of nonpayable grants to total Japan
ese assistance.P There is little doubt, therefore, that-as a U.S. gov
ernment document observes-Japanese official economic aid "is being
increasingly focused on countries or regions producing minerals and
agricultural commodities imported by Japan."23

A study of West German aid to underdeveloped countries during
the early 1960s also reveals that an important reason behind Germany's
economic assistance program is her need for critical minerals from some
of those nations. In the words of Knusel: "Since the German economy
would be greatly weakened without basic raw materials, it is in their
interest that they remain on good terms with the developing countries
from whom most of them are obtained. Aid in effect provides Germans
with the means for maintaining and strengthening their own economic
health and stability."24 Just as for external investment, the Latin Ameri
can countries which receive more aid from Germany are Brazil, Peru,
and Mexico.

In sum, the strategic dependency of the core on the key minerals
of Latin America and other periphery regions, together with the 1973 oil
crisis which acted as a catalyst, led to attitudes of "cooperation" of the
centers with resource-rich periphery nations. Precisely because of this, a
document from the Ministry of Foreign Relations of Japan indicates that
"the importance to Japan of Central and South America, which has
many underdeveloped resources, increased further in 1973 as the prob
lem of resources and energy became more serious throughout the world .
. . . It is considered that Japan's relations with the Central and South
American countries will become even closer, with economic relations as
the axis ." 2S

Cheap Labor

The strategic dependency of the centers with regard to the factor of
"cheap labor" represents principally a characteristic of the postwar
period, linked to the process of transfer of infrastructures of production
from the centers to the periphery. Increasingly, the world economy has
witnessed the emergence of "free production zones" or "platforms of
production" of multinational corporations, which can be defined as
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"industrial enclaves set up for world-market oriented industries at sites
where cheap labor is abundant."26 At present, the platforms of produc
tion located in underdeveloped countries constitute a structural need
for the multinational corporations: due to increases in the cost of labor in
the centers, the exploitation of lower wages in the periphery allows in
dividual multinational firms to reduce costs and· thus increase profits.
One author described the phenomenon in the following terms: "For the
first time in world history, our capitalists have both the physical and
psychological ability to exploit the Third World's most basic resource
its cheap labor. Increasingly, they will do so, partly from choice but
mostly from necessity, and this development is a rope with which many
a traditional American or European multinational will be hanged."27

The changes that have taken place in the nature of strategic de
pendency during the postwar period partly explain the emergence of a
new international division of labor. The growing interest of the core in
the supplies of cheap labor of periphery countries-at the expense of
their mineral resources-has been linked intimately to the redistribution
or relocation of production at the world level. Hence, it is now widely
accepted that the classical international divison of labor between ad
vanced exporters of manufactures and underdeveloped exporters of raw
materials has ceased to exist. The new international division of labor
distinguishes itself by the fact that:

a single world market for labor and a single world market in industrial sites now,
for the first time, effectively encompasses both the traditional industrial coun
tries as well as the underdeveloped countries. In many cases industrial capital
can earn extra profits through a suitable reorganization of production, because a
suitable subdivision of the production process makes it possible to exploit the
worldwide industrial reserve army with the help of a highly developed trans
port and communications system.s"

Multinational corporations of the centers have come to value pro
gressively the labor of periphery nations because the salaries paid to
workers in the underdeveloped nations amount to a small fraction of the
wages of workers in the developed countries, even considering the
"productivity of labor" factor. A recent study, that applies different
methodologies that take into account the productivity of labor element,
concludes that the salaries .paid by transnational corporations to the
workers of the periphery are, at the official exchange rate, about 60 to 80
percent below the wages paid normally for the same work in the United
States.??

According to the U.N. Comisi6n Econ6mica para America Latina
(CEPAL), considering the wide differences in the cost of labor between
the Latin American countries and the United States, Latin American
labor will continue to be significantly cheaper than that of the centers
"even if advanced income distribution policies are applied."30 Inciden-
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tally, there are also marked differences in the labor costs of operations of
a single enterprise, depending on where it is based. For example, in the
case of General Motors, by the end of 1972, the average cost of one hour
of production work, as a percentage of the cost in the U.S., was less by
35 percent in Mexico, 18 percent in Brazil, and 16 percent in Argentina. 31

Some analysts hold that the dependency of core corporations
upon the cheap labor of the periphery is affected by the kind of techno
logy utilized: e.g., capital intensive versus labor intensive. Obviously,
the more a given corporation employs labor-intensive technologies, the
greater its interest in the abundant cheap labor of the periphery. 32
Hence, many U.S. companies transfer part of their production processes
to, for instance, the north of Mexico, where labor is relatively cheap. A
major feature of this type of transfer is that it involves relatively small
amounts of fixed capital for installation; therefore, if labor or fiscal prob
lems arise in the host country, it is easy and inexpensive for the corpora
tion to move elsewhere.P

