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PROLOGUE

This report originated with a suggestion made by the President of 
Colombia, Dr. Carlos Lleras Restrepo, at the Ninth Meeting of the Board of 
Governors of the Bank held in Bogota in April 1968. In an address at the 
opening session of that meeting, President Lleras expressed his concern 
over the failure of the Latin American countries to achieve targeted rates 
of development and recommended that the Bank take the initiative in carry
ing out an in-depth "evaluation of the true significance of international 
assistance to Latin America during the last decade or so; an evaluation... 
of what can and must be done to correct defects at the national level and 
those of external cooperation." In making this suggestion, President 
Lleras anticipated subsequent widespread concerns, which have resulted in 
a number of useful reports which draw conclusions based on the results of 
economic development and international assistance programs of the past 
decade and which evolve policy guidelines designed to accelerate the pro
cess of economic expansion in the developing countries.

It is no mere coincidence, nor a preoccupation with marking the end
ings of decades, that the Pearson, Tinbergen, Rockefeller, Jackson, Peterson 
and Prebisch Reports have all appeared about the same time. There can be 
no question that during the 1960s advocates of greater internationalization 
of development gained considerable ground. Tnis is exemplified by the ex
panded activities of multinational agencies contributing to development and 
the establishment of such new instruments of cooperation as the Inter-American 
Bank, and the regional banks in Africa and Asia. In the developing countries, 
in turn, the goal of economic progress has taken deeper root in the community 
and in the platforms of various political groups, serious efforts have been 
made to overcome obstacles to growth, and the instruments and techniques of 
progress have been improved.

Nevertheless, the major indicators show that the gap in economic well
being between the rich and poor countries is still widening and, worse yet, 
that great sectors of population in the developing countries continue to 
subsist in conditions of extreme poverty. At the same time, national and 
international political circumstances and even social values have been 
changing in both developed and backward countries. Scientific and techno
logical progress has resulted in new achievements which exceed the boldest 
predictions made only a few years ago, while at the same time it offers in
creasingly promising means of attacking the problems of underdevelopment. 
Furthermore, while such progress helps to bring countries together, it also 
encourages the spread of rising expectations.

In addition, based to a greater or lesser extent on changes in the 
fundamental economic conditions of the various countries, production and



population patterns are being altered rapidly, aggravating old problems or 
creating new ones. This framework of changing circumstances, the growing 
pressure of unfulfilled development aspirations, at both international and 
national policy levels, and the widespread awareness that much remains to 
be done in order to bring about a more orderly expansion of world economic 
well-being, based on accelerated growth in the developing countries, un
doubtedly sparked these various analyses of past development experiences 
and searches for more effective guidelines for the future. Hopefully these 
concerns will lead to greater knowledge, and above all to a greater will 
to act.

The report contained in this document is confined to the development 
experience of one region: Latin America. Although developing countries in
different areas have much in common, from the standpoint of socioeconomic 
factors and the tasks and challenges which they face, certain differences 
among them exist which, apart from theory, exert a strong impact on speci
fic policy guidelines. Even among countries in a single region, these dif
ferences are significant, and, as the report notes, within the similarity 
of Latin American problems are concealed differences that are important to 
a detailed analysis of individual national situations. Thus this study of 
the Latin American development scene should prove a useful supplement to 
the efforts made by other institutions on the international scene.

In carrying out this study, the Bank was fortunate to have the valuable 
cooperation of Dr. Raul Prebisch, Director of the Latin American Institute 
for Economic and Social Planning, who had the primary responsibility for 
preparing the report. The valuable experience gained by Dr. Prebisch in 
leading an entire generation of thinkers and men of action in fostering 
Latin American economic development has been enhanced by his work within 
the international framework as the first secretary general of the United 
Nations Conference on Trade and Development (UNCTAD).

Dr. Prebisch’s report transcends the original principal purposes of 
the study. He does not confine himself solely to the problem of financing; 
rather he carries out an evaluation of overall development strategies. Ex
ternal financial assistance constitutes but one chapter in a broader look 
at Latin American problems, a view which makes a significant contribution 
to the comprehensive analysis of regional problems and which avoids uniform 
or simplistic solutions, such as that the root of problems lies only in the 
behavior of external factors. The report seeks to analyze Latin America's 
problems within a context of internal and external forces, whose inter
action determines the limitations which hinder Latin America's development.

