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Lo INTRODUCTION

The aim of this paper is to analyze the adjustment Process
of industrial firms to the liberalizaticn and stabilization
reforms undertaken by Chile in the second half of the sevenw
ties. In particular, we are interested in distinguishing tho-
se actlons and/or policies that helped towards the adijustment
from those ones which repregsented obstacles. We are further
interested in identifying the various forms that this adjust-
mant provess took. Our data came from a gualitative questiocn~
naire completed by ten firms. We are aware that we cannob
make population infevences from such a limited, non random
sample, but we believe that If the results show a high degree
of consistency with a priori expectations, they may have vali-
dity for more than the ten cases studied.

Unguestionably, manufacturing industry in Chile was highly
protected by 1974, This protectlion had begun after the Great
Bepression and gradually increased after World War II. A
first attempt to reduce ewcessive protection was made at the
and of the 1%60s. However, in the earlv seventies non-tariff
protection wasz stepped up, BState takeovers and control of
firms became widespread; also extensive price controls were
introduced, In these civounstances any guantitative measure

of protectionism for this period becomes very dubious.




Although there is consensus in the profession as regavds
the oxcesgive costs of a highly restrictive foreign trade re-
gime [(Bhagwati (1978), Xruegey (1978}}, there is less agree-
ment &nd little experience with respect to the shape and
biming of the liberalization process. As regards timing, given
the potential unemployement linked to the reallocation of re-
sources required, it is prefevable to lower trade barriers in
the expansionary phase of the economic cycle. As for the me-
shanics of deregulaticon, there are uncertainties regardings
{1y the final structure of protection and (ii) the speed of
comvergenve of the pre-~liberalization structure of protaction
e the Final structure.

Recent experience in Chile with the liberalizatlon wf Lo
relgn trade provides an unique case sbudy by virtue of the
high and differentiated protection that existed before the re-
forme as well az to the spesed and final structure of protec-
tion. Tt is therefore of great interest not only for Chile
et alse for other countries whighing to implement a trade 1i-
baralization progess to draw lessons on when and how to do so0.

Unfortunately, history never provides “pure® experiments,

and so some allowances must be made for othexy factors that




could have affected the firm's performance. For this purpose,
we introduce, in our cese study, questions dealing also with
the ldentification and intensity of other shocks received by
the firms durdng the liberalization episody.

The paper ig divided into seven sections. In Section 2
the major macroeconomic developments during the period are
sumnarized. In Bectlon 3 we describe the evolution of the ma-
nufacturing sector during the reform periocd. From this devew
Lopments we derlve the main hypothesis regarding the expected
evolution of the firms. This is done in Section 4. The cha-
racteristics of the sample and the questionnaire followed by a
descoription of the firms that conform the sample i1s presented
in section 5. In Section & we discuss the chief exogenous
factors affecting the firms and in Section 7 we discuss the
reactions of the flrvms to those factors, while in Section 8 we
summarize the addustments that firms wade in their operations.
The last section presents the main conclusions. In the appen-

diz we present the questionnaire used for the interviews.




I1. THE MACROBCONOMIC SETTING

The wmilitary government that took power in 1973 implemen-
rad one of the most sweeping economic reforms in Chile's his-
tory. The general thrust of the pﬁliay reforms was to glve a
cenptyal role to market foyees in the allocation of resources
and in the distribution of goods and services. The reforms
included: {(a)} liberalization of the goods markets through the
dismantling of a highly diversified and sophisticated protec-
tion system together with the elimination of an entranched and
widespread price controls; (b) de-reguliation of the financial
market; (o) in the initial years of the new government, a de
facto deregulation of the labor market due o trade union loss
of power: (d) a price stabilization program that included the
arradication of a chronic fiscal deficit; {e}l an overall re-
duction in government intervention in pconomic activitles.

The formulation and implementation of the economic reforms
1isted above evolutioned thru time and was also shaped by ex-
ternal events.

puring its first two years in office the new government
concentrated on liberalizing prices and in the elimination of

non-tariff trade restrictions. At this time some praliminary




allowances with respect to the existing law regulating the do-
mestic financlal markets were alsc introduced. Another major
inttial goal was the reduction of inflation (around 1000% per
year in late 1973) closely related to the Ffiscal deficit,
which amounted to 25% of GDP in 1973. To reduce this deficit,
a large tax reform {in 1974) and a drastic reduction in go-
vernment expenditures were implemented.

The large external crisis that Chile suffered in late
7d-early 735 (copper prices were cut almost by half while the
price of oil quadrupled) at a time when international capital
markets were practically closed for Chile forced the governw
mant to undertake an initial and partial opening of the eco-
nomy, which was encouraged by & large peso devaluation. In
this way, the Iimplementation of a commodity trade aperture
emerged as one of the central reforms. Initially this process
of aperture was suppoged to lead to a Ffinal situation where
axplicit tariffs (the only trade barriers} would range from 10
to 3%, Later on, the final objective was altered and a uni-
form 10% nominal tariff rate was achleved in June 1979. The
only exception were motor wehicles with engines above H50 co.

The aperture to international capital flows started later.




As a conssgquence of the drastie fiscel orunch linked to
the price stabilization effort and to the severe external
shook, SDF dropped 12.9% in 1975, Howsver, starting fyom that
low level Chile had during the period 1976-1280 one of its
bagt GDP growbth performance helped by 8 "reallstic” real ex-
changs rate and by the dismantling of innumerable guvernment
gontrols accoross all markets.

By eariy 1978 the govermment started to become incrga-
pingly concerned with the stuborn inflation rate wich had rea-
ched a plateau of 2.5 per month., By this time a contradiction
gtarted to appesr betwesn the orderly trade liberaliszation and
the price stabilizaticn strategy. Indeed, by now the govarn-
ment authorities gave & central role to the evolutilon of the
exchange rate in the determination of the inflation rate. The
implicit dnflation model being used was, for the first time,
an open econowy model where domestic inflation was thought as
being olosely guided by international inflation plus the rate
af devaluation. It wasz also thought that the rate of devalua-
tion had an important effect on infiationary expectations. To
lmplemant this styategy, in February 19278 the link betwean tha

rate of devaluation and the previous month's dnflatlion rate




wan abandoned in favor of & "tablita® that announced, up to
the end of 1978, devaluations ab a decreasing rate starting
with & menthly vate of 2.5% and ending with one of 0.758% in

et

of that year. ‘The subsequent peso appreciation de-

a drop in the real exchange vate and as & conseguence

import competing and export oriented sectors started to
e

Indeed, the pesc apprecistion that developed was
souivalent o a second and more intensive trade libevaliza-
RO

As a culmination of the Inflation strategy, in June 1979,
the peso was pegged to the US dollar at a fiwed rate. AL the
time, Chilean inflation was still substantially above interna-
tional levels and therefore a large real peso apprecistion fo-
Tlowed, Furthermore, wage indewation based upon lagged
changes in the OPL, in a peried of decreasging inflatlion, re-
#ulted in large increasss in real wages exacerbating the peso
appraciation. The final conseqguence was a large drop in compe-
titiveness, a very weak commercial account of the balance of
pavments, and heavy external borrowlng. Paradoxically, the

large increase in capital inflows made the exchange rate po-




lioy temporarely sustainable but at the same time 11U was the
cause of the loss In competitiveness.