Available evidence suggests that enterprises that utilize labor
intensive techniques are not the only ones to move to low-wage regions.
According to Turner: "in the past only the extremely labor-intensive
industries went abroad, while today the industry that can be exported
has a much more 'capital-intensive' orientation. Ten years ago, the high
labor content in textiles threatened the existence of the industry in the
developed economies; today the labor content in small cars may be
enough to force their manufacture in relatively cheap-labor areas."34 In
addition, it has seemingly become quite difficult to distinguish clearly
between corporations that utilize capital-intensive techniques and en
terprises that employ labor-intensive technologies since, according to
one author, "there is a continuum from the labor-intensive industries
like textiles to the real capital-intensive industries like nuclear power
plants."35

Regarding the "productivity of labor factor" one also should con
sider that the development and refinement of technology and labor or
ganization makes it possible to decompose complex production processes
into elementary units "so that even an unskilled labor force can easily
and quickly be trained to perform otherwise complex operations."36
Through this "fragmentation of jobs" phenomenon, skilled labor receiv
ing high wages (as in the United States) can be replaced by unskilled or
semiskilled labor earning lower wages (as in most countries of Latin
America), particularly if in the latter there are ineffective trade unions
and! or the advancement of workers' rights is impeded by authoritarian
governments.

Data confirm the displacement of industries from the centers to
the Latin American periphery. American corporations searching for
cheap labor have created more than fifty thousand jobs along the
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Mexican border (exports from the area back to the U.S. climbed from $7
million in 1966 to $350 million in 1972), and large U.S. global corpora
tions, "such as Ford, ITT, Chrysler, Kodak, and Procter & Gamble,
employ more than one-third of their work force outside the United
States."3 7 The number of employees in foreign subsidiaries of the West
German textile and clothing industry more than doubled from 1966 to
1974-75, whereas the quantity employed domestically decreased by
roughly a quarter. It was estimated that, in 1977, for every one hundred
domestic workers hired by the West German textile and clothing indus
try, there were well over ten foreign workers employed in West German
owned subsidiaries abroad. Foreign employment in West German sub
sidiaries in low-wage countries, as a proportion of the total foreign labor
employed by West German subsidiaries in the textile and clothing in
dustry, increased from nearly a quarter in 1966 to about half in 1974-75.
During the mid-1970s, West German manufacturing companies had
subsidiaries (excluding the EEC) in seventy-seven countries; most of
them were located in Latin America (principally in Brazil, Mexico, and
Argentina) and were fairly well distributed over different branches of
industry. 38

The displacement of industries from Europe and the United States
to Latin America and other low-wage regions has evidently had an
impact on employment patterns in the centers. Barnet and Muller argue
that such displacement caused multiple concrete cases of unemployment
in the developed countries. For example, the transfer of part of the TV
production process of General Instruments from New England to Por
tugal and Taiwan signified the firing of three to four thousand American
workers; the same occurred with the transfer of Warwick Electronics
from Arkansas and Illinois to Mexico; and the displacement of Zenith
Radio from the U.S. to Taiwan led to the lay-off of more than seven
thousand workers.>? Similarly, a study conducted by Frank and Free
man of Cornell University concluded that U.S. foreign investment meant
the loss of 1,062,577 work opportunities for Americans in the eight-year
period between 1966 and 1973. However, other studies, such as that by
Stobaugh et al., do not agree; they indicate that U.S. overseas invest
ment has produced favorable effects on both the national balance of
payments and the level of domestic employment.s?

Regardless, what should be emphasized here is that the cheap
labor component of strategic dependency embodied in the exodus of
multinational corporations to low-wage areas is closely linked to class
issues within the core countries. Apparently, organized labor in the
United States was slow to perceive the implications stemming from U.S.
direct investment abroad. However, awareness apparently increased
sharply after 1966, when global corporations dramatically accelerated
their production overseas.v' The result was a strong opposition to what
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came to be called the "export of u.s. jobs." The antagonism between
American labor groups and corporate sectors over the export-of-jobs
issue has not subsided. On the contrary, it has been aggravated by
relatively high unemployment rates in the United States in recent years.
This controversy is likely to continue because of the contradictions in
volved: on the one side are the dominant interests of the corporate
sectors that seek to exploit cheap periphery labor and maximize world
profits; on the other are U.S. labor groups that aim at preserving or
increasing domestic employment and salary levels. Concentration and
globalization give the business sectors a valuable advantage over na
tionallabor groups:
Corporate organization on a global scale is a highly effective weapon for under
cutting the power of organized labor everywhere.... The ability of corpora
tions to open and close plants rapidly and to shift their investment from one
country to another erodes the basis of organized labor's bargaining leverage, the
strike.... A global corporation can also protect itself from a strike by establish
ing what is called "multiple sourcing"-i.e., different plants in different coun
tries producing the same component. It is a strategy by which the corporation
can make itself independent of the labor force in anyone plant.P