The report highlights one of the factors that will be of growing con
cern over the next decade: the dualism that unfortunately still persists
throughout Latin America between the modern part of the economy and the 
traditionally backward one, as well as the implications of this dualism for 
the full use of currently misemployed or unemployed labor. From this stand
point, the document presents a new perspective in the study of regional
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development strategies, which makes it possible to identify and analyze pro
blems properly, according to the segment in progress, such as the modem 
sector of the economy, or the backward sector, where a high percentage of 
the active population still maintains very low productivity levels, by 
seeking to correlate these situations in order to achieve an authentic in
tegration of the various sectors of our community.

The report goes beyond the simple interplay of technical and quantita
tive relations to carry the discussion of current problems to the very heart 
of political and social conflicts in the hemisphere. The document expresses 
the firm conviction that it is impossible to discuss regional problems, much 
less to encounter adequate solutions to them without transcending beyond 
economic problems in order to solve social and political conflicts. All of 
these form part of a single complex phenomenon. Accordingly, the report ex
plicitly goes into a basic element which is often omitted from more easily 
handled, strictly technical schemes: that is, what is involved in economic
development in essence is sociocultural change and transformation.

The preparation of this report coincided with the close of the first 
decade of activities of the Inter-American Bank. For its part, within the 
framework of its field of action, the Bank has initiated a re-examination 
of its past experience in order to find guidelines that will enable it to 
contribute still more effectively to the development of its member countries. 
At the meeting of the Board of Governors held at the end of April 1970 in 
Punta del Este, Uruguay, much of the discussion was aimed at evaluating the 
Bank’s past experience. The Bank's traditional round table was specifically 
devoted to this purpose. At the meeting a publication entitled Una Década 
de Lucha por América Latina, in which Bank staff members and others examine 
the experience of the Bank in its various aspects, was distributed. The 
Prebisch Report will undoubtedly provide our Bank with the broad grasp of 
regional socioeconomic development problems that will facilitate the eval
uation of specific Bank activities.

We are certain that this report will not only assist our executives 
and experts in their continuing task, but that it will help all those con
cerned with the development of Latin America to achieve a better under
standing of actual conditions in the hemisphere. It is also our hope that 
at both national and international assistance levels, the observations made 
by Dr. Prebisch will contribute to a greater commitment to action and to a 
formulation of policies better designed to cope with the problems and 
challenges of underdevelopment.

Felipe Herrera 
May 1970



Santiago, Chile, 17 April 1970

Dear Mr. President,
I have pleasure in presenting herewith the report you asked me to 

submit in my capacity as Director General of the Latin American Institute 
for Economic and Social Planning. You were perfectly right: the problem
of mobilizing internal investment resources cannot be approached as a 
separate issue, but must be dealt with in the context of economic and 
social development; and the aim of the report is to present that context, 
in accordance with your wishes and, I think, with what the President of 
the Republic of Colombia, Mr. Carlos Lleras Restrepo, had in mind when he 
broached the idea at the meeting of the Board of Governors of the IDB in 
Bogota.

On my return to Latin America after an absence of six years— during 
which I continued to strive, at the international level, for the solution 
of some of its major problems— , I find myself filled with concern, but 
more firmly convinced than ever of the region's great development poten
tial. Thus we Latin Americans are faced with a colossal task that can be 
put off no longer.

Fraught with difficulties as it is, this task of bringing about 
change and development in Latin America is at the same time imperatively 
necessary and passionately absorbing. I note with great interest, and 
also, I confess, with much human feeling, all that is being done in some 
of the countries of the region. The struggle is, and must be, a grim one 
the more so, inasmuch as it is being waged with steadfast determination 
to preserve certain basic values which must be placed on a firmer and 
broader footing.

Encouraging moves are being made, both at the national and at the 
inter-Latin American level, of which I have no need to remind you, Mr. 
President, active as you have been in promoting these and other measures 
of vital importance for the region's development.

In preparing this report I have enjoyed the valuable co-operation of 
ECLA staff members whose names are given in the note of acknowledgement 
appearing in the document. And, of course, the staff of the Institute 
have been my assiduous collaborators. I suspect that these latter have 
been influenced not only by the magnetism of the subject, but also by the 
wish to take this means of showing the Inter-American Development Bank,



and you personally, their appreciation of the support you have given our 
institution.