Monetary policy after being a cantyal element of the ma-
crosconomic strategy plaved a decreasing roele later on. In
the initlal vears of the mllitary government a major source of
monay growth was the result of government deficlt finance; fo-
llowing the deficlt reduction due te the fiscal veforms of
1974-197%, the sexpangion in domestic credit loss substantial
ground to exchange rate operations. As shown in table 1, for
the vears 1978 to 1980, while the domestic credit component of
the wmonay bage was decreasing year after year, the exchange
rate operations were highly expansionary (as the Central Bank
was accumulating reserves) with the money supply (M1} growing
at annual rates (Dec. to Dec.) of 67.0% In 1878, £4.5% in
1679, 59.4% in 1986 and 8.7% in 1981, Hpwever, in 1982, with
the sharp drop in the demand for money due to the exchange ra-
e modifications, M1 decreased roughly by 19%.

Inn Chile, during the above perlod, an important debate ca-
me forward concerning the role of monetary policy. wWhile the

official view {that of the Central Bank) was thab the money
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gupply was demand dsrermined, other sroncmists {mostly in the
private sector) believed that it continued belng determined by
Central Bank actionse.

A recent study {Corbo and Matie {i9541) shows that both
groups had not wissed wholly the point. The monetary aunthio-
rity had some control over the wmoney supply, control that
could have been used to sterilize part of the monetary effect
af the capital inflows.

Finally, the drastic reduction in external funding and the
jmpact of the world recession induced a large 1oesl recesslon
in 1982, Purthermore, the peso appreciation accuemulated in
rhe last three vears was now incompatible with tha dragrically
redoced caplial Inflows. Tnitially, the governmant tried o
adijust the economy to vhis large reduction in capital inflows
and export vecelpts, by a recession caused deflation. Tha
downward inflexibility of prices 4ia not permlt the necessary
adiustments causing & depping of the resession togethar with a
very weak flnancial sector. as bhe recupsratlion of gompetitl-
veness through deflation did not materalize and the world eco-
nomy continued in a recassion, the unemployment rate ingreasead

sharply to 25% of the 1abor force -from 11% in Mareh 1981~ and
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the munber of bankrupt flrms increased substentially. By
middle 1982, the government declided to implement macropolicles
s¢ as to bhelp the adiustment process and be able to reduce
unemployment . The main policies were the altevation of the
axchangs rate policy of a fixed ravte and the suspension of wa-
e dndexation.

The evolation of the main macre variables ls presented in
Table 2. The average rate of growth of GDP for the period
19761980 was T.5%. Then it dropped to 5.2% in 188%, In con-~
trast, fn 1982, the GLP decreased by 14.3%. The fastest gro-
wing sectors have been the non-tradable ones (construcition,
commarce and othar services! that grew at a vats over 9% on
svery year from 1977 to 1984,

Supported by the high level of capltal inflows (Table 1),
total domestlic exwpenditures {(private consumption plus govern-
ment consumption and investment) grew, in constent prices., ab
an annual rate of 10.9% per year in the period 1977-1981.

The fact that Domestic Bwpenditures increased faster than
GDE for a number of years was linked to a growling deficit in
the current account of the balance of payments. This deficit
a8 & percentage of GODP was -1.7 in 1976, 7.1 in 1980, and 14.1

in 19at.
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ITE. THE MANURADTURING SEQTOR 1973-1982

The macrosconomic evolution described in the previous seo-
tion implied, a substantial change in the incentive system
that the manufscturing sector faced, Both, the shocks and the
forms of the adiustment had been different across flrms and
BEUTOTE.

At the aggregate level, the gross value of production for
marufacturing sector grew at a lower average annual rvate duoe
ring the sevenities than in tha sixties. While during the alx-
ties the industrial product vose at an averags rate of 5.5%
and the GLP abt & vate of 4.3%, in the ssvenbles they increaged
at an annual average vabte of 2.1% and 2.8% regpectively.

Looking at both national manufacturing censuses we can se2
that the gress value of productlion of the chilean industrial
sector grew at a rate of only 3.6% in the period 19671979,
The industrial producstion indew from the Wationmal Statistical
Institute shows that production keeps growing until 1984 and
then 1t suffers a sharp decline during 1981 that continues in
THE2 .

The sectors that showed the mator Increases in production

for the period 1967-197% wers: paper and paper products, pe-




T

preteun vefinsries, plasitic products, manufanturing of machi-
pery and electrical appliances and tabacno. among  those
saptors whose production decreased the most are: products de-
rived From petroleum and coal, transport material and products
af glass, sto. (8o Tahle 3.

among the sectors that grew, the ones who most heavily ime
proved their share in tha gross valua of producticon of the Ly
dustrial sectoy in the period su-82 were the food sector,
nagie induetries of steel and iron, wood  indusbry and pelro-
1enm refineries. The ones who most considerably Aiminished
their shave in it for this same period were the raxtile seg-
top, wearing apparvel except Footwaar, rubber produocts and mae
sufactaring of electrical and non electrical machinery.

wn sum, the manufacturing sector as & whole diminished lts
ghare in the GODP from a 25.4% in 1970 to & 21.5% in 1980 and
o a 20% in 1982, Considering rhe five year period 7680 we
sea that the share of the industrial sector in the GOF was For
thig period lower than its ghare in any of the three Five vear

periods immedistely before.




TABLE 3
A% GVP Share in the Industrial
GVR .
1967/79 1968/70  1977/79 1880/82
. Highly Protected Sectors
162 Glass and Glass production - 18 88 0,9 0,7 0.5
354 Mlacgllaneous products of
petroieun and coal w89 . 40 €, 5 0.9 Oyt
3EY Petroleum refineries H55.,3%9 4,3 12,9 B,3
383 Manufacturing of slectrical
machineries and appliances T8 18 5 2.7 2,6
321 Textliles mdds BT W5 BeB 4,0
11 FPood Products 287 18,8 23,4 28,4
P35S Pubber Produgts 2484 254 1,4 1.2
382 Manufacturing of machinery,
sxoent electrical 42.42 3,8 2:8 el
385 rrofessional equipment and
optlcal goods -, 06 G, 8,1 4,1
Madian Protected Sectors
35¢ Plastic Products B3, 13 Ted 1,0 2.3
35t Industrial chemical products 20,28 1.9 2.8 2:3
A4t Paper and paper products 110.58 4,5 4,4 3.8
381 Metal products Td. 52 5.3 440 &,3
390 Other manufacturing industries 15,26 8,4 8,3 5
371 Iron and steel bagic industries 48,96 §,6 6,4 6,8
224 Footwear -3 A 2.4 1.5 T3
36T Pottery, ohina and earthen ware w3 b6 4,4 0,5 )
313 Drdinks, wine, liguors industrie
and distilleries 39,60 4,58 4.3 47
Leve Protected Sectors
369 Other non metalic minerals 19, 11 207 2.0 22
F23 Leather products and tanneries 15,93 1: 3 1,0 0,7
352 Other chemical products 36.26 5.0 5,5 B,&
3gd Transport material B4 .35 B2 5, 4,9
324 Waaring apparel except footwear -1, 208 2.7 2.1 240
331 Wood and wood products
axcept furnitures =33.94 1.8 2.4 2.9
332 Fornltures and flxtures (except
primarily of metal} b, 2 g.5 G, 4 1.2
314 Tobacco industries B1.52 2.8 2,8 2.6
342 Printing, publishing and allied
industries -3 8. 88 2.9 2:8 3,1

if Clagification according to Corbo and Pollack {1982}

SOURCES: Pollack [1984).
Cengo Wacional Manufacturero 1967 v 1979. INE.
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Phig evolution of the industrial product is parallel to a
fall in the labor employment level in thias sector. The nald o
nal manufacturing censuses show thab the munber of people ame
ploved in the sector fell 4.89% hetwasen both cenguses. The
most imporiant deop pooured among the egtablishments emploving
more than 50 people where the number of people employed fall
£,0%% in the sams period.