Given this scenario, perhaps the strong political support given
recently by the staunchly anti-Marxist AFL/CIO to opposition labor
groups in Chile struggling to achieve some measure of labor democracy
may be explained as an attempt on the part of the U.S. unions to remove
the governmental control factors that make Chilean labor cheap (and
therefore attractive to U.S. investors). The AFL/CIO actions in Chile
would then signify an attempt to regain jobs for American workers, and
an effort to erode the bargaining advantages of global firms; at the same
time, it would demonstrate that the confrontation between capital and
labor has indeed shifted from the national to the global stage. 43

Large Markets

Cardoso holds that the phenomenon he calls "associated-dependent
development," one of the most recent historical expressions of depen
dency in Latin America, and more specifically in Brazil, is based pre
cisely on the growing importance of Latin America in general, and of
some countries in particular, as a market for the core economies. Accord
ing to Cardoso, during previous stages of world capitalist development
the market for goods produced in dependent economies by foreign enterprises
was mostly, if not fully, the market of the advanced economies: oil, copper,
coffee, iron, bauxite, manganese, etc. were produced to be sold and consumed
in the advanced capitalist countries.... [However] ... today for G.M., or
Volkswagen, or General Electric, or Sears Roebuck, the Latin American market, if
not the particular market in each country where those corporations are producing in
Latin America, is the immediate goal in terms of profit. So at least to some extent, a
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certain type of foreign investment needs some kind of internal prosperity (em
phasis addedl.v'

The internationalization of the domestic market will create-in Car
doso's view-the conditions for the continued prosperity of an increas
ing portion of Brazilian society. But, Cardoso adds, "in spite of internal
economic development, countries tied to international capitalism by that
type of linkage remain economically dependent, insofar as the produc
tion of the means of production (technology) is concentrated in ad
vanced capitalist economies (mainly in the U.S.)."45

The establishment of platforms of production in underdeveloped
countries enables multinational corporations to get around import bar
riers of the host nations, and to enjoy the same privileged oligopolistic
positions they have at home. In other words, the platforms of produc
tion give corporations a greater degree of control over the domestic
markets of the periphery than would be achieved merely by exporting
from the home country. This is why, for example,
in 1970nearly80 % of the production of overseas subsidiaries of transnational enterprises
of the United States was channeled to the internalmarketof the countries in tohich they
were located . . . . These sales can be considered as "indirect exports," since they
replace sales that previously were made from the headquarters of the home
country. It is calculated that in 1971 the "indirectexports" of subsidiaries of American
firms werealmostfour times larger than direct exportsfrom the United States; in the case
of the United Kingdom the proportion was two to one; and for France, the Federal
Republic of Germany, and Japan it ranged between 37 and 95 0/0. In addition, through
these platforms the developed countries stimulate a significant flow of direct
exports from the home country of the corporation, particularly with regard to
equipment, parts, and intermediary goods (emphasis addedj.:"

The importance of the Latin American market for U.S. manufac
turing corporations producing in the region can be seen in the historical
evolution of local sales compared to exports back to the U.S. and other
nonhemispheric countries (see table 2). In 1976 local sales of U.S. sub
sidiaries in the region amounted to $24,354 million, while exports to the
U.S. and other nations outside the area reached only $1,543 million. In
percentages, local sales between 1966 and 1976 remained at approxi
mately 93 percent of the total.