First and foremost, I should like to lay special stress on what the 
collaboration of Enrique Iglesias has meant to me. During the past months 
-^a longer period than I had expected'— I have frequently discussed with him 
the ideas presented in this report, and he has offered me most constructive 
suggestions. Moreover, he was responsible for the technical reports on the 
mobilization of internal financial resources which will appear in another 
volume. A separate list of some of the titles of these papers is given in 
advance.

I should also like to place on record my great appreciation of the 
services of Mr. Pedro Iraneta, a high official of the Inter-American 
Development Bank, who, together with his collaborators, spared no effort to 
facilitate my work.

In conclusion, I should like to repeat what>I have already said on 
another occasion of my gratitude to you and to the members of the Board of 
Executive Directors of the Bank for the confidence you have reposed in me. 
Whatever opinion you may form of the content of this report, it cannot but 
reflect the deep and sincere convictions of one who has put the major in
terests of Latin America before every other consideration that short-term 
circumstances might suggest.

To you, Mr. President, I am particularly indebted for the help you 
have given me— by posing questions, listening., and propounding suggestions—  
in the elucidation of my ideas on that attractive intellectual plane of 
discussion from which you have never departed, despite your heavy load of 
responsibilities.

Accept, Mr. President, the assurances of my highest consideration and 
my personal regard.

Raul Prebisch

Mr. Felipe Herrera,
President,
Inter-American Development Bank, 
Washington, D.C.
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[M a n 's  a d v e n tu r e  o f  d e v e lo p m e n t]

Take note, brother Sancho, that this adventure 

and those like to it are not adventures on 

islands, but at crossways; wherein naught is 
to be won but a broken head or a cropt 

ear. Have patience, for adventures will befall 
us by way of which I can make thee not 

only a governor, but greater things beside.

(Don Quixote, chapter X)
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Chapter I

1. The lack of the required degree of dynamism
a) Spurious absorption of manpower

This report is geared to action. For the Latin American countries 
can no longer put off the decision to take deliberate steps to influence 
the course of their economic and social development, if they are to over
come serious handicaps which the passage of time is more likely to ag
gravate than to remedy.

In reality, the development process has been taking place in complete 
disregard of the population explosion. The region has not as yet been able 
to cope with this phenomenon, or with the other contradictions which the 
march of science and technology brings in its train, alongside the far- 
reaching possibilities of human welfare that it opens up.

Scientific and technical progress has implications for the labour force 
— including the population explosion—  which in the last two decades have 
become increasingly apparent. Only a part of the economically active pop
ulation is productively absorbed. A very high proportion constitutes re
dundant manpower in the rural areas, where the surplus labour force has 
been and still is large; and the migrants from the rural areas who cease
lessly pour into the bigger towns merely shift the scene of their redun
dancy. In their new environment, they needlessly swell the motley ranks 
of the services sector, in which a substantial proportion of the natural 
increase in the urban labour force itself is also skirmishing for jobs.
Thus the result is a spurious rather than a genuine absorption of manpower, 
if not unemployment pure and simple.

This phenomenon is characteristic of the Latin American economy’s lack 
of the required degree of dynamism. Its rate of development has been too 
slow to meet the peremptory demands deriving from the population explosion, 
and a large amount of human potential is wasted in one way or another, to 
the detriment of economic growth, equitable income distribution, and social 
harmony.

Disparities in income distribution date back for centuries in Latin 
America, and privilege is deeply rooted in the region's history. During 
the phase of outward-looking development which preceded the world depres
sion of the 1930s, no solution to the problem was forthcoming; on the 
contrary,the increases in income which development brought in its train, 
and which in many countries were substantial, were concentrated in the few 
hands that already held land and wealth in their grasp. Since then, in 
the phase of development which has continued to the present time the

INTRODUCTION TO THE DEVELOPMENT OF LATIN AMERICA AND ITS PROBLEMS
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effects of the process have undeniably "been more widely spread out; although 
it is also true that new patterns- of concentration of income have emerged.
Those at the top of the social pyramid have conspicuously prospered; the 
urban middle strata, too, have increased in size and have raised their level 
of living, although less than might have been the case, and far from enough 
to satisfy their growing consumption aspirations. But the benefits of 
development have hardly touched the broad masses relegated to the lower 
income strata. The percentage of the population represented by the last- 
named groups may possibly have diminished, although precise data to substan
tiate such an assertion are lacking. In any event, they still constitute as 
much as about 60 per cent of Latin America’s total population, both in rural 
and in urban areas, although the proportions vary from one country to 
another. They would seem to have decreased in relative terms; but at the 
same time the gap between the lower and upper strata has widened.

