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ABSTRACT 

A Note on Unemployment in Colombia 

by 

Edgar Ortegon 

The primary concern of this thesis is to consider 

the various reasons for which Colombia continues to 

show high rates of urban unemployment, giving special 

attention to three specific aspects: first, the 

failures and possibilities of the manufacturing 

sector as generator of industrial employment; second, 

the actual distortions in the labor market and some 

aspects of investment policy; and finally, the 

implications and expected effects of the Lauchlin 

Currie's prescriptions for rapid Colombian 

urbanization. 



ACKNOWLEDGEMENTS 

I would like to thank Professors Ronald Soligo 

and James Land for their helpful comments and 

criticisms during the writing of this thesis. 

Myroslaw Smereka helped see this work through several 

trials, and I remain grateful to him as well. 



TABLE OF CONTENTS 

Page 

Section I: Introduction 1 

Section II: Growth, of Manufacturing Em- 
. ployment 3 

Section XII* The Market Imperfections 
Hypothesis 17 

Section IV : The Technological Restraints 
Problem and Choice of 
Techniques 26 

Section V: Employment and the Patterns 
of Consimption 40 

Concluding Remarks 59 

References: 61 



I. INTRODUCTION 

Many of Colombia’s present economic and social 

problems are caused, or are related to, certain 

characteristics of the unemployment situation which 

restricts the rate of growth of the economy. All the 

indications are that unemployment and underemployment 

have increased in the 1960's, and that the problem 

will grow even more serious if appropriate measures 

are not taken. 

The most comprehensive study of the employment 

problem in Colombia has been carried out by the Inter¬ 

national Labour Office (ILO) under the leadership of 

Professor Dudley Seers. After analyzing circumstances 

and problems the ILO indicates the principal ways in 

which a global strategy can lead to increased employ¬ 

ment, output and wealth for the mass of the population. 

Concurrently with the expansion of ILO activities has 

come an increase in concern about problems of unem¬ 

ployment and underemployment in Colombia. The govern¬ 

ment has devoted increased attention to these Droblems 

in recent years and a large part of its resources is 

now directed to the employment problem. 

Many apparently conflicting arguments have been 

put forward in support of one type of investment policy 
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or another. Namely, the fairly even spreading of 

capital throughout the economy designed to have an 

immediate effect on unemployment and underemployment, 

and the investment of relatively large sums in 

particular dynamic sectors calculated in the long run 

to enhance the growth of the other sectors via spread 

effects. However, the lack of a strategy with regard 

to employment was closely related to, and in part, a 

reflection of, the lack of a strategy concerning human 

resources. That there has been an absence of a set of 

policies which together make up a coherent and con¬ 

sistent strategy for achieving a stated objective 

will be demonstrated in this essay. 

Theoretical attention is given to three aspects; 

first, the recent growth and structure of employment 

in the modern manufacturing sector; second, the factor 

proportions problem; and finally, the pattern of national 

demand with references to the Lauchlin Currie's pres¬ 

criptions for rapid Colombian urbanization. 



II. GROWTH OF MANUFACTURING EMPLOIMENT 

To solve its massive urban unemployment problem, 

Colombia has, since I960, chosen to continuously 

channel a considerable part of its resources towards 

the manufacturing industry. Furthermore, it is gener¬ 

ally accepted that without rapid industrial development 

the country will not be able to resolve the problem of 

unemployment. In theory, it is assumed that through 

preferential treatment of the manufacturing sector, 

greater employment opportunities will be available, and 

this would offer a positive solution to the present 

rates of migration and the growth of the population. 

However, in practice, the results have been com¬ 

pletely different. The rates of growth of industrial 

output have not been accompanied by proportional rates 

of growth in employment. This is a disparity that has 

been challenging planners for many years. Modern pro¬ 

duction techniques more and more tend to be capital- 

intensive techniques, so that much investment creates 

few jobs. In the long run, it may well be that in¬ 

vestment in modern capital will lead to lower cost, 

wider markets, and hence nore jobs in the end than if a 

more antiquated, more labor-intensive technique had 

been used in the first place. But in the short run, 
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the problem of unemployment Is a very real one resulting 

in serious economic and social consequences if 

appropriate measures are not taken. 

In the context of a neoclassical economy it is 

possible to argue that for a given stock of capital, 

labor can be abosrbed completely because of perfect 

substitutability of factors. That is, the neoclassical 

approach assumes a wide variety of efficient techniques 

available to produce any given output. But in the con¬ 

text of a non-neoclassical economy, the long-run 

correspondence between maximizing employment and maxi¬ 

mizing output breaks down due to the imbalance in 

factor proportions. There is so much labor as compared 

to other factors of production that an attempt to give 

employment to everybody would result in a total output 

less than it need be, because capital will have to be 

spread thinly and inferior techniques will have to be 

adopted. In such an economy, then, a choice has to be 

made between maximizing employment and maximizing out¬ 

put. If full employment were desired in such an economy 

it would obviously be not for the economic reason of 

increasing output* but for the social reason of equaliz¬ 

ing the distribution of incomes. If it could be assumed 

that it is possible to achieve a desired distribution of 

incomes through administrative measures, then the 
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rational policy would still be to maximize output. 

However, in an underdeveloped country with limited 

administrative resources and exceedingly large numbers 

of unemployed of various categories, it is difficult 

to organize unemployment relief of any kind. It is 

possible then that in such an economy, particularly 

during periods of pronounced stress among the poorer 

classes, society might choose techniques which are a 

compromise between maximum output and maximum employ¬ 

ment, but which help to bring about the desired dis¬ 

tribution of real incomes. From now on, let us assume 

that Colombia faces that situation. 

In fact, the rates of growth of manufacturing out¬ 

put and labour participation demonstrate the conflict 

between output and employment objectives. Table 1 shows 

that in the period between 1956-1969 employment had a 

reduction in tobacco and very insignificant increases 

in beverages, clothing and foot wear, wood and wood 

products, furniture, leather products, petroleum and 

basic metals. In absolute amounts 108,1f5^ new jcbs were 

created during that period with the capital sector 

having the greater proportion. This means that not 

more than 12,000 jobs were added in the manufacturing 

industry in any one year from 1956 to 1969 and the 

annual increments decreased rather than increased. 
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The rate of growth of production in the modern 

sector between 1957 and 1967 was approximately 6, 8.5} 

and 10.5 per cent in the production of consumer goods, 

intermediate goods, and capital goods, respectively. 

This is equivalent to a rate of 7-5 per cent of pro¬ 

duction for the entire sector compared to a low annual 

rate of growth of employment of 2.2 per cent. 
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TABLE I 

GROWTH OF EMPLOYMENT IN MANUFACTURING BY ECONOMIC SECTORS 

Sector 
Percentage 

1956 of total 1969 

Percentage 
increase in 

Percentage employ- 
of total ment 

Non-Durable Goods 

Food 34.399 16.23 42.982 13.41 24.95 
Beverages 11.936 5.63 14.030 4.37 17.54 
Tobacco 5.4-50 ,2.57 3.414 1.06 -37.36 
Clothing, Footwear 29.716 14.02 30.551 2.81 9.53 
Lumber 4.856 2.29 6.333 1.62 7.12 
Furniture 4.856 2.29 5.202 1.62 7.12 
Printing 8.7111 4.11 13.259 4.14 52.21 
Leather 4.295 2.03 4.317 1.35 0.51 
Sub-Total 104.628 49T36 120.088 WM 

Intermediate Goods 

Textiles 36.498 17.22 56.371 17.59 54.45 
Paper, Paper prod. 2.968 1.40 6.719 2.10 126.38 
Rubber products 4.781- 2.25 7 -1J4 2.23 49.21 
Chemicals 11.148 5.26 25.489 7.95 128.64 
Petroleum 2.027 0.96 2.520 0.79 24.32 
Nonmetallic minerals ; 18.968 8.95 25.092 7.83 32.29 
Basic metals 4.907 2.31 5.678 1.77 15.71 
Sub-Total 81.297 38.35 29.003 40.26 40S 

Capital Goods 

Metal products 8.216 3.87 24.609 7.68 199.50 
Machinery, excl. else. 2*215 1.04 7.578 2.36 242.12 
Elec, machinery 3.062 1.44 11.352 3.54 270.74 
Trans, equipment 8.915 4.20 15.696 4.90 76.06 
Other 3.645 1.72 12.106 3.78 232.13 

Sub-Total 26.053 12.29 71.341 22.26 173.83 

TOTAL 211.978 100.00 320.432 100.00 51.16 

Source: Data from National Statistical Department, various 
issues of Boletin Mensual. (DANE), Bogota. 
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Since besides this, growth in handicrafts has also 

been slow, it is clear that industrial employment has lagged 

significantly behind output growth. A much more rapid 

rate of growth in employment is needed in the future—and 
1 

a technology which i s more labour intensive. 