It is not merely regional markets for manufactures that are signifi
cant to the U.S. economy, but also markets for agricultural products.
According to CEPAL, "exports of United States farm products to Latin
America in fiscal year 1977/78 surpassed the 1973/74 record of 2.5 billion
dollars. This took place in the context of a 26% increase in total United
States agricultural exports in the first half of 1978 compared with the
preceding six-month period."47 Latin America is also a profitable market
for the investment capital of core countries. In terms of volume of earn
ings, Latin America is by far the most profitable region of the under
developed world for the United States. In 1977, Latin America accounted
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for nearly 20 percent of all earnings of U.S. multinational firms through
out the globe, equivalent to 50 percent of all earnings of U.S. corpora
tions in the Third World; the Third World, in turn, accounts for about 40
percent of all foreign earnings of U.S. companies (see table 3). Interest
ingly, overseas income is a critical component of U.S. business. In 1974,
the foreign earnings of U.S. multinationals accounted for 26.9 percent of
their total, up from 8.6 percent in 1957. It is estimated that the ratios of
gross foreign earnings (before foreign taxes) to gross total earnings (be
fore U.S. taxes) are even higher. Income on foreign direct investment,
plus fees and royalties from affiliated foreigners, contributed over $21
billion to the U.S. balance of payments in 1974, nearly as much as total
U.S. exports of capital goods (excluding automobilesj.:"

In the financial area, a sizeable share of the total earnings of the
twelve largest U.S. banks comes from profits on loans made outside the
United States, particularly in Latin America. According to Wachtel: "In
1975, 63% of total income for the twelve largest U.S. banks originated in
their foreign branches, up from 23% in 1971 and 43% in 1974. For
several of these large banks, nearly all of their earnings in 1975 was
derived from foreign branch activity. For example, Chase Manhattan
received an astounding 82% of its 1975 earnings from foreign activities;
First National Bank of Chicago, 63%; and First National Bank of Boston,
80%."49 Not surprisingly, during the post-Second World War period
there was a noticeable jump in the number of U.S. banking subsidiaries
abroad: from 95 in 1950 to 847 in 1975. A high percentage of this rapid
increase corresponded to the growth of U.S. banking in Latin America

TAB L E 3 Adjusted Earnings» of u.s. Corporations in the Third World:
1975-1977 (in millionsof US$ and percentages)

1975 0/0 1976 0/0 1977 0/0

Latin America 3,221 19.4 3,400 18.0 3,988 19.9
Middle East 1,643 9.9 1,938 10.3 1,956 9.7
Africa" 534 3.2 607 3.2 606 3.0
Asia and Pacific" 1,304 7.9 1,022 5.4 1,392 6.9

All Third World 6,703 40.3 6,967 37.0 7,942 39.6

Total all 16,615 100.0 18,841 100.0 20,081 100.0
Countries

Source: Compiled by the author from SurvetJ of Current Business 57, no. 8 (Aug. 1977) and
58, no. 8 (Aug. 1978).

"Consists of the U.S. parent's shares in the earnings (net of foreign income taxes) of their
foreign affiliates, plus net interest on intercompany accounts, less foreign withholding
taxes.
"Excludes South Africa.
"Excludes Japan, Australia, and' New Zealand.
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from 49 subsidiaries in 1950 to 529 in 1975, meaning that the participa
tion of the region as a percentage of the total increased from 52 percent
in 1950 to 62 percent in 1975 . The growth of U.S. banking subsidiaries in
Latin America has been faster than anywhere else, including Europe.v?

The importance of Latin America for private lending entities has
increased substantially since the oil crisis: given the high international
liquidity produced by an overabundance of petrodollars, bankers are
now more than eager to lend to periphery countries. This explains, at
least in part, the tendency in Latin America to borrow increasingly from
private sources at the expense of bilateral and multilateral public sources. 51

In 1977, the region accounted for nearly two-thirds of the gross indebt
edness of non-oil-exporting underdeveloped countries to commercial
banks, and almost all of the net indebtedness. 52 The bulk of this debt is
carried by Brazil and Mexico, but other countries, like Peru, Chile, Ar
gentina, and Colombia, also play major roles. 53 Among the principal
private lending institutions are the Morgan Guaranty Trust Co., The
Bank of America, and The Manufacturers Hanover Trust.

However, most of the world stock of private investment is still
concentrated in the core countries themselves. In 1967, approximately
two-thirds of the investment stock of the centers was located in the
developed countries; eight years later, in 1975, that had increased to
three-fourths. During this same period, the stock of foreign investment
in the centers grew at an average annual rate of 12.9 percent, while the
stock in the periphery grew only at 9.4 percent. In addition to the gen
eral decline experienced by underdeveloped nations as a whole, Latin
America suffered a relative decrease in its participation in world invest
ment, due largely to the implementation of policies of nationalization or
expropriation on the part of some countries of the region. In 1967, Latin
America attracted 17.5 percent of all world investment; by 1975, that
share fell to 14.5 percent. The speed of foreign investment growth (9.3
percent) in Latin America during the same period was about half the
rate registered in the Far East (16.8 percent). However, countries such as
Mexico and Brazil experienced spectacular rates of foreign investment
growth, particularly during the 1970s. 5 4 Still, of the $58,200 million in
vested at the end of 1973 by the advanced capitalist countries in the
periphery, 44 percent corresponded to Latin America. More importantly,
data indicate that, in 1975, 19 percent of the total U.S. investment in
manufacturing throughout the world was in underdeveloped countries,
and Latin America accounted for 15 percent of that total. 55