Nor is this all. The advances made in mass communication techniques 
— almost inconceivable in bygone days—  are giving rise to new phenomena, 
the scope of whose implications defies prediction. The broad masses of Latin 
America's rural population, formerly cut off by the illiteracy which kept 
them from access to books and newspapers, are swiftly becoming receptive to 
the radio and the television, which bring them nearer and nearer to the 
beguiling mirage of city life. Beguiling at first, only to prove later on 
a hotbed of tormenting frustration: the frustration bred of social marginality
in the larger towns. 1/ It is not just a matter of consumption aspirations. 
There is something of greater social and political significance. The rural 
and urban masses are awakening to consciousness of their long-forgotten 
dignity as human beings, of their pathetic relegation to ways to life long 
abandoned by developed countries.

The social integration of these stranded masses is of primary importance. 
It is a question of fair distribution. Let there be no misunderstanding, 
however. Redistribution measures alone will not suffice. The income distri
bution pattern is defective, and could undoubtedly be ameliorated to some 
extent by existing circumstances. But there will be no substantial and lasting 
improvement unless the rate of development is speeded up.

1/ The serious phenomenon of urban marginality largely originates in
the cities themselves. But it has been greatly aggravated by the 
exodus of rural population, in the main of people who in one way 
or another were socially integrated in their places of origin. 
There is a direct link between the increase of marginality and 
the incapacity of urban activities to absorb the population 
increment in productive employment.
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Economic considerations are not necessarily at variance -with, social 
needs, but when growth is sluggish, distribution is almost always unsatis
factory. The practice of social equity- calls: for a vigorous: rate of develop
ment, as well as for the political art of distribution, a delicate business 
in itself.

b) The occupational structure and the waste of human potential

It is common knowledge that the migration of manpower from the coun
tryside to the towns has always been a spontaneous product of development, 
whatever the economic and social system in force; and equally well known is
the importance of the dynamic role that industry, construction and mining
are called upon to play in the productive absorption of the labour force 
from the rural areas. In Latin America they have failed to do their part 
in this respect, at any rate during the last two decades. Only two countries 
are exceptions to the rule, and for very different reasons in each case.

If the production of goods in all these non-agricultural activities 
absorbs fewer people than it should, and employment in services increases 
disproportionately, a serious imbalance inevitably results: the propor
tion of the labour force that wishes to consume goods but does not produce
them expands beyond all reasonable bounds, while the proportion that does 
produce them shrinks to an abnormal extent.

The scale on which this is happening is truly disconcerting; an approx
imate idea of it can be obtained from a glance at figure XXX (see chapter IV), 
which clearly shows how the proportion of the economically active population 
working in industry, construction and mining 2/ steadily declines instead of 
rising, whereas the opposite is the case in the services sector, where the 
aforesaid spurious absorption of redundant manpower occurs, while part of 
the labour force is left jobless altogether. It is essential to correct this 
distortion of the occupational structure by reversing the trends described.

The mere correction of the occupational structure of the labour force 
would have highly important consequences. Suffice it to reflect that the 
attainment of this objective, by means of a more rapid rate of capital for
mation and the fulfilment of other requirements, would mean that the annual 
growth rate of the aggregate product rose to 7 per cent by the end of the 
current decade, instead of the average of 5.2 per cent recorded in 1950-1969.

2/ For the sake of simplicity, this group of activities will henceforward
be referred to as "the industry group".
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The average annual growth rate of the per capita product would thus increase 
from 2,5 per cent to 3.9 per cent, Even so, it would take a very long time 
and a still more rapid rate of growth of the aggregate product to compensate 
for the lack of dynamism.

Exceptional significance attaches to this projection. It must he 
horne in mind that the calculation was based for demonstration purposes on 
the assumption — afterwards discarded-—  that neither in agriculture nor in 
the industry group would the growth rate of the product per worker be more 
rapid than in the past. To achieve these remarkable results, productive 
occupation of the redundant manpower migrating from the rural areas would 
be enough.

The explanation of this vital facts is well known. In agriculture, 
the average product per active person is very low, or purely nominal; and 
the occupation of former agricultural workers in the activities forming the 
industry group, where the average product per active person is much higher, 
suffices in itself to bring about an appreciable rise in the average for the 
whole economy.