This yeduction in labor employed, in conjunction with the
wodest increase in production, ilmplles an increase in laboy
productivity during these years.

Another indicator of the size reducticon of the manufaaii-
ries sector between the two census years ls the fall in tha
poral mumber of establishments. This fall was of 1%.1% and
conceyns mainly small establishments {those employving beltween
5 oand 9 persons). This type of firms decreased by 18.9%. On
the other hand, the large establishments (50 and move people
smployed) show roughly the same number fn 1967 than in 1879,

For some particoular sector the reduction of laboer employed
in the period &7-7% is songiderable: a 37,1% reductlion in wma-
nufacturing of metal products, machlinery and eguipment {sechor

2g 4p the I8SI0 classification? and sector 3%, {obther wmanufacs.
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turing industries) where the fall is of 23.45%.

Blso, the textile and clothing sector (3% in ISIC) dimie-
nighed tte labor smploved in 13%.

Those sectors that showed the greatest lnorease In the
numbay of people enploved during this period were food, drinks
and tabaooo {(sector 31) and paper, paper products and publis-

hing {(sesctor 343, when the figure was 19% for both sectors.

PTrade Ldberalization

Before the reforme, the chilean manvfacturing sector was,
heavily protected. Frotection instyuments included both ta-
riff and non-tariff barviers. JAmong the later there were guo-
tas, preohibitions, previcus deposits, satc. {gee Torres
(198217,

Ir sentember 1973, tariffe fluctuated between 0 and 750%.
The average tariff, weighted by the number of positlons, was
1058%. The tariff mode was 90%.

The reform period starts with tariff reductions. These
ware relatively larger for the positions with higher nominal
tariffs., In July 1975 the maximum tariff had been reduced to
120% and the average tariff weighted by the number of posi-

tions had been reduced to 57%,
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In a second stage, a taviff target was defined with six
nominal tariffs ranging between 10 and 35%. This target was
achieved in August 1977, buring this period the average
waighted tariff reached 19,7%.

The last stage consisted in gradual teriff reductions that
andad in Junme 1979 with an uniform tariff of 10% except for
one item: motov-vehicles. The average tariff reached 10.1%.
Turthermora, the reforms implied the removal of all non-tarlff
barriers.

I 1974 the nominal tariffs in the manufacturing sector
rangad between 185% and 32% {annual average). The highest ta-
riff was For sector 322 {clothing) and the lowast for sector
369 (non metalic mineral products). {(Bee Aedo (1984)). It is
precisely the ¢lothing sector the one which suffers bhe lay-
gegt reductlon in its nominal tariff in the period T4/75: a
reduction of 4%%. Nevertheless this sector keeps having the
higher nominal tariff during all the process of  reforms
{excinding motor vehicles).

The lowest tariff reduction in the first stags of the re-
Form was of 9%, in sectoy 382 {noa-slectyical machinery).

The first sector in reaching the 10% nominal tarifl tavget
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was sector 369, nen-metalic minerals, [which always was the
sector with lower nominal tariff in the whole manufacturing
aactard s

For sesctors such as clothing, textiles, leather, footwear,
glass, printing and beverages, the tariff reductions implied a
fall in the nominal tariff rave of %0% in six ¥YBars.

Some of these sectors had in the pre-reform pericd negati-
ve effective protection. An example of this is the clothing
sector {(Corbo and Meller (1979)). Instead, textiles, glasswa-~
ve, construction, electrical appliances, etc. had the highest

effective protection rates [Corbo and Mellexw (9197941«

Price Qamtrm&ﬁﬁ

Chile has a large history in the use of price controls.
They have been used as an inflatlon represging as well as an
inoome distribution device.

In sepbember 1973, more than 3.000 prices were controlled
by DIRINCO (Dirveccién de Industris y Comerclo). The elimina-

tion of these controls (one of the First veforms of the mili-

rhisg section drawg on Wisecarver (1983).
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sayy government) was achieved through the promulgation, in oo~

tober of this same year, of a law decree (g 5223 that definad

3 groups of goods and services:

51 Those whoss prioes were to be freaely determinsd by produ-
cers and iapor{ers:

w33 goods and services whose prices were still to be Fined
and

a) 18 commedities whose prices were to e informed, that is,
rhage prices were nonesonbrolled  subdest to  the none

rejection by DIRINCO {informed price goods).

among the lndustrial products whose prices were Fized acw~
sovding to DL 822 were, bwread, flowr, sugar, @i, tea, milk,
pimple pastas and progessed food, all of them in the food seg-
tor. Other industrial goods that were subject to prics fon-
rrele were: steel and copper tubes, ganitary articlies, paper,
matehes, tires, clgarvebites, moOLoy vehioles, detergents tele~
vigion sets and liguid gas containers and thelyr wvalves.

whe industrial products that were in the infoymed price
ligt were:; pharmaceutical products, plane glasses for oons-
truction, lubricants, vehicle replacement parts, shoss, pro-

cosged cement products, white goods, nails and whira, tablewars
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and aliuminium receptacles, materials for handicraft, instant
coffe, toiletries, electronic products, beer, pens, glass
bottles and school wuniforms.

In decenber 1980, a new law decres established that infore

med price goods could not bhe returned to the list of fixed
prices and that the Ffresly priced ones could not be returned
fo either the fixed or informed list.

Financial Markets and the Real Interest Rate

Without any doubts, the reforms in the financial sector

were of the major importance in the following cutcome.

Before the reforms wesre implemented thres were the main
features of this sector:

T} Government ownership of the main share of the banking
system.

2} Wominal interest rate control that, coupled with hdeh
levels of inflation, determined a negative real rate. ?bismlaﬁ
to the existence of a wide varietvy of guantitative regtrige
tions for the ratloning process.

3} Highly restricted inflow of private capitals.