In line with the growing relevance of markets in strategic depen
dency, most of the accumulated external investment in Latin America is
concentrated in the four countries with the largest markets (Brazil,
Mexico, Argentina, Venezuela), which together account for more than
50 percent of foreign investment in the region. In 1975, Brazil received
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almost 25 percent of external investment, Mexico nearly 13 percent,
Venezuela over 10 percent, and Argentina about 5 percent (representing
a noticeable decrease in comparison to 1971).

With regard to the geographical origin of foreign investment in
Latin America, U.S. presence declined between 1967 and 1974, due
mainly to the fast growth of Japanese investment. While in 1967 the U.S.
accounted for 63.8 percent of external investment in Latin America, in
1974 it accounted for only 50 percent; during the same period, the rela
tive participation of the EEC grew from 17.5 to 25 percent, and that of
Japan jumped from 2.2 to 22 percent. 56

More recent data show that Latin America is regaining the impor
tance it had for the U.S. in the 1960s. Towards the end of 1978, the
region received 19.3 percent of all U.S. foreign investment, compared to
16.2 percent in 1972 and 18.6 percent in 1966. Apparently, a good deal of
this new American investment flows to tax havens like the Bermudas or
the Bahamas.f? Latin America has also increased its relevance as an
investment area for Western Europe. According to recent research con
ducted by the European Center of Study and Information on Multina
tional Corporations, in the decade of the 1970s, Latin America became
the preferred target region for European external investment, displacing
the United States. The more active investors include the Federal Re
public of Germany, Belgium, Switzerland, and Holland. In the case of
West Germany, investment in Latin America jumped from DM1,500
million in 1970 to DM8,000 million in 1979 (an 80 percent increase, com
pared to 40 percent in Africa, 30 percent in Asia, and 20 percent in the
U.S. and Canada). The preferred target countries for the Europeans are
Brazil, Mexico, Argentina, and Chile.s"

Last, as indicated earlier, important changes have occurred in the
sectors in which foreign investment is located in Latin America. Unlike
the past, when foreign investment was concentrated mainly in the ex
tractive industries and services, "today there is an absolute predomi
nance of investment in manufacturing activities oriented to the supply
of the internal market, which coexists with the remnants of foreign
investment of importance in the past, namely, public services, mining,
and petroleum."59

In sum, it would appear that Latin America represents a market
of great importance to the centers and that the access to and pre~erva

tion and enlargement of markets is a critical part of the strategic depen
dency of core countries. This is particularly so if one considers the liberal
trade policies of countries like Chile that have unilaterally reduced, or
eliminated, most tariffs to foreign imports and all barriers to external
investment. 60 The following paragraph, which appeared in a Business
Week article on Latin America, illustrates the point:
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Multinational executives who have been watching one Latin American country
after another pull back from the radicalism of the early 1970s today consider the
region to be one of the world's major investment opportunities. "I can just say
that the area has more growth potential than the rest of the world," says Andre
van Dam, Buenos Aires based director of planning for ere Latin America. "It is
all there-protein, minerals, forests, water." Adds William D. Rogers, U.S.
Under Secretary of State for Economic Affairs: "The center of gravity is moving
toward more effective mixed-market economies." And what Rogers and Van
Dam are talking about is a gigantic arena for business: a fast-expanding popula
tion of 300 million and a combined gross national product of $200 billion.>'

THE STRATEGIC DEPENDENCY OF THE CORE AND THE BARGAINING

POWER OF LATIN AMERICA

The strategic dependency of the advanced capitalist nations (that is, the
historico-structural need of the centers to have access to low-priced
strategic minerals, abundant cheap labor, and markets of underdevel
oped countries) has been and continues to be a central component of
economic relations between the core and the periphery. The oil embargo
of 1973, world inflation, the growing trade rivalry among developed
nations, the international monetary crisis, and other problems of the
present world order sharpened the strategic dependency of the centers
and, therefore, underlined the importance of Latin America for the capi
talist core. These same events increased the hopes and perceived bar
gaining power of Latin American countries, particularly those posses
sing vast natural resources, cheap labor, and wide markets. But, in order
to evaluate the concrete ability of these nations to exert pressure on the
developed world, one must relate "bargaining power" to each of the
three basic components of strategic dependency.