The fundamental question that arises, however, con¬ 

cerns the causes as well as the sources of the observed 

low increases in labor absorption. Numerous analytical 

arguments have been expounded. At one extreme there are 

those who would argue that the existing equipment is 

designed by capital goods industries in response to 

resource requirements and factor price ratios in advanced 

nations, and very labor-using techniques are hard to 

come by. 

The second argument for the use of capital-intensive 

technique is somewhat more institutional than the first. 

Here it is contended that as a contributing factor to 

the industrial final product, the greatest increment 

in the demand for labor is shown in the realtively size¬ 

able rate of growth of large firms. This bias for a 

larger scale output has been stimulated during the last 

decade by the form in which the total industrial credit 

^United Nations, Economic and Social Council: 
"El Desarollo Industrial de Colombia" (Santiago, Chile), 
Economic Commission for Latin America, Jan., 1970. 
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is allocated between the small and large firms: the 

banking system and financial institutions prefer to 

lend money to the large firms because they are able to 

pay higher interest rates and to run less risks of de¬ 

fault than the small firms. Two other factors have 

determined this situation: first, the large firms have 

better administrative and accounting systems and, 

second, the large firms have easier and greater 

financial connections with the national and internation¬ 

al market. Table 2 shows the allocations of credit 

according to time and nominal interest rate by one of 

the most important industrial financial institutions in 

Colombia. 

TABLE 2 

FONDO FINANCIERO INDUSTRIAL 

(Interest rate and time of total credits in 1970) 

Years 
No. of 
loans 

Amount 
Percentage ($000) Percentage Interest rate 

0-1 8 1.9 2,040 1.3 14 

1-2 20 4.7 4,185 2.6 14-1/2 

2-3. 175 41.4 4-1,744 25.9 15 

3-4 45 10.6 19,649 12.2 15-1/2 

4-5 175 41.4 93,207 58.0 16 

423 100.0 160,835 100.0 

Source: Banco de la Republica (Central Bank), Fondo 
Financiero Industrial, 1970.. 
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As we can see, the longer the period of repayment, 

the greater the loan will be and the higher the interest 

rate paid by the firms. These conditions obviously 

offer some advantages to the large firms but at the 

same time, they impose a brake to the expansion of the 

small firms. An overall improvement in the employment 

situation would occur if an increasing flow of sub¬ 

stantial amounts of credit were directed to borrowers 

in. the neglected small sectors; this would have a 

considerable impact on the employment problem, since it 

is generally recognized that the productive activities 

in the small sectors have a large employment potential 

while their individual capital needs are relatively 

small. 

The composition of industrial output may also be 

affecting the demand for labor. In general, the pro¬ 

duction of consumer goods is characterized by more 

labor-intensive techniques than the production of 

durable and intermediate goods which have more 

capital-intensive techniques. After World War II, 

Colombia started a process of industrialization based 

on a policy of protectionism for those firms producing 

non-durable goods. Since this stage is practically 

finished, the result has been a slow shift in the 

composition of manufacturing output and employment 
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away from the traditional internal market for consumer 

goods to an intermediate and capital-goods one. How¬ 

ever, two effects have exerted a restraining force on 

the development of leading sectors in the production 

of capital and intermediate goods. First, the low 

purchasing power of the vast majority of the population 

determines a limited domestic market and second, the 

well-protected international market, especially in the 

area of light manufacturing, impedes higher rates of 

utilization of the actual productive capacity and con¬ 

sequently of higher rates of labor absorption. 

No single main cause can be identified to explain 

the fact that labour absorption into the manufacturing 

sector in Colombia has been small and may even have 

slowed down pver time. Manufacturing industries are 

established under conditions that are too diverse to 

permit generalization. A number of structural, techni¬ 

cal, and institutional factors should also be taken 

into account. 

To start with, despite some achievements in import 

substitution of non-durable goods, it is difficult to 

argue that labor was absorbed in sufficient quantities 

relative to the general population growth and especially 

the growth of urban areas. In part, this problem was 

generated by the indiscriminate and considerable use 
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of capital-intensive techniques. Because of the short¬ 

age of skilled labor and managerial personnel, the 

managers were forced to install the most modern and 

most sophisticated production techniques. Table 3 

shows the high levels of mechanization that prevails in 

most of the industrial branches. As it can be seen, the 

Colombian level of mechanization measured in terms of 

HP/per employed persons is equal to or higher than some 

"advanced developing countries" but the index of 

mechanization is definitely higher than other "develop¬ 

ing countries" like Taiwan, Korea, India, Uruguay and 

Panama. 

TABLE 3. 

MECHANIZATION BY GROUPS OF COUNTRIES. IN (HP/PER 

EMPLOYED PERSON) 

Industrial 
branches 

Advanced 
developing 
countries 

(1)   

Developing 
countries 
 (2) Colombia 

Total industry 3.0 2.2 3.3 

Food 3.6 3.1 3.6 

Textiles 2.16 n.a. 3.0 

Clothing and footwear 0.4 0.2 0.3 
Furniture 1.5 0.8 1.3 
Leather 2.4 1.8 3.8 
Metallic producers 2.2 1.6 2.6 

Non-electrical machinery 2.4 1.8 2.3 
Electrical machinery 1.3 1.0 1.5 
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(1) Spain, Greece, Israel, Brazil, Argentina, 
Chile, Hungary. 

(2) Taiwan, Korea, Indian, Paraguay, Panama. 

Source: United Nations: The Growth of World Industry 
1953-65, National Tables, Document ST/STAT/SER. 
PA. Also in (6) 

Related to the above, Richard Nelson, in his 

extensive study of the modern sector in Colombia, ob¬ 

serves that the chemical and metal industries have con¬ 

sistently grown more rapidly, in terms of output and 

employment, than has the traditional consumer goods 

industries. The author states that the relative size 

and composition of Colombia’s manufacturing sector 

suggest a dual model. That is, one group of traditional 

and small industrial units which have in common low 

profitability, low remuneration and low production. 

On the other hand, there is a small group of big 

corporations with modern techniques, high productivity 

and high rates of return, working under monopolistic 

competition. Since the latter group has expanded more 

rapidly than the former, the opportunities of employ¬ 

ment may have been reduced at the expense of the craft 

sector. 

One of the most outstanding features of this process 

of industrial development is the wide discrepancy between 

different rates of growth that can be observed over the 

last thirteen years. This implies that the pattern of 

growth has been markedly unbalanced. The nature of this 
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imbalance is not surprising, especially when it is 

realized that over the long run the leading sectors 

are the chemical and the metallic industries. Kuznets 

has raised the hypothesis that individual industries 

have their highest rate of growth when they are just 

established as new industries, because they are ex¬ 

ploiting some newly discovered natural resources or 

technology. Since older industries share in this 

process of innovation with much more difficulty, the 

most likely result will be a divergence in their growth 

performance—this will be greater the more rapid the 

application of new technologies—and hence of overall 

economic growth.'*' • The compositional variety of the 

chemical and metallic industries might partially counter¬ 

act this divergence, given that technological benefits 

can be spread to the rest of the economy via their 

numerous linkages, both forward and backward. 

Perhaps a clearer indication of the structural 

imbalance in manufacturing is the emphasis given to the 

past economic plans. Their main concern were the modern 

sector, and to a lesser degree agriculture and services. 

References to agriculture, and craft industry were sel¬ 

dom made, and when they were it was only in passing. 