The problem of the enormous loss of income thus sustained by the Latin 
American countries derives not only from that proportion of the active popu
lation which leaves the agricultural sector and is not productively absorbed 
elsewhere, but also from the redundant manpower remaining in agriculture.
The reduction of the agricultural labour force will have to continue as the 
product per worker increases thanks to more efficient use of the land and to 
technical progress. Hence it will become even more imperatively necessary 
to give powerful impetus to the development of the industry group.

The idea of placing the emphasis on agriculture and paying little 
attention to industry is dying hard; but it is indefensible in the light of 
the foregoing considerations. The industry group needs to develop much 
more intensively than before in order to fulfil one of its principal dynamic 
functions, and to provide the manufactured goods required for speeding up 
development.

Incidentally, the exodus of agricultural workers is inevitable if the 
level of living of the rural masses is to be raised. What is not inevitable 
is the appalling congestion in the big towns, due mainly to this population 
shift. In this as in other respects, the Latin American countries are 
suffering some of the drawbacks of the development process in advance, long 
before they have reaped its benefits. In the present instance, the disadvantage 
they have to combat is that of over-concentration in the larger towns. This 
again is not an ill that can be left to remedy itself. Quite the contrary;
It will have to be tackled with a determination of which no categorical evi
dence has yet been given by the Latin American countries — not even by those 
in which this social ill is most flagrant.
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CL Social integratfon ^fh^heuie^ht^'market

The social integration of the lower income groups in the development 
process, so that they- can progressively- enjoy its benefits, must now be 
understood in its true significance. As has already been stated, these 
lower strata comprise about 60 per cent of the population of Latin America. 
Victimized as they are by the social inequity with which the economic system 
operates, the consumption of the members of these groups is meagre in rela
tion to their rapidly multiplying numbers. According to conjectural estimates, 
not even as much as 20 percent of the total supply of manufactured goods 
reaches their hands.

The integration of these lower strata is a pressing social necessity.
It is also an economic need, for it will extend the frontiers of Latin 
America's industrial development process. This is the only alternative that 
the dynamics of development afford. The growth of industry can no longer 
depend, as it did before, on import substitution alone. The fruit has been 
squeezed too hard by now for the flow of juice to be as plentiful as at first. 
New solutions, new markets must now be sought. There is a potential market 
of which scarcely any advantage is taken: that of the under-privileged masses. 
But their social integration is the only means of opening it up.

The frontiers of industrial expansion will be extended, inasmuch as the 
absorption of redundant manpower in industry — together with the improvement 
of the income levels of the rural population—  will generate a considerable 
and continuing demand for manufactured goods, and will also give a vigorous 
fillip to demand for agricultural products, at present largely pent up by 
the lower income groups. Thus agriculture and industry will derive a more 
powerful stimulus from their reciprocal demand and will give each other mutual 
support, propagating their growth throughout the rest of the economy.

Such is the significance of the social integration of the under-privi
leged masses. The task is one that cannot be postponed, but this does not 
mean that it can be accomplished independently of others. It is frequently 
argued that this internal social integration must first be achieved, and then 
industrial integration at the Latin American level. A great mistake. Internal 
integration calls for the acceleration of development. And for that a 
sine qua non is the integration of the dynamic industries at the Latin American 
level, in default of which it will be impossible to ease the external con
straint that is slowing up economic expansion. This in no way belittles the 
importance of other measures designed to assist in correcting regional 
imbalances within individual countries themselves.
dl The progress of science and technology, and its contradictions

Clearly, then, development must be speeded up. The task is much more 
difficult than that with which the advanced countries were faced in their own
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development process. . For although, the progress achieved by science, and 
technology in the developed countries —  and the spectacular, advances: that 
continue to he made -—  open up Broader prospects of human Betterment for 
the Latin American countries, they are attended By grave contradictions 
which did not arise in former times, or at any rate not to such a marked 
degree. The population explosion, of course, is one of the striking 
consequences of the progress in question. In order to cope with it, capital 
formation on a vey large scale is required, Both on account of the increasing 
numbers for whom work must Be provided, and Because the technology originating 
in the great industrial centres entails a steadily rising capital/worker ratio.