We can think of the process of liberalization of this sec-

tor as coneslsting of the following twoe stages:
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13 Internal mavkeb Telorws that consisted malnly of the
gradaal elimination of controls on the nominal laterest rate
and the privatiping of the governnent-owned panks through a
Lidding procaess.

whe First of these yrelorms was fully achisved in oohobay
1075, and from then onwards, +he real interat rate drastically
changses woviosg Lo high positive levels {annual rates of 30%
for domestic ourrency loang  were usual during thae period
1RTE-BZ

2} Ieternational mavket ceforns consisting mainly of the
gradoal opsning mfF the capital account for private Inflows of
capitai. This process started in September 77 when commarcial
wanks were allowad to  use artipele 14 of the exchange law for
pheir cepital inflows, although guantitabive regtrictions on
internabional borrowing persisted. tn Juns 1979 the global
1imits for commercial bank borpowing were eliminated, and in
april 1980 all guantitative vestrictions on extornal borrowhng
under article 4 wove gliminated.

Omly Lwo resbriobions wars mankainad:

w 3 limit on overall borrowing.

- A regerve raguirsmant on external borrowing that depen-
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ded on the loans maturity.

Flrms also could borvow, in the external marketr under
article 14, This situation, coupled with the Bigh real inte-
rast wete in the internal wmarket made worthwhile for some
firma {those with access to external finencial markets) to en=

gage in an internal privete lending position.

The Evolution of Real Wages

Real wages in the manufacturing sector plaved a signifi-
cant role in the fiyms performance during the reform period.
In Table 4 we wan see the wage and salaries indax for the ma-
nufacturing sector deflated by industrial component of the

wholesale price index.




TARLE 4
IHDEX OF REAL WAGES IN THE MANUFACTURING sEcToR !

¥ear Tage 1970 = 100
1970 T00.00
1971 18543
1578 150,491
1973 T1e84
14974 B, 95
1995 A3.20
18976 Ble.2%
1977 £7.61
1978 TH,. HE
1979 639
1GBG 81,21
e Bd. 05
1882 Q0,41

tussed on the Indew of Wages and Salaries for the manufactu-
ring sector and the Industrial componant of tha wholesale prie
ce index. Both of them are computed by ths Hational Office of
Bratistics.

SORCE: Monthly Bullebtin: Central Bank of Chils.

Prom Table 4 we can see that real wages during the whole
pariod never yeached the 1970 level although they sharply in-
sreased from the wery low base of 1875.

The drop in real wages durlng the years 19731975 helped

the Firms when the reforms were starting to be implemented.

The recovery that followed became spaclally important in tha
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vears of the peso appreciation. Bt that time, labor ocosts
continued increasing although producers couldnit CARTrY  over

this increase to prices.
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TV, THE EXPECTED IMPACT OF THE REFORMS IN THE MANUFACTURING

SBOTOR

e we saw in the previous section, during the pariod fco-
verad by this study the firms were affected by a saries of
exvganous faptors to which they had to veact if they were to
maintain their profitability. With respect to the effect of
the reforms ab the firm level we would expect the followlng:

1) Import competing firms in those highly protected aece
tors, faced an important drop im the relative price of thaiy
subput betwaen the ysars 1976 and 1879,

24 Expory oriented firms were henefivted by the lavge da-
yeluation of 1974/75 and by the rariff reductions of some of
thaly inputs.

13 Both export oriented and import competing firms sulf Lo~
red with the peso appreciation in the pericd 1980-1982. Dut
dus to the favorable svolution of the bterms of ryade, export
ariented Flyms, started to fesl the loss of competitiveness
only in late 1980.

4} Import competing firms during 1982 suffersd due to the
gharp domestic recession.

The adiustments at the #irm level can be analized using

rhe following profit maximizing model:
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w =  proflts
By = price of good L (i = 1,e..n)
gy = guantibty produced of good 4L {1 = t,a..n)

Wy o= gﬁiaa of dnput 3 {1 = 1,...m}

2
B

§ quantity of input j§ {(J = 1...m)

subject to the preduction possibility frontier.

TEQ‘E?”“"QQ: X‘@gwam#}iﬁx} ) @}

In this context the liberalization of trade and de-
regulation of domestic prices directly affects the salea prie
ses of goods {Pi} and the price of intermediate Iinputs (some

Lo

j}w Faced with these changss, the reaction of the fivms

should have been an alteration in the structure of goods pro-
duved {incliuding changes in guality) and in the structurs of
inputs utilized. If the primary raw matevial inputs have low
gubstitution elasticity the bulk of the adjustment wvia inputs
ghould be made through a change In employment {the maln input

variable).
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The deterioration in the real exchange rate after February
1977 and especially since June 1979 should have intensified
the addustments within  the import-competing  and exporbing
flrms.

The sharp downturn in economic potivity starting in the
serond half of 19871 is the main shock recelved by the import

competing firms in the tast year of the study.




Ve DESCRIPTION OF THE QUESTIONNALRE AND CHARBCTERISTICE OF

THE FIRME STUDIED

The questionnaire used sz a basis for the interviews 1s
asgentially ¢gualitative in nature. A guantitative cuestion-
naire was also tested in two pilot cases, but it proved to be
very costly for the firms Lo answer it. Ouy research is the-
refore based only on the gqualitative guestionnairel!, All in-
terviews were oconducted by the authors. Generally, the
interviewee was the genersl manager ov 4 senior executive who
had worked in the firm throughout the reform period. The
guegtionnaire, which in all cases was szent in advance to the
interviewaes, was divided Into five parts:
te Basic parvameters of the firm: This section sought infore

mation on ownership, organization, branch of activity, sa-

Les and market share.

2. Sources of "shocks”: The purpose of this section was to

determine the princlipael changes {favorable or unfavorable)

Trhe guestionnaive utilized appears in the appendix.
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pausad by the reforms te the environment in which the firm
oparates.

neactions to the shocks: In this part of the questionnai-
re we tried to determine the speed of response to the pre-
viously identified exogenous factors, i.@, 1Ff there was
any delay in the reactlon of the firm, and if so why.
adjustments in the operations of the firm: What were the
major Forms of adjustment to the shocks? Changes in pro-
duction strategy, marketing and prices, laboy practices
and/or Financial adjustments?

niversnification of activities: In the case of Chile, many
Firms became involved in new activities as a result of the
reforms. Tn this section we wished to determine whether
+his was a major form of adjustment and if so, why the
firms reacted as they did.

Market characteristics and price decisions: Here we wan-
+ed to determine the extent to which the reforms changed
the strusture of the market in which the firm operated and
whethar this had an impact on price decisions.

The interviews were held between BAugust 1982 and August

19583 when the rveforms were already in place and Chile's eco-
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nomy was suffering from a severe recession that placed the

firme in a difficult position.

Composition of the sample

Cuy sample wag composed of ten Ffirms. OF these, three are
multinational subsidlaries; in one of these, local sharehol-
ders have a limited holding. WFive are national companies line
had to economic conglomerates and the remaining two ave
corporations belonging to family groups.

On the basis of sales volumes for 1980 and 1981, six of
the £irms selected arve large by Chilean standards, since they
501d more than US$60 million per vear. Two firms are medium-
sized, selling more than US310 million but less than USS60 mi-
L1lion per year. The Two remaining firms are small, with sales
of less than USH10 million per year.

ks regards the number of Jjobs provided, seven are large,
employing more than 500 people; two are medium-sized (200 to
5¢0) and one is small {less than 200).