S. Kuznets, ’’Modern Economic Growth-Rate, Struc¬ 
ture and Spread.’’ (New Haven: Yale University Press, 
1966) ,. p. 165. 
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What happened was that the Colombian economy was viewed 

as composed only of the manufacturing sector and the 

government. The other sectors were residual components 

of the economy. On the one hand, there was industriali¬ 

zation, no doubt, but since it was mainly a consumer- 

oriented growth it followed the ups and downs of the 

general purchasing power, which in turn was determined 

through the multiplier by the export sector. On the 

other hand, several factors needed as an essential 

background for the acceleration of employment growth 

were neglected. Examples are: the simultaneity of 

economic growth in all activities; the rise of an urban 

and organized labor force; and most of all, the creation 

of a balance between the actual exploitation of the 

sources of economic growth and the potential that could 

be extracted from them. 

An indication of this neglect is the composition 

of the economically active population. In 1970, it 

was estimated at 5)938,000 persons. Among them, the 

greater proportion was in agriculture with 45 percent 

and services with 19.7 percent of the total active 

population. The composition of the manufacturing industry 

also brings out this neglect. The artisan industry em¬ 

ploys 440,000 workers in comparison with only 368,000 

in the factory industry. Perhaps all that can be 
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deduced from this is that the lack of labor absorption 

in the economy was due to wrong policy choices that 

never took into account the effective factor endowment 

of the country. That is, the policymakers had forgotten 

that an employment strategy involves changes in 

National Planning—changes not merely in sectoral 

composition but in the very criteria by which plans are 

drawn up. Planning which aims at the maximization of 

direct return on capital may favor urban and other 

advanced sectors at the expense of rural and backward 

sectors, and may increase the extent of unemployment by 

discouraging those sectors in which labor-intensive 

projects are most promising. 

On the basis of the preceding analysis, it appears 

to be relevant to discuss some of the imperfections in 

the labor market and the limitations of modern techniques 

of production. This will be our purpose in the next two 

sections. 



Ill. THE MARKET IMPERFECTIONS HYPOTHESIS 

The literature of economic development contains a 

large segment concerned with the interpretation and 

explanation of the existence of imperfect factor markets 

Its existence has long been recognized as one of the 

principal obstacles that constrains employment creation 

in less developed countries. Gustav Ranis (19), 

Richard Eckaus (7) and Leibenstein (12) have pointed out 

that existing resource prices do not represent the true 

scarcity value of these factors. That is, as a result 

of economic, political, social and institutional forces 

the existing factor prices tend to diverge from their 

equilibrium value with the overall result that resources 

are misallocated and employment is reduced. 

With respect to labor, the fundamental justifica¬ 

tion or assumption in economic theory behind an attempt 

to explain wage changes by means of the level of unem¬ 

ployment is that unemployment is an indication of the 

relationship between the supply of and the demand for 

labor. Underlying this is the belief that this relation 

ship, which is called the net demand for labor, affects 

wage rates in a certain prescribed qualitative manner. 

The net demand for labor cannot actually be observed or 
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measured; therefore, when data are to he used, the un¬ 

employment rate is the usual substitute. It provides a 

fairly accurate, but by no means perfect, reflection of 

the net demand for labor. If labor were a homogeneous 

factor, the disparity between the net demand for labor 

and unemployment would not be so great. Market im¬ 

perfections, however, could still result in such 

occurrences as an increasing number of vacancies and a 

growing level of unemployement. More important than 

this is the heterogeneous nature of the labor force. 

Different people have different skills. The absence 

of a homogeneous labor force and the presence of 

barriers to labor mobility, such as family ties, regional 

customs, and distance, create serious problems in the 

use of unemployment to explain wage changes. 

Another explanation of the distortion of the relative 

prices of the factors of production i s given by the 

way in which some policy tools are used. For example, 

there have been times in recent Colombian history during 

which exchange rates, tariffs, customs duties and direct 

import control policies unduly lowered the relative 

price of imported goods. One effect of this policy was 

the encouragement of the adoption of excessively capital- 

intensive techniques. Another was that exchange rates 
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were left constant for long periods, while the price of 

labor was rising more or less in step with inflation. 

This by itself has stimulated excessive purchases of 

imported capital goods. The justification of giving 

fiscal encouragement to capital intensive forms of in¬ 

vestment is, of course, that anything which will 

encourage capital investment will ipso facto promote 

employment. But as we have seen, given inappropriate 

technologies, the amount of employment created may be 

very small. 

Furthermore, the present labor code has been the 

most important factor affecting rising cost of labor, 

via the fringe benefits required by law. In any event, 

the total of legally required fringe benefits will 
1 

continue to amount to about two-thirds of basic wages. 

Those provisions are assumed to be relevant to employ¬ 

ment policy, since they increase the direct money cost 

of employing labor and thus creating obstacles to the 

recruitment of workers. 

Given the above situation, some authors such as 

Slighton, R. L. (22), Laursen K and Taylor L (11), 

Szchock D. (30) and Mclure C. (15) have concluded that 

the Colombian case is in great part characterized by 

1 
ILO, "Towards Full Employment," a programe for 

Columbia." Geneva, May, 1970. 
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market factor imperfection. That is, union pressures, 

factor immobility, and the labor code maintain an 

"artificially high" wage rate. Specifically, the market 

price of labor is said to be above its true economic 

value. 

Furthermore, since the above imperfections have 

more weight in the urban than in the rural sector, the 

high wage differential would have two effects: 1) the 

promotion of a massive rural-urban migration, and 

2) the creation o f obstacles for seeking employment 

for those who enter the labor force for the first time. 

In order to correct the above situation one policy 

can be suggested for Colombia. The creation of a 

regional tax-credit which may be employed to alleviate 

the cost of rising labor. The proposed plan is to 

allow as a tax credit a certain amount for the employ¬ 

ment of new workers. On the basis of this plan, firms 

would be required to report the number of full-time 

equivalent man days of labor for which the firm had 

remitted contributions during the previous twelve months. 

This form would be attached to the firm's tax return, 

and would provide the basis for the tax credit claimed 
1 

for the fiscal year in question. 

^Harberger C. A.: "Memorandum on Fiscal Incentives." 
University of Chicago, March, 1969. 
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According to this plan, several conclusions stand 

out, first, the subsidy in effect reduces the wage rates 

effectively paid by employers by a corresponding amount, 

and thus gives all employers, old firms and new, the 

incentive to hire more labor. Second, since the social 

security system covers all the economic activities, it 

has an ample range of application. In particular, it 

provides an additional incentive to labor-intensive 

techniques such as clothing and footwear, handicrafts, 

construction, wood products, leather, services and 

agricultural activities. 

Finally, since labor unions keep wages high in the 

modern sector of the most urbanized cities but do not 

extend effectively to craft firms that tend to locate 

in small towns, the proposed subsidy contains a built-in 

incentive towards greater employment outside the 

metropolitan area. 

To illustrate the amount of employment which could 

be generated through better pricing, consider Figure 1. 

FIGURE 1 

L 
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Two isoquants (Qo and Q^_) have been drawn. For 

illustrative purposes these isoquants are assumed to 

exhibit constant returns to scale. The slopes of lines 

AB and CD represent factor price ratios. We see that 

point R results in a more capital-intensive technique 

of production (as illustrated by ray OR) while point S 

shows a more labor-intensive method of production 

(ray OT). Before the subsidy is created, the firm 

chooses the ratio (K/L)o. Once the subsidy is created, 

the firm is induced to use its capital stock with more 

labor because labor is now relatively cheaper than 

capital. This effect results in more employment but 

with the same level of output (substitution effect). 

Since this first step leaves the firm without full 

utilization of its productive capacity, then the firm 

begins to expand its production but using the new 

technique (K/L)^. If the demand conditions are appropri¬ 

ate, the firm will expand its production until a point 

at which the capital installed is fully utilized (point 

T). In the figure, employment increases from Lo to 

due to the substitution effect. Then employment 

increases from to L due to the output effect. The 

net result is an additional gain in output as well as 

employment. 

Once the administrative and theoretical description 

of the proposed labor subsidy has been made, it becomes 



23 

relevant to have some idea of the total fiscal cost 

that it would represent to the government. For our 

purposes, we can assume that the total number of jobs 

created by the subsidy is approximately equal to the 

total number of new entrants into the social security 

system in the respective year. The exact number of new 

entrants for the next two years is based on the past 

historical rates of growth of social security applicants. 