The negotiating capacity of a host nation is minimal regarding
multinational corporations that mainly seek to take advantage of low
cost local labor. If pressured, they can easily move to another country,
given that their operations involve small amounts of fixed capital. The
high mobility of these firms is, therefore, their best defense against the
potential bargaining power of periphery nations.

Notwithstanding the fact that, historically, the axis of strategic
dependency has tended to move away from the minerals dimension, the
negotiating power of the Latin American periphery increases consid
erably with reference to multinationals interested in external deposits of
raw materials. In this instance the capital invested tends to be large, and
both the corporation and the government of the core power are con
cerned about maintaining the flow of supplies (particularly after the
1973 oil embargo experience). Moreover, the relationship between min
ing corporations and host Third World countries has undergone a sig-
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nificant transformation. In the past, the mining companies of the de
veloped nations were able to dictate the terms of an investment in view
of the vast size of the capital involved. If the host nation wanted the
capital inflow, they had little choice but to accept the firms' conditions.
But, nowadays, the high fixed costs, which gave foreign corporations
such strength at the start of the investment, have become a source of
vulnerability: with their capital sunk, foreign investors can be trapped
into continuing production as long as they recover their variable costs.
The host country's need for higher revenues-coupled with improve
ment in the technical skills of periphery negotiators-produces an
obsolescing bargains? between the host government and the mining
corporation:

A foreign company is enticed by terms that outweigh the drawbacks of commit
ting large lump sums of capital under conditions of great uncertainty. Once the
uncertainty is dissipated and the project is profitable, the original terms appear
to be overgenerous to the company, who, because it now cannot withdraw,
must accept the stricter conditions of a new bargain. This process has a cyclical
character: to attract new investors or new commitments from old investors the
climate might improve for a period. But the new bargains, too, obsolesce. 63

This situation is now possible because there has emerged a new,
more decentralized, international political context in which-among
other things-the United States is not the undisputed world hegemonic
power. Consequently, the U.S. can no longer easily resort to "gunboat
diplomacy" to enforce agreements between private firms and Latin
American governments. 64 Additionally, the relative bargaining strength
of a resource-rich periphery country varies according to several other
factors. For example, the more scarce the raw material involved in the
negotiation, the greater the possibilities of the host country to extract
good conditions from the multinational; the greater the natural resource
dependency of the country of origin of the corporation (as in the case of
Japan), the better the negotiating position of the host nation; and, the
greater the number of firms that possess the technology for exploitation
and commercialization of the resource under discussion, the stronger
the bargaining position of the host country, since it can threaten to
negotiate with alternate investors.v"

The bargaining power of the Latin American periphery is proba
bly greatest with reference to foreign investment aimed at capturing the
internal market of the recipient nations, since the capital at stake tends
to be considerable and since the firm and/ or its home country may rely,
to varying degrees, on income obtained overseas. The international con
text is particularly important in this case because a situation of "over
supply" in the centers increases the urgency to sell and, consequently,
strengthens the bargaining position of the more advanced countries of
the periphery. In the words of Wallerstein:
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When the core producers face a situation of "oversupply," they begin to com
pete intensely with each other to maintain their share in a comparatively shrink
ing world market for their finished goods (especially machinery). At that time,
semiperipheral countries can, up to a point, pick and choose among core pro
ducers not only in terms of the sale of their commodities but also in terms both
of welcoming their investment in manufactures and of purchasing their pro
ducer's goods. 66

Large-size-market countries, like Brazil, Mexico, Argentina, and Vene
zuela,"? have a particular bargaining advantage over other Latin Ameri
can states in this respect, especially considering that they receive a
substantial portion of the growing external investment in manufacturing
activities oriented to the supply of the domestic market. Likewise, coun
tries such as Brazil, that have growing middle-income strata, have a
greater negotiating potential vis-a-vis foreign firms that produce con
sumer goods than do countries with small middle-income sectors.