As for the orientation of trade, one firm exports its en~
tire production; two others sell some of thelr production do-
mestically and export the vest, 50% in one case and 30% in the

other. The other firmg are basically oriented toward the do-
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mestic market although some of them have made occasional at-
tempts at exporis.

The flrmg exporting all or part of thely production prima-
rily use natural resowrces.

Of the flrms oriented toward the domestic markeb, all buw
one produce goods that compete with lmports.

As regards the pre-reform protection affecting thelr pro-
ducts, three of these filrms manufacture products that prea-
vicusly were |highly protected, the lavel of effectivea
protection excesding 95%. The effective provection of five
Firms wag low {less than 38%) and for the remalning two it
was bstween 30% and 95%.

These data are giwven in full in Table 5.

The Filrms intevrviewed had been founded long before the ree
forms were lmplemented, although one of them resulted from a
marger of the two then-largest companies in the sector during
the early years of the reforms.

The reasgon for having selected these fiyms in our sample,
tg that we wanted it to include firms with different levels of
protection at the eve of the reforms and with differsnt trade

aorientation. In the textile sector we selected two filvyms (one
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who did very well and one who went bankrupt) bhecause this was
one of the sectors who supposedly was to suffer the sharpest

adijustment.
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Brief Desoviption of the Pirms Included in the Study

flrm one is classified in the sector 3411 of the ISIC gla-
gification, that is, pulp, paper and paperboards and is one of
the lavgest private corporations in Chile.

The products manufactured by this firm are: paper pro-
ducts such as newsprint, wrapping paper, printing paper, wri-
ting paper and packing paper; packing ltems such as the foelloe-
wing products: paper bags, multiwall paper bagé, corrugated
cardboard boxes, f£rults wrapping papers and travs for egys,
fruit and trays for supermarkets; manufactured products such
a8 toilet paper, paper towels and paper handkerchiefs; blea-
ched, semibleached and unbleached celluloses; chemicals for
thelir own uge; wood and electvic power Ffor thely own usdg.

in termsg of physical production, the company manufactured
during 1981, 279.495% tons. of cellulose and 236.741 tons. of
paper and paper products and it exported near US$ 123,050
thousand dollars during 1980 and near USE 920,000 thousand do-
Llars in 1981.

It employs near three thousand people.

Plrm two is a very old family firm but has been a corpora~

tion only since 1965. The main products prodoced by this £imm
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ars pots and kibchen uvtensils mainly of alluminium.

Currently, the firm has two hundred and £ifty workers disg-
tributed in two industrial plants.

Firm 3 ig one of the largest flrms in its sector (the 3833
of the T8I0}, It was formed in 1905 with a different name. It
exiete in its present structure since 1875, when It was formed
fyom the mergey of twe of the larygest filrms within the sector.

The principal preducts manufactured by it are household
appliances, specifically, stoves, refrigerators, washers, sic.

Their sales increaged gharply during the  period
1976~ 1080, ancunting o 31,1 million dollars during 1876, and
o 85,0 mililon doliars In 1980. Durding 19871 they decyvsased
to 80,4 million dollars, although the firm never lost marketl
share.

Firm 4 i3 a wmaltinational with no local holding zince
1982, They produce mailnly brand-name prodocts for home use.
The oubput Inelude cleaning products as well as, good pro-
ducts. This Ffirme is basically oriented to the logal market.

Firm % is based mainly in natural resourcses. It is export
oriented and has been in the business for more than twenby

vears, with considerable success. Thaey attribute their suo-
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cess in great part to their international marketing strategy.
This strategy consigts basically in being member of an assow
ciation of local producers that have a common marketing board.
The joint marketing effort has existed since the sixtles. The
benefits of operating in such way are, the pricing power, eco-
pemies in insuvances, Frelghts, payments to dealers, ebd.

This firm Is part of ap economic conglomerate but without
connaction with the basking sector.

Firm 6 was founded in 1934. $Since then it hes bheen produ-
¢ing branded food products that have become very well known by
iocal conswners. It is mainly & multinational although it has
some  local holders. They have sevaral plants distributed
along the country and can be considered cne of the main produ-
cersg in their business field.

Firm 7 i a corporation founded more than twenty years
ago. The ownership is mainly related to an economic group and
some small shareholders. They produce food products in gene-
ral specially canning and preserving of frults and vaegetables,
preparation of industrial food products such as Frulsr pulps
and food services for institutions. They are orlented fo both

local and forelgn market.
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Firm 8 is a large multinational corporation that produces
lesthey footwesr. This is a wvery highly vertical integrated
corporation since they not only manufacture the Footwear but
alse manufacture the leather and sell their final products.
This may hind some information because although the corpora-
tien as 2 whole Aid wery wall, the ilmportancs of the commar-
cilal part versus the productive part {(in both lesather and
Tootwear manufacturing) changed considerably during the re—
forms. In particoular, the commercial brench did very well du-
ring the peso appreciation while the production branch wasg
working at half of its capacity during the same periocd,

Pirm 9 was founded in 1939 and was the only Firm of the
gample that went bankrupt during the implementation of the re-
forms. It was one of the textiles and their main products wee
re spinning, weaving and Findshing of textiles. Thig Flrm was
part of an ecopomic conglomerate.

This firm was taken over during the Allende regime and was
returned to thelr owners during the reforms. During 18980 it
marged with other firms of the sector in an abtismpt to withse
tant forelgn compatition.

Pirm 10 is the smaller Lirm of the sample and it is, as
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firm 9, in the textile sector. It is a family owned corpora-
tion, and in oppesition to the other textile firms it grew g
ring the whole period of the refoms. Forthermore, when the
interview took place, in the middle of a wajor dapression,
this firm was buying a new plant from a previous competitor

that had gone bankrupl.
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Vi. THE SHOOKS

This sectlon reviews how the firms classified the various
ghooks or swyogenous factors - both favorasble and unfavorable -
affecting them as a wveasult of the reforms. Tables & and 7
summarize the responses. The firms had to rank each factor,
marking 0 if it was not applicable, 1 if it was not signifi-
can, 2 if it was somewhat significant, 3 1if it was significant
and 4 LF it was wvery significant.

A look at Table ® shows that the favorsble most important
axogenous Factor considered, by the firmg in the sample, was
the introduction of new labor legislation that enabled them to
negotiate wages and working conditions with employees. RAs ex-
pacted, this factor together with the elimination of regtrice
tions on recrultment and layoffs, increased in lmpact after
mid-1079 when the firms began to feel the effects of the ap-
preciation of the peso resulting in part from a waning of in-
flation and from wage indexing, which pushed veal wages up

gignificantly.
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Another favorable factor, especially for lmport-competing
flrms, was the relaxing of price controls, =mince initially,
when the tariffs were high, the eliminatlion of price controls
gnakblaed many fiyms to appropriate the benefits for themselves.
This dersgulation occourred at the beginning of the period for
the products of all flyms in the sample except for Firm 4,
whose products were removed from price controls only after
1980,

Another factor rated as belng wmost slonificant was the
rraining legisiation that resulted in lowey training cosis.
Blmost all Tirmeg lnterviewed said that trainiang was an lmpor-
tant aspect of thelr overall strategy for improving effi-
clancy.