Taking account of the above, Table V shows for one 

year the minimum weighted average salary that results 

from taking into account the legal minimum wage and the 

total number of workers registered in the social secur¬ 

ity system according to their respective sector of 

economic activity. This wage is estimated to be 15.53 

pesos. 

TABLE |+ 

MINIMUM WEIGHTED AVERAGE SALARY (M.W.A.S.) 

(1971) 

Sector 

Minimum 
wgge 

Total number 
of applicants 

(^KNi) 

Agriculture 10.96 77.390 848.194.40 

Industry (a) 16.26 400.886 6.5l8.406.36 

Construction 16.25 51.768 841.230.00 

Commerce 15.75 268.112 3.277.764.00 
Services (b) 15.50 181.459 2.812.614.50 

Transportation 15.25 47.065 717.74l.25 

966.680 15.015.950.51 
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M.W.A.S.î 15.015.-950K 
966.680 

(а) Includes mining and manufacturing. 

(б) Includes government and personal services, 
electricity, gas, and water. 

Table 4 shows the total fiscal cost of subsidizing 

the expected new entrants into the labor force through 

the social security system. With a net annual increment 

of 78,111 new workers in 1972, the total cost would be 

approximately 65»505*446 pesos if the government decides 

to subsidize 15 percent of the total minimum wages paid 

by the entrepreneurs. 

TABLE £ 

FISCAL COST OF THE TAX-CREDIT TO EMPLOYMENT 

(15 percent or 20 percent of basic wage) 

New applicants 
per annum 

Minimum 
weighted 
average 
salary 

Total 
annual 
remuneration 

15% 20% 
tax-credit tax-credit 

78,111 15.53 
Col. $ 

436,702,978 65,505,446 87,340,595 

Table 5 also shows that the total cost would be in¬ 

creased to 87,340,595 pesos if 20 percent of the total 

minimum wage were subsidized by the government. The above 

examples of 15 and 20 percent subsidies were chosen since 
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the policy can he viewed as an effort by the government 

to relieve the entrepreneurs of their share of financing 

the social security system. 

In conclusion, what we suggest is that fiscal 

incentives can, and should, do something to correct 

some market imperfections. The fiscal instruments of 

government should help to redistribute income and public 

expenditures in favor of backward regions and classes— 

those regions and population groups where utilization 

of human resources, training, and education is poor and 

where unemployment is most serious. To do so, the 

general economic policies—those affecting interest 

rate, wage rates, exchange rates, and public expendi¬ 

tures patterns—can be used more effectively to increase 

the demand for labor. Fiscal incentives for greater 

labor usage may bring home to employers the importance 

of employing more workers, specially unskilled workers, 

rather than buying machines or giving wage increases. 



IV. THE TECHNOLOGICAL RESTRAINTS PROBLEM 

AND CHOICE OF TECHNIQUES 

Given that we assume Colombia to be a labor sur¬ 

plus economy, with maximization of employment but not 

output as its main objective, we shall now analyze how 

and why manufacturing which is the motor for industriali¬ 

zation in Colombia has failed to achieve this objective. 

The main causes for this failure have been the 

problems of efficiency and limitedness of techniques 

of production. For reasons of efficiency, especially 

in large-scale production and international competition, 

capital intensive techniques are more efficient than 

labor-intensive ones. Thus, manufacturing has tended 

to adopt them, at the cost of increased comestic un¬ 

employment. However, historical development of tech¬ 

niques would suggest a more important constraint on 

employment opportunities than questions of efficiency. 

Thus, the possibility of choosing labor-intensive 

techniques is reduced by the fact that most new equip¬ 

ment is relatively capital-intensive while the older, 

more labor-intensive equipment is either no longer 

being produced or is limited in supply and expensive 

to maintain. The purpose of the following lines now is 

to consider the relevance of some arguments in choosing 
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techniques in underdeveloped countries and to suggest, 

the necessary adaptations in present policies and 

plans. 

We can distinguish six aspects of limitedness of 

techniques: capital-intensive equipment, improvement 

in productivity of labor, trade-off between output and 

employment, the scale of production, quality of 

product, and profit maximization. 

a) Virtually all writers who have attempted 

to explain the process of employment and 

industrialization have stressed the exist¬ 

ence of a rigid factor proportions problem, 

in which the techniques were few and of a 

relatively capital-intensive variety.'1' 

The employment problem is often said to 

be a result of technological changes that 

have their origin in the advanced indus¬ 

trial countries, where the factor pro¬ 

portions between capital and labor are 

reversed and advances in technology make 

production processes ever more capital- 

intensive. Developing countries are said 

"Werner Baer and Michel E. A. Herve, "Employment 
and Industrialization in Developing Countries." 
Quarterly Journal of Economics, February, 1966. 
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to have no choice but to use these technolog 

ies. R. S. Eckaus (7) refers to the problem 

in the following terms: "It is fairly 

common for observers to report finding 

modern, capital-intensive equipment and tech 

niques used in underdeveloped areas where 

relative factor prices would suggest the use 

of more labor-intensive techniques. I 

should now like to suggest that the use of 

'modern1 techniques is not necessarily ir¬ 

rational emulation but the result of real 

limitation in the technological choices 

available, and that this, in turn, is a 

major source of labor employment problems 

in underdeveloped areas..." 

The crucial feature of the Eckaus 

paper is that available techniques are 

limited and opportunities for labor/capital 

substitution correspondingly narrow. The 

technical range for combining factors in the 

production of certain industrial products 

is more or less fixed—especially for the 

underdeveloped countries which have to 

import the machinery to make such goods and 

consequently have little say in the initial 
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design and development stages of the 

equipment. Because of these limited 

opportunities of substitution, a de¬ 

cision to produce a certain product also 

fixes the choice of techniques of 

production. Therefore, the two prob¬ 

lems—employment and the choice of tech¬ 

niques—tend to merge. 

b) Another reason why the rate of growth of 

employment lags behind the rate of growth 

of output is the nature of technical 

progress, incouding improvements in orga¬ 

nization and management, which generally 

takes the form of an increase in the pro¬ 

ductivity of labor per man hour. This has 

the effect of economizing on the use of 

labor and thereby reducing the employment 

associated with a given increase in out¬ 

put. John R. Harris and Richard Todaro 

(27) in a most stimulating article have 

suggested that countries with the highest 

output growth rates have in general also 

experienced the highest rates of labor 

productivity growth. As a result, indus¬ 

trial employment has lagged significantly 

behind output growth. 
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Broadly speaking, the pattern of 

economic growth tends to assume capital- 

intensive and labor saving forms, there¬ 

by reducing the demand for jobs in con¬ 

ditions where the supply of jobs is 

increasing because of the increase in the 

population of working age. Thus the re¬ 

sultant imbalance between the supply of 

and demand for jobs (unemployment) reflects 

the interaction of labor saving technical 

progress and the population explosion. 

This conjuncture worsens the possible con¬ 

flict between output and employment ob¬ 

jectives in the less developed countries 

where there is a relative abundance of 

labor and shortage of capital. 

c) A recent paper by Frances Stewart and 

Paul Streeten (23) has made an important 

contribution by clarifying some aspects 

of the trade-off between output and em¬ 

ployment. Commenting on this, the authors 

conclude: "... There is thus a limited 

range of employment possibilities asso¬ 

ciated with each machine, which means that 
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there can be a conflict between output and 

employment..." with respect to this dilemma 

two comments are important. First, if a 

high priority is assigned to employment 

and income distribution then economic pol¬ 

icy makers place highest preference on 

social issues. Second, if new technologies, 

capital-intensive, are adopted then the 

rate of growth of output and large scale 

production are emphasized. Choosing one 

approach rather than the other, therefore, 

implies an acceptance of one role for 

government action rather than the other, 

and the criterion for making this choice 

must be in terms of the relevance of this 

role to the situation prevailing in the 

countries concerned. 

d) Another cause of limitedness of techniques 

is scale of production. Investors in 

developing countries are usually faced with 

three choices: competitive, modern, large- 

scale production, which requires a larger 

market than present domestic demand; less 

competitive modern production, which does 
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not fully utilize economies of scale; or 

small-scale, labor-intensive production, 

which, however, is realtively costly. 