Brazil, Mexico, and Argentina have been highly successful in case
by-case negotiations with foreign enterprises, especially in the automo
tive sector (where permission is given to produce domestically with the
commitment to export). FIAT, for instance, had to accept an agreement
to export parts and pieces as a requirement to produce within Brazil;
Nissan also had to sign a similar contract to export parts and pieces to
Japan in order to stay in Mexico; the Volkswagen "Bug" and the Peugeot
404 models continue to be manufactured, sold locally, and exported by
Brazil and Argentina although they are no longer produced in their
countries of origin. Mexico and Brazil have also negotiated the estab
lishment of important "joint ventures" with foreign corporations in the
steel, mechanical, atomic, and chemical industries. The Brazilian chemi
cal firm COPENE (Petroquimica Nordeste) is a case in point: it includes
national public and private capital plus capital of several multinationals
of the developed world that also contribute technology and administra
tion. 6 8

One should also take into account the importance of large state
enterprises as possible bargaining agents of Latin American countries
with regard to the developed world. In Chile, for example, state en
terprises such as the National Copper Corporation (CODELCO), the
world's biggest copper producing firm by sales, have played significant
roles in the signing of agreements through which Chile has obtained
needed technological assistance from countries like Japan-and even
China-in exchange for local expertise in the field of copper. Inciden
tally, CODELCO and state-owned companies like the National Petroleum
Company (ENAP) and the Chilean Electric Company (CHILECTRA)
have survived the "privatization wave" launched since 1973 by the
military government; in 1979, they ranked among the largest and most
profitable firms based in Chile."?
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In summary, due to the economic importance of Latin America, a
significance linked to the strategic dependency of the core, those coun
tries that possess large markets and cheap critical minerals can exercise
substantial bargaining power vis-a-vis corporations and governments of
the centers. In this regard, a recent study of twenty-five cases of trade
negotiations between the United States and Latin America confirms
that, often, Latin American nations-particularly Argentina, Brazil, and
Mexico-achieve their objectives despite the superior overall power of
the United States. The work concluded that its findings were consistent
with an "'unorthodox dependency' perspective on inter-American rela
tions," and that the more structurally dependent Latin American coun
tries "were less successful, but they were not without bargaining assets
and strategies." 70

Nonetheless, one should be aware of the limits to periphery ne
gotiating power that arise from the structural dependency of underde
veloped countries and from other relevant factors. For example, it may
be said-following Keohane and Nye-that the strategic dependency of
the centers merely represents an external sensitivity, or in certain cases a
vulnerability, which could be used as a power resource by some Latin
American countries, but which does not automatically translate into
"effective influence over outcomes."7 1 In the last analysis, although the
results of negotiation are sometimes determined principally by the po
litical bargaining process (in which skill, commitment, and coherence
count), it would appear that, weighing structural constraints and oppor
tunities, the possibilities of the centers to manipulate the structural de
pendency of the periphery tend to be greater than the chances of the
periphery to take advantage of the strategic dependency of the core.

CONCLUSIONS

This essay has attempted to demonstrate the present economic impor
tance of Latin America for the developed world, putting special empha
sis on the historical permanence of key linkages between the region and
the core powers. From among these linkages we have focussed attention
on the phenomenon of strategic dependency of the centers. The shifts
that have occurred in the nature of strategic dependency reflect the
changing needs of the more dynamic centers of world capitalism and,
hence, explain-at least in part-the emergence of a new international
division of labor in which countries like Brazil are no longer mere ex
porters of raw materials for the factories of the developed world. Brazil
and Mexico now constitute a "semiperiphery" of the global political
economy whose role is to produce and export manufactures while the
centers provide capital and technology.

Among the semiperipheral nations of Latin America are Brazil,
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Mexico, and Argentina, to which one could add Venezuela and perhaps
even Colombia; the rest of the countries still show problems and needs
similar to the classical case of an underdeveloped society. This distinc
tion is important because often it is asserted that Latin America is passing
through a period of industrialization, that Latin America has increased its
participation in the world trade of manufactures when, in reality, it is
the greater relative weight of countries like Brazil and Mexico that dis
tort development figures at the regional level. In other words, Brazil,
Mexico,"? Argentina, and Venezuela playa most distinguished role in
the relations between the Latin American periphery and the centers and
are, undoubtedly, the regional countries of highest importance for the
core.

The industrialization of the Latin American periphery has meant
the emergence of new competitors for scarce raw materials and, thus,
has aggravated the problem of strategic dependency and rivalry among
core countries. Brazil, for example, has become an important investor in
foreign raw materials and, through the government oil monopoly,
PETROBRAS, is actively seeking and/or extracting oil in the Middle
East, Venezuela, Bolivia, and Peru. Likewise, Brazil is also active in the
exploration of external deposits of phosphate rock and other minerals.