Ureater clarity in the rules of the game with the State
recelived a high rating, except from Pirm 5, which indicated
that in its sector the wruleg of the game with the State had
been uncleay In recent vears.

another Ffavorable factor for the firms was undoubtedly a
decliine in labor union activity, which meant fresdom in nego-
tisting wages and working conditions. Pirm 8, for example,

praviously had emplovee commissions that reviewed costs, prie-
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cag, vates and the like. Moreover, & rate scheduls based on
time and motion studies {(which had to be discussed with the
commisalions! was prevalent. Thus, iFf a study showed that a
specific dob took one hour, it had to be taken up in disousge
sion with the commission. "his is no longer trug.

Bnother example is Firm 10, which had certain positions
that had to be negotiated with the unions. Thus, if the firm
wanted an employee to do a dob other than his praviously nego-
tiated position, the change had to be approved by the labox
gnion. After 1972 it was much easier to move employees from
one position to another. This internal reallocation of labor
was esencial for the change in ocutput min called for by the
change in incentived.

One exception is Firm 5 in which, according to its execu~
tives, the labor unions are as powerful as ever, even thought
strikes are no lonver used as pressure tactic.

However, it is surprising that greater access o working
capital wag ranked so low, given she financial reforms durlag
rhe period. This might reflect a hias in our sample since by
Chilean standards the firms interviewed are basically large

and prestigious companies that never had problems with access
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to the gredit market.

Also striking Ls the low lmportance assigned to the elimi-
nation of yestrictlons prohibiting the acguisition of Fforelon
know-how coupled with the possibilivy of purchasing foreigne-
made machinery and egulpment previously wnavailable. This is
because traditiconally in Chile imported sgadpment aﬁﬁ machil-
nery have snjoyed special trestment in the Fform of low tariffs
and/or preferential rates of exchangel.

dncther favorable factor rated less glgnificant was the
increase in export poessibilities. As the sxporting firms wers
already doing so before the veforms, this 4did not represent &
great beneflt to  them. of the raest, primarily impori-
competing firmg, only one made attempts to export, which had
o be abandoned in 1981 when costs in local currency were in-
oreasing sharply at a time when the exchange vate was fiwxed.
As the firm could not increase lts prices abroad it started to

ingur heavy losses in this operatlon.

T8ee C. Torves [1982) for a description of the special tariff
treatment for capital goods.
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The wnfavorable factors considered by the firms to be the
most significant were the increasss in the cost of the working
capital throughout the perioed and unit labor cost, which rose
more rapldly than product prices from 1979 to 1981,

For the lmport-competing firms, the maln shook was an ine
crease in Fforelgn competition owing to a veduction in import
restrictions beginning in 1976 and specislly with the appre-~
piation of the peso beginning in the second half of 1979,

For the exporiting firms, the maior shock was the lower
profitability of exports owing to the apprecilablion of the peso
as of 1979, ewxacerbated by a fall in international prices in

88,
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VIL. FIRMS'® REACTIONS

In general, all the firms stated a prompt reaction to the
anponncement that fariffs would be between 10 &nd 38%, alt-
hough they did not bellieve lexcept 1) that tariffs would fall
a8 low as 10%. The typical response was & drastic reduction
in coste through production streamlining, involving better inw
ventory management, more efficient use of the factorg of pro-
duction, ebce. The coest cutting measvres were generally not
asgociated with the purchase of new squipment.

The fixing of the exchange rate in June 1979 and the sub-
seguant appreciation of the peso also sharpened forelun compew
tition, placing the firms dealing in tradable goods in a
difficult pesition.

Mong of the ten f£irms, however, initially believed that
the exchange rate would be maintained. They therefore prefe~
rred to borrow in pesos rather than deollars, at a time when
the ex-post intermst rate was subsbtantially higher for peso
borrowing.

an example of this is provided by the multinational compa-

nies dn the sample: two of them recelved orders from the pa=-
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rent fiyrm not to borrow in dollarz because of the risk of
devaluation.

After some time, the local office began to try to persuade
the parant Filrm that the exchange rate would be maintained
since the authorities repeatedly claimed that the peso would
not be devalued. In early 1982 the parent firms began to have
faith in the Ffized exchange rate and reversed their original
orderss. In June of that year the peso was devalued.

Apparently, the firmstexpectations that the peso would be
devalued were coyclical; initially they were wery high, then
daclined but rose again at the end of 3981 and in early 1982,
except for Pirms 6, 7, and 8 which, acting on expectatlions ge-
nerated by the authorities, transferred their borrowings to
dollars and st the time of devaluation had debis totally deno-
minated In US dollars.

Az regards the time taken to react to these exogenous fac-
tors, two firms refsrred to the costs implicit in implementing
measures. For example, Firm 8, which began to replace domes-
ric raw materials with imported raw materials, had to learn
hew bo import before it could reap the full advantage of this

new benefit provided by the reforms.
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The original announcement that tariffs would be betwesen 10
and 35%, when aotually a btariff of 10% was lmplemented, and
the newly-fixed exchange rate, which sparked the appreciation
of the pese, were the main contradictions and/or amblguities
in the cpinion of the firms. In addition, Pixm 4 felt that a
contrediction in economic palicy wis to maintaln price cone-
trols for such a long time (up o 19801 when fovelgn competle

Tion was growing.




VITT, ADJUSTMENTS IN FIRMS' OPERATIONS

The pffects of the reforms triggered a series of responses
on the part of the firms to the new sets of incentives. For
the purpose of the questionnaire, we grouped the adiustments
into four Lypes.

The yesults are given in Table B,

The major type of adjustment opted for by the firms in the
sample invelved labor practices, egpecially after 1979,
Specifically, the most f{requent adjustment was a veduction in
the labor foree, which is consistent with the perception that
the maier Favorable factor was the elimination of vestrictions
on recruitment and layoffs.

Tn 19872 a1l the firms had smaller staffs than in 1976, ha~-
ving made rather deep cuts in employment ranging from a high
of 50% {for the largest of them) to 20% (the gmallest). The
apla axception was Fivrm 5, whose work force in 1982 was 4%
Largey than in 1976 and the same as it was in 1977, These re-
ductions occurred mainly in 1987 when the adjustment reguired
was greatest. In virtually all cases rhe reductions helped
ralse average labor productivity since they parmitted greater

selectivity in the labor foroe. Piym 8, for exzample, attribue-
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ted much of its increase in productivity to that faot.
#nother firm, whose production is clearly seasonal, was
able to make adivstments replacing 30% of permanent personnel

hy geasonal workers.
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Almost unanimously, the flrms stated that these staff culs
had meant substantial increases in productivity, even though
six of the ten firmg suwrveyed had made majoy investments du-
ring the period., “The flgures reported by the firms for these
increases in productivity are in some cases spectacular. Flrm
16, a textile manufacturer which made heavy Investments during
the pericd, indlicated by way of example that a laborer who in
1976 was capable of producing 1,000 meters of cloth per month
is today able to produce 28,000 meters. Another example wag
provided by ¥Firm 3, one of those waking the least amount of
investments during the period, which said that it had increa-
sed productivity per worker sevenfold. The driving force bha-
hind these investments {(in the case of the import compsting
firms} was an attempt to ¢ut costs so as to meet forelgn com-
petition. Pirm 8, for example, indicated that clients would
come to it with the imported product, saying that bringing the
good in from outside cost them x and asking how much the firm
would charge to produce the same article. This forced the
firm to make the necessary adjustment to meet that competi-
tion.