The advocates of capital-intensive tech¬ 

niques designed for a large scale of 

production are, in the first place, tempted 

to draw a lesson from the history of the 

relatively developed nations and they ar¬ 

gue that economic development of relatively 

developed nations of today was due to the 

use of modern techniques and innovations. 

They maintain that capital deepening forms 

of production have always played the de- 
1 

cisive role in their economic development. 

Particularly relevant in this context is 

the fact that the best machinery for one 

country is not always the best for another. 

The appropriate techniques vary from coun¬ 

try to country, and from a period of devel¬ 

opment to the next, according to circumstances. 

But this does not imply that technology is an > 

immutable force requiring adjustment in other 

■^This can be noted, for example, in Roger J. 
Sandilands, uLa modernizacion del sector agropecuario 
y la migracion rural-urbana.” Revista de Planeacion 
y Desarrollo. Vol. Ill, Octubre 1971? Bogota, Col. 
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factors to make way for it. Technology 

may have greater inherent flexibility than 

the human factors—skills, attitudes, be¬ 

havior, propensities and motivations— 

which cooperate with it in production. 

The establishment of customs unions 

among countries with similar economic 

development and complementary resources; 

the adoption of more selective systems of 

import licenses for machinery and materials; 

the creation cf information centres to 

keep track of past and current technologi¬ 

cal developments throughout the world and, 

the provision of widespread technical 

education can increase the capacity of 

developing countries to develop indigeneous 
1 

technology better adapted to their needs. 

e) Design considerations often demand modern 

techniques; the speed and quality of a 

product, the precision with which parts 

are manufactured, as well as the appearance 

of the finished goods, are very much in¬ 

fluenced by the sophistification of the 

■'"Keith Marsden, "Progressive technologies for 
developing countries." I.L.R., Vol. 101, No. May, 
1970. 
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production methods. 

f) Since capital is scarce and expensive, 

entrepreneurs are concerned only with maxi¬ 

mizing its productivity in order to maximize 

their profits, this generally means choosing 

modern technology. 

So far, the discussion has ignored the controversy 

over criteria for investment. The idea that under¬ 

developed countries should choose labor-intensive 

techniques in line with their labor surplus has also 

been challenged by Galenson and Leinbenstein (9)« They 

favor capital-intensive techniques of production be¬ 

cause by adopting such techniques a country can achieve 

a level of economic capacity which maximizes income, 
1 2 

output and employment at a determinate future time. ’ 

Their prescription for policy is that the policy¬ 

maker should try to equate not the marginal productiv¬ 

ity of capital in all uses, but what they call the 

"marginal per capita reinvestment quotient," which 

^■Walter Galenson and Harvey Leinbenstein, "Invest¬ 
ment criteria, productivity and employment." Quarterly 
Journal of Economics, Vol. LXIX, 1955» 

2 
Hirschman suggests, for example, that capital in¬ 

tensive techniques have a more subtle influence in 
inducing efficiency at all levels of labor and manage¬ 
ment. Albert 0. Hirschman, "Investment policies and 
dualism in underdeveloped countries." A.E.R., September, 
1957, PP. 563. 



35 

seems to be defined as net productivity per worker 

minus consumption per worker. These results are based 

on the following assumptions: 1) that every peso paid 

in wages is spent on consumption and that every peso 

not paid to labor is reinvested; 2) the establishment 

of heavy industries will make possible a more rapid 

rate of investment because it will not be necessary to 

distribute so much income to labor as under a more 

labor-intensive approach. This argument assumes that 

ordinarily, though not invariable» the most capital- 

intensive techniques give us the highest rate of 

profit and, thus, the reinvertible surplus is maxi¬ 

mized. This is so because the average and marginal 

propensity to consume of entrepreneurs is relatively 

low; 3) If labor-intensive methods are adopted, more 

workers will be brought into employment from the pool 

of surplus labor. They will have to be paid wages, 

but it will be unrealistic to expect them to save. 

Consumption will expand by the full amount, or very 

nearly the full amount paid out in additional wages, 

and there will be less left over for saving and in¬ 

vestment. 

However, in the paper of Galenson and Leibenstein 

no allowance is made for capital depreciation. Also, it 

is a mistake to assume that only capitalists save. The 

authors do not discuss the problem of ensuring that the 
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entire surplus over and above what is paid to labor is 

in fact reinvested. They argue that many underdeveloped 

countries do not have a choice between slow and 

relatively comfortable development on the one hand and 

rapid development achieved by means of rapid invest¬ 

ment and restricted consumption on the other. They 

believe that the latter is the only road to development. 

The merits of this prescription is not further dis¬ 

cussed here, but what perhaps needs emphasis is the 

economic argument which leads to a similar conclusion in 

favor of greater equality. That is, it may be argued 

that a more equal income distribution through a higher 

share of wages is not only a desirable goal in itself, 

but that in the situation of some developing countries, 

more employment would also lead to a pattern of pro¬ 

duction and consumption more conducive to economic 

growth. Furthermore, for some developing countries, 

the empirical evidence demonstrates that the high pro¬ 

portion of nonwage income and the present great in¬ 

equality do not mean that private saving has been an 

important source of capital formation. In Colombia, 

for example, private saving net of depreciation has 

seldom provided as much as one-third of total saving 

or one-half of the financing for private investment 



37 

(which has generally been over 80 percent of total 

investment). As Richard Bird says, "The marginal pro¬ 

pensity to save out of private disposable income in 

Colombia in the postwar period has been extremely low, 

almost negligible, especially considering the high 

proportion of increases in income which appear to have 

gone to relatively better-off sections of the 
1 

community." 

In the controversy about reinvestment criteria, 

the maximization of the rate of turnover or the maxi¬ 

mization cf the ratio of output to capital has also been 

suggested. At its most extreme this approach claims that 

capital-intensive methods of production always involve 

lower capital cost per unit of output than the labor- 

intensive methods. However, there is considerable 

evidence that in a labor surplus economy the more labor- 

intensive methods also save capital per unit of output. 

In this sense, the capital/output ratio for construct¬ 

ing wells, roads, drainage, water supply, sewerage 

and school building may be the lowest for the most labor- 

intensive techniques. On technical grounds, too, this 

criterion has the fault that it would discriminate too 

heavily against the labor-intensive techniques which 

^Bird M. Richard, "Taxation and Development: 
Lessons from Colombian experience (Cambridge, Mass.: 
Harvard University Press, 1970). 
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give smaller return for the first two or three years 

hut then for the remaining years more or eaual, rather 

than any rival capital-intensive techniques. 

The advocates of the labor-intensive techniques of 

production try to avoid the arguments about the capital- 

output ratio and they draw their conclusions from the 

real conditions prevalent in the present-day under¬ 

developed economies. It is common knowledge that these 

countries face the problem of factor disequilibrium. 

That is, they have an insignificant amount of capital 

and an abundance of manpower waiting for employment. 

Under these circumstances, their preferences go to 

labor-intensive techniques on the grounds that they may 

provide maximum employment with a minimum amount of 

capital. 

However, recognizing the existence of a trade-off 

between employment today and employment tomorrow, the 

labor intensive techniques may maximize employment only 

if labor continues to have a relative advantage in terms 

of price and efficiency with respect to capital. Further¬ 

more, the chances of reinvestment are not as good in the 

case of labor-intensive techniques as they are in case 

of capital-intensive ones. Since the entrepreneurs are 

interested in the share that capital receives out of out¬ 

put they are more inclined to use capital-intensive 



39 

techniques thus increasing their wealth. This also 

means that they are more inclined to reinvest in capital- 

intensive techniques than in labor-intensive techniques. 

The output produced by labor-intensive techniques will 

be smaller over time because of less reinvestment than 

in the case of capital-intensive techniques. So, in 

the long run it is the latter type of technique which 

is likely to maximize output and therefore, the decision 

about the nature of new investment offers a conflict 

between output and employment. 