This difficulty is aggravated By another of the effects of scientific 
and technical progress, which unremittingly militates against capital- 
formation. The higher income strata in the Latin American societies are 
prone to imitate the living patterns of their counterparts in the developed 
countries; and thanks to the ever-increasing might of mass communication 
media, these, living patterns are forcing their way into the lower income 
groups, whose members are incessantly confronted with the alluring image of 
a consumer society to which their straitened means deny them access.

Thus, the advance of science and technology has conflicting implications 
which are likely to widen the disparity Between population growth and capital 
formation. Moreover, it adversely affects Latin America's export trade, and 
helps to generate the persistent external Bottleneck.

2. The acceleration of development and the obstacles in its way

a) The march of ideas in the international field
These conflicting implications of scientific and technological progress 

partly explain why the dynamic impetus of the Latin American economy falls 
short of what is required. They are reflected in a number of internal and 
external factors which, within the context of the existing economic and social 
structure, have done much to hold Back the development process. In the 
present report, however, the accent is placed on the internal factors of 
development, whose fundamental importance we do not always explicitly 
acknowledge when these problems are discussed at the international level. It 
is essential to restore the Balance, although what is said of them here will 
certainly help to rekindle the flames of controversy.

With regard to the external factors that cramp development and the action 
that can Be taken to influence them, controversy is already Bearing fruit.
Ideas which were considered inadmissible up to only a short time ago are now 
infiltrating into circles where they used to Be labelled unrealistic, if not 
flagrantly irresponsible. Such ideas, which had Been evolving and establishing



themselves in the developing countries, and particularly in Latin America, 
were crystallized in the. United Nations; Conference on Trade and Development 
(UNCTAD L, and are. noir among the many' important concepts- and recommendations 
embodied in the Pearson report. 3/ Thus- they- are endorsed by the moral
authority and intellectual prestige of its authors, who deserve great credit 
for their sponsorship. The only trouble is that in the meantime some of 
these ideas have been left behind by the. demands, of an increasingly complicated 
set of circumstances. This, however, does not detract from the great 
significance of the document. Highly important, likewise, is the recent report 
on the Second Development Decade prepared by the United Nations committee of 
experts under the chairmanship of Professor Tinbergen, b j He is one of the 
few eminent economists in the northern hemisphere who long ago grasped the 
nature of these problems and the need to tackle them on the basis of a carefully- 
concerted strategy. A man of deep convictions, Professor Tinbergen will 
beyond all doubt continue his unflagging work of persuasion. Another noteworthy 
report is that prepared by Professor Isaiah Prank, 5/ who had already adopted 
a highly constructive approach to these questions before. A report still more 
recently submitted to the United States Government 6/ also vigorously defends 
some of the primary aspirations of the developing countries, although unfor
tunately it does not set up a target for financial co-operation.

Thus, more and more outstanding figures in the advanced countries are 
espousing the cause of effective international co-operation in the development 
of the Third World. As far as they are concerned, we have no need to preach 
to the converted. But the progress achieved on the intellectual plane does 
not warrant complacency. Considerable energy will still have to be expended, 
if the conviction felt by men like these is to be communicated to the 
policy-makers who have to take the major decisions which international 
co-operation entails. The path is beset with formidable obstacles, and in my 
view it will be difficult, if not impossible, to forge ahead unless the 
efforts made in this direction are given definite support.

3/ See'Partners in Development: Report by the Commission on International 
Development (.New York, Praeger Publishers , 19^91.

h J See Commfttee for Development Planning: Report on the Sixth Session
(.5—15 January 1970)» United Nations document (E/^776), Economic and Social 
Council, J+9th session, supplement No. 7.

5/ See Committee for Economic Development, Assisting Development in Low-Income 
~  Countries ̂ Priorities for U.S. Government Poiicy (September 19691
6/ The reference is to US' foreign Assistance in the 1970’s (Washington,

March 1970), a report which a group headed by the distinguished banker 
Mr. Rudolf Peterson has submitted to President Nixon.
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This does not mean mere, praise and appreciation. The Latin American 
countries:must give manifest proof of their "unhesitating determination to 
effect basic structural changes and adopt new attitudes of mind., and to 
apply a rigorous and socially meaningful discipline of development. This 
determination must be reflected in a strategy with clearly defined objectives. 
Such is the firm foundation on which international co-operation should rest.