In the first phase of the reforms, the main means of ad-




54

justment opted for by the fiyms was to change their production
strategy. Specifically, the most significant change mentioned
invelved product gquallty, particulavy among the dlmporit-
competing firms. Several indicated that they never before had
to be concerned with product guality. Although in most cases
the adjustments to guality went in the direction of Improve-
ments, in ons instance & £irm had to lowsr product guality
g as to be able to compeate with cheap imports.

he firms that exported their products, however, did not
have to alter guality, singe prior to the reforms they had al-
ready psen producing to internaticnal shtandards.

Por the import competing firyms, changes in the vange of
goods produced were also ranked high. The trend was to reduce
production lines strictly to those in which the filyms Lelt
that they could compebte with the growing volume of importg.
in many cases, the firms competing with imports began themgal-
ves to import products that were no longer manufactured domes-
ticallys The reasons for this wehavior ranged from "in ovder
o maximize use of cur distribuation network’ to “"so that other
Fiyma won't do so". In one case the importing of products was

part of & marketing strategy to open the market for future Gy




55

meatic production.

Howaver, only one of the import-competing firms, Firm 2,
attempted to export certain production lines, specifically
copper made goods. Te this end it imported technology and
spent nearly US$300,000 trying to penetrate the U.H. markeat .
This experiment began in the third quarter of 1976 and had to
be abandoned in 1980 when the firm could not maintain its pri-
ces due to rising domestic costa.

The other change in production strategy indicated by oale
mest all Ffirmg was inventory managsment. In & time of high
real interest rates the financlal costs assoclated with high
inventory levels prompted the firms to take drastlic measures
to reduce them to "almest dangercus® levels, &g reported by
one Eirm.

the closing of plants by import-competing firms reflects
their expectations regarding the durability of the import
boom. Firms 2 and 4, for example, definitively closed & num-
ber of plants because they were inefficient to compets with
increasing imporbs.

¥irm 8, howevaer, expected that “cheap" lmports could not

last, leading it to enter what it called "the plastic ara®”
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which conglsted of keeplng its machinery well maintalined and
aovered with plastic, ready to enter into production at any
moment .

Changes in prices and marketing were move significant for
the import-compebing firms than for those dealing in exporta-
biles. The critical factor in this connection was that the re-
forme impossd ceilings on the prices gset by the former. This
obliged them to set prices primavily on the basis of those
charged by the forelgn competitor rather than in terme of
OBt

Surprisingly, domsstic compstitlon was not glven as a fag-
tor influencing prices before the reforms, possibly because of
the menopolistic poaition of those firms abt that time.

Bafore the reforms and until aproximately the end of 1997
the cost of labor was an important factor in prise setting.
From then on the mator factor became Forelgn compatition, alte
keugh the cost of labor kept rising during the time that the
paszo appreciated, it could not be carried over to prices.

Careful fipancial management was crucial te the profitabie
ity and even survival of the firms In a period of high inte-

regt rates.




The exporting Flrms, for example, juggled advance payments

{preembargues) in order to obtain funds that they could Invest

in the short-term markeh.

Enother Financial mansuver, which in gome cages was rela-
tively slgnificant, especially during the periocd that the ex-
change rate  was Fined, was stratlohtforward financial
intermediation. Flrms with access to sxbernal credls brought
in borrowed dollars and invested them at the high interesat ra-
tes prevailing in the domestlic market.

Keeping cash for investments in the short-term financial
market was alsoe a strategy followsd by one firm, Ffor whiah
this repregented an lmportant flow.

However, the most important financial strategy in terms of
profitability was undoubtedly related to borrowing. From 1978
ro 1981 there was a considerable differential betwsen the real
cost of credit in pesos versus that in deollars, with the lat-
ter consistently lower.

Following the expectations genevated by the authorities,
many companies switched frowm borrowing pescs to taking outb
toanz in dollars, the latter being less costlys. Those conpa-

nies had lower financial costs asg long as the aewchange rate




remained fixed, Dot were Thard nit be  the June 1982
devaluation, Three flrms in our sample had borrowings denomi~

nated entively in dellars on that date.
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CORNCLUS EONS

Ore of the main conclusions emevgling from our work is that
the filrms in the manufacturing sector were affected by two
vary distinct types of ewogencus factors. The Ffirst was the
liberalization of trade during the period from 1975 to 1979,
The second wag the appreciation of the peso in 1980-82,

Adjustments during the Iiberalization period were made
primarvily by streamlining the activities of the firms, without
much investment. The streamlining took the form of fewer pro-
duction lines, closing of inefficient plants,. veasgsionment oF
workers and changes in product guality. s & result of these
adiustment, average labor productivity rose substantlally.

B "de facto" second trade liberalization was the large pe-
so appreciation of the yearsg 1980~82, which came at a time
when firms did not have any more room for efficiency improve-
ments. The recession that starited in late 1981 and 1982 com-
poundad the problems that firms faced.

Arn important lesson to draw from these case studies is the
cental role of the macro management that should acoompany all
libheralization attempts. Thus, with the protectlion reductlorn

for import competing firms, there was a substantlal release of




labor {(which incrsased labor productivity in the manufacturing
sector) that was not sufficiently absorbed by other expanding
seotors {non~tradables and export sectors), causing an inoras-
sa in unemployment.

The second important lesson is the central role of the ax-
cvhange rate and foreign borrowing policy. Indeed the policies
Followed from 1978 on, caused a sharp reduction in the velati-
wve price of tradables that reversged the signal, given at the
haginning of the veforms, to the export oriented fivms. For
the import competing firms it was egquivalent Lo a second, and
more intensive, trade liberalization that proved wvery &iffi-

eult o surmoundt.
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APPENDIX 1

QUALIPATIVE QUESTIONHATRE

Country

wame of the Plrm

I8YC Clasification
{4 digits}

Datel{s) of Interview{s]

1.

B

T Pilrm Setting: Basic Paramalers

ownership. {Local Corporation, Maltinational agsoviation, af-
filiated worporation, family firm, state fiym}. Has the ow-
nership changed hands during the reform pariod?.

sDoes your firm belong to any Financial group?.

WO

Yes Name of the Group

If you answered yes, hag thig firm's participation In the
group come about as a result of the reforms? {when and under
what circumstances?).
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sddustment in the Flem's Operatlons

17. Sources of Shooks

The rveforms changed the environment in which your firm
operates. Below we consider sepavately favorable and wnfavoras-
bhles changes. Please evaluate the relative lmportante of these
changes for your firm. In doing so please use the Following oow
des

i

not relevant

= onot silgnificant
somewhat significant
= gignificant

very signiflicant

23 BRI ws €3
[

pa
i

Pavorable Changes:

Code

44 S T miimination of restyictions for hiring and firing
allowing the Firm to adiust labor force and wages.

An gwmmwﬂ Batter access bto working capital Ffinancing.