Finally, in the light of a labor surplus economy 

one may ask what considerations, in addition to obvious 

moral, social, and political dangers of pervasive un¬ 

employment, would justify sacrificing prospective out¬ 

put to create more remunerative employment. First, 

there is considerable scope in a labor surplus economy 

for a choice of more labor-intensive products for meet¬ 

ing the requirements of domestic consumers, apart from 

possibilities of exports. Second, with the traditional 

extended family system, new jobs and the wages they 

produce are the only way of providing a living for many 

people. Third, prolonged unemployment has purely 

economic cost in the form of under-utilization of human 

resources. Fourth, more employment would serve as a 

means of both more equitable distribution of incomes 

and a fuller and more widespread participation of the 

mass of the population in the efforts as well as the 

fruits of economic development. 



V. EMPLOYMENT AND THE PATTERNS OF CONSUMPTION 

-Lauchlin Currie's Policy Prescriptions- 

The discussion up to now has been in terms of 

different methods of producing the same product. Re¬ 

cently, the possibility of a substantial change in the 

composition or pattern of demand in order to change the 

factor proportions for the economy and push back the 

exchange constraint has been discussed by Professor 

Lauchlin Currie in "The exchange constraint on develop¬ 

ment—a partial solution to the problem." 

Recognizing the dilemma between maximization of 

output and maximization of employment, the author 

suggests a "new strategy" based on massive investment 

in housing in order to reshape the patterns of national 

demand and create new opportunities of employment. 

Using his own words, the problem is defined as follows: 

"...Theoretically, the problem could be resolved in 

more or less degree if internal demand could be direct¬ 

ed towards a good or a bundle of goods and services of 

mass consumption ■fahose production required less imports 

per dollar of output than is called for under existing 

patterns of demand..." The proposal sketched in his 

paper, and spelled out in considerable detail in 

"Operacion Colombia," suggests that better factor 



kl 

proportions can lead, to greater output, greater mobility 

and more efficient utilization of factors of production. 

In doing so, substantial expansion of urban housing may 

be expected to follow greater employment. In this 

section, we will try to discuss some of the assumptions 

and implications of this plan. 

Besides the numerous industrial interactions with 

the non-agriculture sector, the most frequently men¬ 

tioned advantages of the housing industry are: 

1) Low import coefficient-. It is generally recog¬ 

nized that housing creates not only jobs but builds 

capital goods with a desirable import content. 

2) High labor component. Probably this is one of 

the most remarkable characteristics of the housing 

industry. However, due to recent technical innova¬ 

tions in construction materials the proportion of 

capital is becoming continually greater. 

3) Adequate utilization of raw materials. In 

Columbia, it is generally accepted that shortages or 

bottlenecks in availability of construction materials 

are temporary and generally due to distribution rather 

than production problems. 

*+) Encouragement of expansion in other labor- 

intensive industries (i.e., wood and wood products, 

furniture, paper and paper products, leather products, 

etc.). 
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5) Promotion of the creation of indirect em¬ 

ployment. This multiplier effect is apt to be much 

more significant than any direct contribution that 

the manufacturing sector can make to the alleviation 

of mass unemployment. 

Although urbanization is no recent phenomenon 

in Colombia, population growth in the form of large 

cities is. This tendency is reinforced by several 

factors on the production side. First, with increases 

both in the size of population and the size of average 

incomes, markets will increase, and as they do, 

specialization of labor will occur. Second, increased 

division of labor is associated with learning. Im¬ 

provements in performance and what we usually refer to 

as "technical changes" will take place. Although we 

have referred to these two phenomena, the division of 

labor and learning, as factors on the production side, 

this is clearly a simplification. Both factors exert 

a strong influence on the consumption side. For in¬ 

stance, many tasks are continually being shifted from 

the home to the factory. Also, as income grows over 

time, there will be some reallocation in the average 

family's expenditures. Relatively less of total in-, 

come will be allocated to food and thus relatively more 



to other types of goods and services. We say that the 

demand for foodstuffs and other agricultural commodities 

has a low income elasticity. The higher income 

elasticity for nonagricultural or, "urban" goods and 

services, is thus a behavioral characteristic, an in¬ 

herent quality of consumption, which will induce a 

reallocation of resources to urban areas as incomes 

grow. 

The very formation and growth of urban goods will in 

turn create demands for new goods and services, such as 

communication, education, public health, collective 

services, and other producers' services. 

Turning to the Currie's prescriptions, in the light 

of the promising effects of the housing industry and 

faced with a perverse unemployment situation in the 

largest cities, the government of Colombia considered 

it appropriate to adopt housing as the strategic industry 

of its social and economic development. 

Indeed, in 1971» several basic philosophical 

revisions were made to the national development plan. 

Urbanization and shifted emphasis away from a 7.5 percent 

economic growth towards stronger urban development pro¬ 

grams can be considered as the most important character¬ 

istics of the new plan. In general, the revision plan 

considered cities as the "motor" of economic development 
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as argued by DNP's advisor, Lauchlin Currie. 

Domestically, the government established a National 

Saving and Housing Board, a Saving and Housing Fund 

(FAVI) and authorized the creation of private savings 
* 

and Housing Corporations. FAVI, a branch of the 

Central Bank, began operations with 700 million pesos. 

The main objective is to aid in the. creation of private 

Saving and Housing Corporations. It is thought that 

the initial rate to savers will be 6 percent, to be 

increased if prices rise, while borrowers will pay 8 

to 9 percent, also adjustable to inflation. In general, 

government officials hope that the protected saving 

plan will mean a twofold contribution to employment 

and urban progress. 

This section concerns itself with ways through 

which the new strategy might be brought up to either a 

plan of effectiveness and progress or to one of despair 

and dissatisfaction. 

THE CONSTRUCTION INDUSTRY 

The development of the construction industry is 

undoubtedly one of the more striking manifestations of 

the industrialization process. In particular, the demand 

^Lauchlin Currie, "Ensayos sobre planificacion: 
Introduction a una teoria de desarrollo conocida como 
Opëracion Colombia." Tercer Mundo, 1965. Also, 
"Accelerating Development" (New York: McGraw-Hill, 1966). 
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for housing shows a highly dynamic behavior pattern 

and its development development extends to many other 

branches of the manufacturing sector linked to the 

production of both intermediate products and consumer 

and capital goods. Furthermore, the strnegth of this 

demand represents considerable progress in the level 

of income per capita and it requires fairly substantial 

investments, whose value per unit of production is 

strongly influenced by the scale of operations.^ 

However, the construction industry is still a 

very small sector in the present stage of Colombia's 

development. Table 6 shows the role of construction in 

1970 and its expected target in 1985» With 5.3 percent 

of the total economically active population in 1970 it 

is expected to pass from 260,000 employees in 1970 to 

940,000 in 1985. With 5*3 percent of the total economic¬ 

ally active population in 1970 it is expected to pass 

from 260,000 employees in 1970 to 9^0,000 in 1985» 

These projections are based on the ILO model.2 

It divides Colombia's economy into two sectors, 

agriculture and non-agriculture, dividing the latter into 

^Strassman Paul, "The construction sector in economic 
development." Scottish Journal of Political Economy, 
Vol. XVIII, No. 3, November, 1970. 

2 
ILO, "Towards full employment, a programme for 

Colombia." Geneva, May, 1970. 



three sub-sectors: Alpha, taking in mining, modern 

manufacturing, public utilities, and transportation; 

Beta, including construction, handicraft manufacturing 

commerce and personal services; and Gamma, including 

banking and other services. The ILO defines, quite 

correctly, alpha as both capital and skill-intensive. 

Beta is neither, and gamma is not capital-intensive 

but does require skilled workers. 
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TABLE 6 

OUTPUT AND EMPLPYMENT PROJECTIONS, 1970-85 

Estimated Targeted Average Est. Targeted Avg. 
Sector 1970 1985 % 1970 1985 % 

or 
Subsector 

output 
(1) 

output change empl._ 
(2) 

empl. change 

Agriculture 10.8 23.8 5.4 255 335 1.8 

Alpha 11.9 43.7 9.1 .59 1.4o 6.0 

Mining 1.3 2.5 4.6 .07 .10 2.1 

Mfg. Mod. 7.4 27.6 9.2 .31 .72 5.8 

Public Utilities 0.5 2.8 12.5 .01 .02 4.0 

Transportation 2.8 10.8 9.5 .19 .56 7.4 

Beta 9.3 31.5 8.5 1.35 3*66 6.9 . 