Great stress should be placed on the qualitative relevance of Latin
America for the centers in the face of a growing international competi
tion for scarce strategic minerals, cheap labor, and markets. In this re
gard, some studies even indicate that the progressive needs of core
countries could dangerously augment the rivalry among industrialized
powers. One analyst from the U.S. State Department has specifically
observed mounting frictions between the United States and Japan over
Latin America:

... there is a good reason to believe that an increasing shareof Japan's raw material
imports will come from Latin America. . . . Japan is thus moving into an area long
regarded as our backyard while the United States becomes more dependent on
its traditional Latin American sources of raw materials and its relations with the
area are bedevilled by nationalism and economic conflicts of interest. In this
context, there would seem to exist a serious possiblity of conflict ioith Japan over access
to raw materials iohich significantly affect the overall United States security-political
economic relationship (emphasis added). 73

Similarly, C. Fred Bergsten, former United States Under Secretary
of the Treasury, stated that "Japan and several European countries have
concluded that they must fashion their own 'resources diplomacy' as
centerpieces of their own foreign policies, and hence Latin America is in
some senses a new battleground for competition among the indus
trialized countries." He added that "the sweeping changes in world
economic conditions have implied a sharp increase in U.S. economic
interests in Latin America," and that, therefore, "securing assured ac-
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cess to Latin American raw materials at reasonable prices should be the
primary objective of U.S. economic policy toward Latin America."74

Recent developments also suggest that the significance of Latin
America's cheap labor is still high. For example, it has been reported
that, starting in 1980, and partly as a consequence of Brazil's bargaining
power, FIAT's subsidiary in Brazil began to export thirty thousand cars
annually to Western Europe. Although transportation costs of the vehi
cles amount to $300 per unit, they are more than compensated for by the
low cost of Brazilian labor, which is half of that of Italy, already a rela
tively low-wage country within the European community context. 75

The unquestionable importance of the Latin American market for
the centers is clearly revealed by the controversial decision of the Federal
Republic of Germany to sell-against the strong opposition of the U.S.
government-nuclear machinery and technology to Brazil, thus secur
ing a concrete market of immense value. According to one estimate, the
German-Brazilian nuclear deal represents for Germany a transaction
equivalent to $30 billion (book value) over a fifteen-year period, which
means that this is the largest commercial operation in the nuclear field
between a nuclear power and a Third World country. 76 Incidentally, the
international nuclear market has become one of the most attractive busi
nesses for multinational conglomerates: calculations indicate that the
U.S. nuclear industry's profits alone for 1985 will fluctuate between
three and four billion dollars. 77

In view of the economic importance of the Latin American pe
riphery, it appears then that several countries of the region could-with
some limits-exercise bargaining power vis-a-vis corporations or gov
ernments of the core so as to obtain, for instance, more egalitarian agree
ments with specific firms and/ or access to the markets of the developed
nations. The attainment of such demands would certainly contribute to
improving the position of the periphery country in question in the pre
vailing international division of labor, but-evidently-it would not suf
fice as an answer to structural dependency and domestic inequality.

NOTES

1. See, for example, Albert Fishlow, "A Proposal for a United States Economic Policy for
Latin America" in Latin Americaand the World Economy: A Changing International Order,
ed. Joseph Grunwald (Beverly Hills, Cal.: Sage Publications, 1978), pp. 37-88.

2. See, for instance, the following articles written by Karl Marx for the New York Daily
Tribune: "The Future Results of British Rule in India" (8 August 1853), "British In
comes in India" (21 September 1857), "Opium and Monopoly" (September 1858) and
"Great Trouble in Indian Finances" (30 April 1859) in Marx on Colonialism and Modern
ization, ed. Shlomo Avineri (Garden City N.Y.: Anchor Books, 1969).

3. On the subject of structural dependency see, as a mere introduction, Fernando H.
Cardoso and Enzo Faletto, Dependency and Development in Latin America (Berkeley,
Cal.: University of California Press, 1979); Fernando H. Cardoso, "Notas sobre el es
tado actual de los estudios de la dependencia," in Sergio Bagu et aI., Problemas delsub-
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desarroLLo latinoamericano (Mexico, D.F.: Editorial Nuestro Tiempo 1973); Octavio Ianni
"La dependencia estructural," in America Latina: dependencia y subdesarrollo, eds. A. M.
Frasinetti and G. Boils (San Jose de Costa Rica: Editorial Universitaria Cen
troamericana, 1973); Theotonio Dos Santos, Dependencia y cambio social (Santiago de
Chile: CESO, Universidad de Chile, 1970); Theotonio Dos Santos, Imperialismo y de
pendencia (Mexico, D.F.: Ediciones Era, 1978); and Osvaldo Sunkel and Pedro Paz, EI
subdesarrollo latinoamericano y la teoria del desarrollo (Mexico, D.F.: Siglo XXI Editores,
1970).

4. Operationally, we consider "strategic" any material that is a nonrenewable resource,
is concentrated in relatively few hands (fifteen countries or less), and has recognized
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