A Betber access to fixed vapital financing.

A petbter opporiunities to buy forelgn machinery and
eguipment not avallable before.

A T Better opportunities to substitute xaw materials
for imported raw materials.

Bg 7 peductions in restrictions for importing raw
‘ materials previcusly ilmported,

Ay Relaxation of price controls over firm's products.




Aqg

Ay

Ryp

Aq3

By

Agg

Aig

Unfavarable

By

Increase in Export opportunities.

Greater trangparency in the "rules of the game" in
dealing with the state.

Reduction in competition from natlional producers.

Opportunity to adiust the organizational and
productive structure for acguisition of and/ox
association, with other filrms.

Elimination of restrictions that inhibited the
acguisition of foreign "know-how".

New labor legislation that allows to negotiate
wages and work conditions.

Social security reformg that permited labor cost
reductions,

Capacitation laws that reduced the cost of
training labor.

others {(please specify)

Increazes in cost of working capital.

Introduction of labor legislation which makes the
required adjustments in the labor force difficult.

Unit labor costs riging more rapddly than the
price of the produch«




By Increase in external competition due to the reduc-
ddon of restrictions on imporbs.

Hr Increase in external competition in the national
market due to the appreciation of the peso.

Bg Deorsage in the earning power of sxporis dus to &
lowey dollar wvalue of ewports products.

B peoreasze in the sarning power of exporis due to
the appreciation of the peso.

By introduction of price contvols for your products.

By Inerease in domestic raw materials greater than

" the increase in the price of the product.
' Bap Changes in tax laws.
By Orhers (Please specifyl.

For the changes {favorable or unfavorable) you
ranked as very significant [3) please explain the lmportance of
them in terms of profits and the period in which they were more
gilgnificant.

Dode




FI¥. Reactlion to the Shocks

. From this changes in the economic conditions that you iden—
tified as having a very significant impact (faverable or
unfavorable}, in your firm's operations, list those to which
you didn’t react because you thought that were transitory.

Zs  For the changes listed in guestion 1, zbove, for how mugh
time, starting at the moment of their inception, did you
thought that they were transitory.

3« If you thought that the shocks were transitory, what deci-
sicons were taken at your firm based on this perception.
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Ive.

What was the aproxrimate lag {in months} between the moment
in which the reforms were announced and/or implemented and
the moment in which the wmain adiustment In your firm's opa-
vatlon began.

if they were any lags, which were the reasons for them?
sCould they have been shorter?. If yes, aproximately how
GROTLAY .

pid vou find any ambiguities and/or contraditions in the an-
nountemsnts and/or lmplementation of the reforms?. I wes,
please give one or two laportant examples and explain the
impact that these ambiguities and/or contradictions had over
the selectlon or jimplementation of adjustments in your firms
operatlons.

adjustment in the Operation of the Firm.

pless indigats the relative importance of the adjustments
listed below in terms of thelr impact on the net revenues,
ueing the following code:

4]

i =
2 =
K
PO

not applicable

not lmportant
gomawhat important
- dmportant

wary important

¥




Pleage add (=) if the impact was negative {(for example: 2-}.

Production Strategy

Code
Of which:
Change in the area of activities (for example: Ry
beggining to import or to offer financing). ' '
Alteration in the package of produced goods. Ao
Changes in inventory policy Bq
Plant closings and/or line consolidation Ay
Changes in product quality Ls,
Greater vertical integration Ag
Lesser vertical integration By

Pricing and Marketing:

Of which:

Changes in marketing strategy B




Changes in price declsions

Labor Practices:

OF which:

The possibility of being able to freely ne-
gotiate salaries and the relaxation of unilon
activity .

Improvement in the selection and training
methods for workers of different skill
categories.

Change in the composition of the laboy force

Reduction in the labor force.

gubsidies for additional hiring of labor.

Pinancial Adjustments

0f which:

Greater Caution in Ffinanclal management.

Net change in Assests

Net Change in Lidabilities

By

Dy




increases in Investment Dy

Others (specifyv) Dg

Others (gspecify) Dg

For these adjustments which vou indicated as being very im-
portant {4) please explain what measures were taken [i.e.
steps taken, and their effect on income and/or costs) .

Code

For each of the ldentified, please rank the adjustments by
increasing rate of difficult (0 = pot applicable; 1 = not
difficult; 2 = somewhat difficult; 3 = difficult; 4 = very

difficult).

1976774 1979/82

Production Strategy




Pricing and Marketling

Labor Practices

Financial Adjustments

4, For the adjustments that you classified as the mogt Aiffi-
cult please explain why were the most difficults

Lode

5. DPlease describe any adjusiments (if there were any} which
had to be reversed or abandoned due to policy changes .

v. Diversificatlon of Activitles

please answer this guestion only if your firm has undertaken
new activities. Of the activities iisted below, please in-
dicate the relative importance of the following when under-
taken that activicy.

0 = Not applicable
1t = Wot important




2 = gomewhat important
Important
4 = very lmportant

{1} Imports and/or Assembly and distribution

Access to oy ownership of a chain of
distribution

Previous contact with foreign gsellers.

A labor force trained to handle
imported goods.

Pogsesion of an lmport license, which
gave the flrm an advantage.

Rising earnings due to the the interme-
diation of commercial financing.

Sales margin earnings.

Greater freedom in the firm's pricing
decisions,

Others {please speclfiyv)

{2} Financial Acotivities

Digponibility of & large share of high-
Iv liguid assets.

Emphasias on an activity for which the
consumer veguires substantial financing.




others {please specify).

Y. Market Characteristics and Pricing Decisions

§, Please indicate how does your firm compares with its compe-
titors in terms of each of the following items using the ap-
propiate code.

Irrelevant

Less competitive
= Fgual

= More compétitive

A

a3 B s O3

Before the Refofms coarrently

Product Prices o1 2 3 0 1 2 3
product Quality 6 1 2 3 6 1 2 3
guality control o 1 2 3 6 1 2 3
Scale of pProduction g 1 2 3 0ot & 3
Marketing and Distribution o0 1 2 3 01 2 2
Organization of Production

and Administration 01 2 3 0 2 3
Finangial Management G 23 g 1 2 3
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pricing Decisions

please rank the following factors according to thelr impor-
tance {0 = not applicable; 1 = not important; 2 = somewhat
important; 3 = important; 4 = very important]) .

Before the 1977/99  1981,/82
Reforms

Te maintain market share

Negotiation and/or fule
fillment of salary
and employment pules.

Costs of capital and vaw
materials

prige controls and/or
expectation of future
prive controls.

Competition among domestic
producers.

Tmport competition

Uging the same code as in the previous guestion, pleass vank
rhose factors which contributed to sontinued participation
in the market.

Sales Credit




Advertising to ocrsate
consumer loyvalty

Changes in the gquality of
products, including pre-
gentation.

Competitive prices.