Construction 1.4 6.4 10.8 0.26 0.94 8.9 

Handicraft mfg. 1.0 3.3 7.9 .32 .74 5.8 

Commerce 4.5 16.1 8.5 .40 1.15 7.3 

Personal serv. 2.4 5.7 6.5 .37 .83 5.5 

Gamma 5.0 19.1 9.3 .56 1.85 8.3 

Banking 1.2 4.0 8.5 .09 .25 7.5 

Other services 3.8 15.1 9.5 .47 .16 8.5 

(1) Output value at factor cost in Billions of 1958 Col $. 

(2) Figures in million man-years. 

Source: World Bank, "Economic Growth of Colombia: Problems 
and Prospects." The Johns Hopkins University 
Press, 1972. 
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In I960, construction industry represented 3.2 

percent of the industrial gross domestic product, in 

1970 it increased to 3*7 percent and the target for the 

new plan is 10.8 percent. The value of construction at 

current factor cost, in millions of Colombian pesos was 

5,427.7 in 1969 with a. percentage share of total GDP 

by industry equal to 5»3« In comparison, agriculture, 

manufacturing, commerce, transportation and services 

represented a percentage share equal to 29, 16.5) 13*5) 

6.2 and 14.1, respectively.^ 

Table 7 provides information on the composition 

of gross domestic investment during the last twelve 

years. As it can be seen, the proportion of private 

and government investment in construction is becoming 

continually greater than the other components of gross 

domestic investment. 

Taking into account the already undertaken invest¬ 

ment in housing, these proportions would be affected 

considerably. In fact, the investment coefficient is 

expected to pass from 19.4 percent of GDP to 24 percent 

between the period 1970-1975» With respect to the whole 

economy, total gross investment—out of which 65 percent 

corresponds to construction and the rest to transporta¬ 

tion equipment and machinery—represents 19.6 percent 

■^Banco de la Republica, "Sintesis Cuentas 
Nacionales de Colombia," 1950-1970. 
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of the total expenditure on gross domestic product. 

Gross domestic consumption represents 86.6 and total 

saving 20.7 percent. 

TABLE l_ 

COMPOSITION OF GROSS DOMESTIC INVESTMENT. 1958-69 

(In millions of Col. $) 

Percentage Share 
Gross Fixed Domestic Investment(l)  of GDI  

Year 
Construc¬ 
tion 

Transport 
equip. 

. Machin. 
Inven¬ 
tory 
change 

Gross 
domes t. 
invest. 

Private 
sector Govern 

1958 1,951.6 356.5 1,030.7 523.8 3,862.6 83.8 16.2 

1959 2,486.5 480.2 941.2 487.7 4,395.6 83.1 16.9 

I960 2,697.1 691.6 1,456.2 649.9 5,494.8 85-3 14.7 

1961 3,272.1 746.9 1,561.3 754.7 6,335.0 81.8 18.2 

1962 3,841.9 506.1 1,788.9 267.8 6,404.7 79.7 20.3 

1963 4,421.1 691.7 2,054.7 677.0 7,844.5 82.3 17.7 

1964 5,247.8 931.1 2,474.9 948.2 9,602.0 83.6 16.4 

1965 5,976.8 840.5 2,686.9 1,238.0 10,742.2 82.6 17.4 

1966 7,468.5 1,126.6 3,708.5 2,736.8 15,040.4 79.7 20.3 

1967 9,738.3 1,457.3 3,533.5 611.9 15,341.0 71.7 28.3 

1968 11,723.9 2,231.3 4,859.9 1,591.1 20,406.2 73.7 26.3 

1969 13,873.2 2,318.7 5,038.2 1,932.4 23,162.5 71.3 28.7 

Source: Banco de la Republica. 

(1): Housing investment represented an average of 15.4 
percent of GDI. About 86 percent of this is in 
urban dwellings, in response to sustained popula¬ 
tions shifts. About one-third of the housing is 
sponsored by the government, partly through 
credits of the Territorial Credit Institute and 
partly through purchases of the 11 percent 
Housing Bonds from the Central Mortgage Bank. 
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In spite of the above composition, the fact that the 

private firms control to a great extent the capital forma¬ 

tion of domestic investment, and because of the centrali¬ 

zed administrative structure of the new strategy, the 

direction, magnitude and channeling of savings through 

the "filtering process" may well be directed away from 

those goals postulated by the government.^ These 

questions are our interest in the following sections. 

A) HOUSING AND MIGRATION 

According the last Census of Households, Colombia's 

population is growing at a rate of 3.2 percent annually, 

one of the fastest in Latin America. Nearly half of the 

present population, estimated at 22 million, is living in 

urban centers. 87 percent of this urban population lives 

in 30 urban centers that have populations of more than 
2 

30,000 inhabitants. 

High and stable birth rates in conjunction with 

sharply falling death rates have led Colombia to a par¬ 

ticularly young population composition. In terms of em¬ 

ployment, the urban labor force is expected to rise from 

eighty percent of Colombia's total construction 
is in the four largest cities: Bogota, Cali, Medellin, 
and Barranquillaj Bogota accounts for 40 percent. 

2 
Documento DNP-335-UDRU, "Modelo de Regionalizacion." 

Planes y programas de desarrollo, Bogota, 1970. 



3,695,000 in 1970 to 7,9î+1+,000 in 1985? with an average 

gain of 5.25 percent. The ILO report found that the 

rural labor force is expected to rise from 2,781,000 to 

2,897»000 in the same period with an average gain of 

only 0.3 percent. The overall result of the average 

increment of 5.25 percent in the urban labor force 

means approximately 225,000 new urban workers per year 

during 1970-75; 275,000 in 1975-80; and 350,000 in 

1980-85. 

At the aggregate level, there is no doubt that urban 

unemployment results from the massive migrations of the 

rural population. During the last decade the three 

largest cities—Bogota, Cali and Medellin, grew at 7 

percent per annum, more than double the rate of natural 

increase. This means that they will double their popula¬ 

tion over the next ten to twelve years. At the same time 

the population in rural areas increased at only 1.3 

percent. 

Undoubtedly, the massive exodus from the agricul¬ 

ture sector is the clear result of the very poor living 

conditions for the majority of the rural population. 

Furthermore, with respect to the rest of the country, 

these conditions have been worsening over the past decade 

^ILO, op. cit; pp. ^5* 

2 
Evidence on this issue is presented in Berry A., 

"La distribucion de ingresos provenientes de la agri- 
cultura in Colombia." Documentos de trabajo, CID, 
Universidad Nacional de Colombia, Enero 1970. 
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The great economic and social disparities in the 

levels of living are easily explained if the following 

factors are taken into consideration. 

1) Compared to I960, industrial workers were earn¬ 

ing 45 percent more in 1967, rural workers only 11 per¬ 

cent.'1' This does not imply that poverty is located 

exclusively in the rural areas. In fact, it is true 

that nearly half of the rural families earn less than 

300 pesos a month, but it is also true that more than 

half of the urban labor force earns less than 400 pesos 

a month (or about 20 U.S. dollars monthly). 

2) Secondary and vocational training facilities 

are non-existent in the rural areas. Only 3 percent of 

the total number of children living in the rural areas 

2 
complete the fifth grade of primary school. 

3) Water supply, health care, electricity and basic 

medicines are still considered as luxuries. Some exam¬ 

ples are: 40 percent of the total rural population does 

not have sanitary drinking water. 37 percent does not 

have latrines. The illiteracy rates are not less than 

38 percent."^ 

^"World Bank, ...op. cit., p. 301. 
O 

World Bank, op. cit., p. p. 
•5 

CID, "Documentos de Trabajo," Universidad Nacional 
de Colombia, Marzo 1970, p. 12. 
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4) Access to medical and other social services 

does not exist. (72 percent of the physicians reside in 

Bogota, Cali, Medellin and Barranquilla.)-1- 

As a result of those social and economic conditions, 

thousands of rural families have been forced to leave 

the rural areas. To demonstrate this, Table 8 summariz¬ 

es the results of several investigations about internal 

migration and at the same time gives a clear idea of the 

reasons why the peasants are motivated to migrate. 

As it can be seen, the finding of those studies 

demonstrates that the decision to migrate is determined 

more by economic factors than by urbanization per se. 

The economic conditions of the rural population is the 

dominant impetus of migrants. In addition, since a 

great proportion of such migration is direct from the 

agricultural areas to Bogota, Cali, Medellin and 

Barranquilla—by-passing the smaller centers—then a 

policy implication Is that a conscious decentralization 

of industrial and employment centers does not seem to 

prove detrimental to migration. On the contrary, it 

would distribute the flow of migration, it would main¬ 

tain the dynamic equilibrium of the economy, and it would 

help to reduce the extreme Inequalities in the regional 

levels of living. 

"Htforld Bank, op. cit., p. 77 • 
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TABLE 8 

CAUSES OF INTERNAL MIGRATION 

(Results of Several Inquiries) 

-Percentages- 

Causes Reyes Reyea Pineda Swan Matos Havens 

Economic 34 72 23 44 61 62 

Family 51 6 — 24 23 21 

Study 6 9 2 — 9 3 

Military service 1 6 — — 3 — 

Violence 1 1 59 4 — 

Health -- 2 if 4 3 3 

Housing — — — — 3 7 
Other 7 5 13 24 1 4 

TOTALS 100 100 100 100 100 100 

Source: William McGreevey, "Causas de la migracion 
interna en Colombia." Empleo y desempleo en 
Colombia. Centro de estudios sobre desarrollo 
economico, CEDE, Universidad de los Andes, 
1969. 

Here, two observations are in order. First, given 

the direction and concentration of the new investments 

in housing, it is then clear that the high capital re¬ 

quirements and the difficult problem of trying to pro¬ 

vide urban employment for the massive flood of peasant 
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farmers who would then pour into the four largest 

cities, made such policy questionable. Second, it 

would increase the congestion and slums (tugurios) of 

the most urbanized cities. On the whole, it would tend 

to hinder the development of Colombia's unusually wide 

network of urban centers, thus, aggravating the existing 

sectoral disequilibrium. 

In sum, the urbanization strategy must not be con¬ 

fused with planning. The plan, with its quantifications 

of the various components of the economy, is the only 

means of showing the scale of the effort to be made and 

the degree of compatibility of all the various forms of 

action that the state intends to take. Unless the 

strategy of housing includes the formulation of a well- 

organized series of development policy measures and an 

outline of the main investment projects to support it, 

then it will simply be an expression of aspirations, 

and nothing more. In this sense, the housing strategy 

as it is actually conceived may act like a "magnet" 

attracting new workers into the already over-populated 

urban labor market, which in the end probably increases 

rather than decreases urban unemployment.^ That is, it 

"^Todaro, M. P. (1969), "A model of labour migration 

and urban unemployment in less developed countries," 

A.E.R., Vol. 59, No. 1, pp. 138-V8. 
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may well be that the first round effects will temporar¬ 

ily increase the rate of employment because of the in¬ 

vestments undertaken in housing, but due to second 

round effects, this will not reduce urban unemployment 

because as soon as the probability of finding a job is 

increased, the flow of migrants to the largest cities 

increases, thus increasing urban unemployment. 

B) URBANIZATION AND LABOR SURPLUS 

The trend towards urbanization is inescapable. It 

is a common characteristic of all societies undergoing 

modernization and is generally considered to be a basic 

indicator of economic growth. But when it achieves the 

rate and the direction of some major urban centers in 

Colombia it becomes a serious problem challenging its 

leaders' capacity for action. In effect, a premature 

process of urbanization via migration of people merely 

relocates the surplus labor problem in a framework which 

makes it more difficult to control. A continual flow 

of people drawn to the city by over-optimistic expecta¬ 

tions with respect to opportunities for advancement may 

ultimately increase the needs and reveal the in¬ 

sufficiency of all sorts of urban services, from 

housing, schooling, water supply, electric energy, 

drainage systems, transportation, to the channels of 

distribution of foodstuffs. 
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During this process, people solve their particular 

problem of relocation by moving their own environment 

into the city. Thus one finds in Bobota, Cali, Medellin 

and Barranquilla an urban peasantry, with their poultry 

and rural subsistence level. They have merely moved 

their base of operations into an area where they may 

constitute a direct interference with the expansion of 

the urban economy. An urban dualism develops whereby a 

subsistence economy and a more sophisticated economy 

inhabit the same urban agglomaration. This type of 

dualism resulting from an urban labor surplus living in 

a slum (tugurio) may have more serious implications for 

the growth process of Colombia, the renovation, remodeling 

and renewal of areas now oocupied by the slums through 

projects such as street paving, water and sewerage, 

schools and electricity is costly and sometimes impossible 

because of their location.^" 

In short, slums merely indicate the presence of 

urban dualism, a condition which is hardly a necessary 

stage in the process of Colombia's urbanization and one 

which should be avoided wherever it has not already 

established itself. 

... The infraestructure for a dramatic improvement 
in tugurios and poor barrios of only eastern Bobota is to 
be started in 1973 in a 1.700 mm pesos programme of which 
1.000 mm pesos comes in two loans from the IAD3, the first 
time an international agency has made a loan for urban 
development in Latin America, ...700,000 people live in 
this area..." Quarterly Economic Review, E.I.U., 
December, 1972. 
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By the above discussion we do not mean to say that 

housing construction programs for middle and low-income 

urban families are to be abandoned. They should be 

intensified. The contention is that such programs in 

themselves should recognize the relationship of rural 

development to urbanization particularly through migra¬ 

tion. The strategy of housing should not seek to inhibit 

arbitrarily the growth of cities of average size, but 

rather should employ policy and resources to promote a 

pattern of urbanization that is consistent with the 

actual levels of income and purchasing power of the 

people. 

The housing industry should help in the creation of 

a coherent national strategy for urban-regional develop¬ 

ment rather than stress of the actual regional imbalance. 

That is, urban housing should help to allocate migration 

ane make it somewhat more stable than at present. To 

achieve this purpose, a broad variety of mechanisms of 

self-construction might be employed, such as government 

mortgage guarantees, discount facilities, and tax 

exemptions instead of placing principal reliance upon 

public funds and government departments to produce hous¬ 

ing. In its attempts to stimulate and support con¬ 

struction activity, the government has many options: 

It can subsidize the construction industry (e.g., in 



V. CONCLUDING REMARKS 

The magnitude and characteristics of unemployment 

in Colombia suggest a need for the creation cf coherent 

and consistent strategies of employment for the 200,000 

persons per year that enter the labor force for the first 

time. 

Several lines of attack are necessary. First, 

to ensure more opportunities of employment the Labor 

Code has to be changed. Fringe benefits must represent 

a pure economic compensation rather than temporary pater¬ 

nalistic "safety valves." Second, given the nature of 

modern technology, selective mechanization may create 

more jobs than it eliminates^. This is because the 

large-scale, capital-intensive techniques are not 

efficient if markets are small, scattered, fragmented; 

or if there is not an effective demand. Third, a wider 

spread of education and training is required. This 

measure would yield better income distribution among the 

people and would reduce the pressure of demand for jobs. 

Measures to remedy the intersectoral disequilibrium 

are urgently needed. Just as general employment promo¬ 

tion is heavily dependent upon economic development, 

so is rural employment promotion on rural development 

policy. In effect, it is evident that there is no 

general strategy for reaching this goal now. 
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In discussing the possibilities of housing as a 

large scale non-agricultural employment creation, the 

strategy must be worked out within the framework of the 

entire economy. Housing per se should be considered 

as a component of one overriding aim: that of region¬ 

al balance. A centralized program of urbanization, 

sustained by a polarized rural-urban migration, merely 

relocates the surplus labor problem in the largest 

cities. 

In terms of economic benefits in employment and 

supply of raw materials, and also as a satisfying and 

sound means of savings the encouragement of growth of 

housing industry is a desirable strategy. However, the 

creation of public funds and government departments to 

produce housing may turn out to be a wasteful strategy, 

because of possible mishandling of finds, bribery, in¬ 

efficiencies and administrative paper work of govern¬ 

mental organizations. 
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