The time has come to shake off the all too common habit of attributing 
the inadequacy of Latin America's rate of development to external factors 
alone, as though there were no major internal stumbling-blocks in the way.
We must fully recognize our own responsibility. While development strategy 
is undeniably our countries' own internal business, it is equally true that 
international co-operation policy is an internal affair of the advanced 
countries. ,rAt the international level" is only an. abstract term. In reality, 
development calls for a number of convergent measures which must be adopted 
by both groups of countries if it is universally acknowledged that the problem 
is common to all.

There can be no more convincing proof of the need for such convergent 
action than the testimony of past experience. In reviewing it here, the aim 
has been to draw lessons from it rather than to demarcate areas of respon
sibility. The matter is of such importance that it is worthwhile to insert 
a few remarks here, in anticipation of its fuller treatment in a later chapter.
bl Financial co-operation and internal development policy

International financial co-operation has failed to play as dynamic 
a role as might have been expected, not only because its volume has been 
insufficient and its terms unsatisfactory, but because of basic flaws in the 
development policy of the Latin American countries themselves.

Owing to this combination of external and internal factors, the funds 
received from abroad have not served to promote more intensive mobilization 
of the region's own resources. The direct effects of investment of these 
funds are undeniable. But in none of the countries on which data were available 
for the purposes of the present study — and which account for nearly 90 per 
cent of Latin America's total product—  has the coefficient of investment with 
domestic resources increased to any marked extent. On the contrary, it has 
tended to decrease in the region as a whole, and in some of the individual 
countries the decline is striking. I&rt of the explanation also lies in 
the neglect of internal measures which might effectively have counteracted 
the unfavourable influence of this and other external factors.

The burden of amortization and reimbursement of foreign capital has 
been very heavy, and so has that of interest, although in a lesser degree.
It is estimated that total annual service payments on public international 
funds alone are equivalent to 19 per cent of the debt outstanding. There is
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no economy in existence — however great its potential—  that could with
stand such pressure with impunity. And in addition, account must he taken 
of the adverse effects of the deterioration in the terms of trade which has 
taken place during the greater part of the last two decades. These out
flows have represented a heavy drain on internal investment resources. All 
these issues are discussed in due course in the present report, together 
with the question of private foreign investment.

Suffice it to point out here that private foreign investment, along 
with its favourable aspects , involves a number of problems which in order 
to work out ways and means of living in economic and political harmony with 
the developed countries must be examined from a completely objective view
point. In the context of these problems, it is impossible to disregard the 
concern aroused in Latin America by certain forms of foreign investment which 
in some cases have an adverse effect on the balance of payments, and in 
others, instead of helping Latin American enterprise to achieve financial 
and technological leeway, are more liable to keep it indefinitely at a dis
advantage.

It is only fair to recognize that the unfavourable impact of such sit
uations on the coefficient of investment with domestic resources might have 
less if the persistently expansionist trend of consumption — especially in 
the higher and middle income groups—  had been restrained.

In short, for international financing to have played the dynamic role 
expected of it, it would have had to be granted on a much larger scale and 
on reasonable terms; and internal measures would have had to be adopted to 
ensure the progressive growth of investment with domestic resources.

The decisive importance of this latter requisite must be stressed 
from the outset. Latin America has not succeeded in dealing satisfactorily 
with its capital formation problem. If the next few years are to witness a 
transition to a satisfactory rate of development, investment with domestic 
resources will have to increase faster than consumption. To allow a con
siderable external debt to pile up, without energetically promoting the 
mobilization of the region's own resources until the point was reached at 
which they could fully meet capital formation requirements, would be to 
invite deplorable consequences.

Unless Latin America makes a strenuous investment effort, it will be 
unable to remedy the economy's lack of dynamism and the social ills inherent 
in it. External co-operation is important, but only as a means of supple
menting and stimulating internal action, not as a substitute for it. Any 
other formula is inconceivable, and, moreover, would be self-defeating from 
the economic standpoint and politically inadmissible.

Of great importance also is the role that financial resources from 
abroad are called upon to play in the gradual elimination of the external
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bottleneck. Here again they have failed to do their part. On the contrary, 
the burden of interest and amortization payments makes matters worse, since 
it has shown a disquieting increase in proportion to the purchasing power of 
exports and the saving of foreign exchange achieved through import substitu
tion.

For this and other reasons, resolute action in respect of foreign 
trade is essential. The great industrial centres have left the countries 
of Latin America, like the other developing countries, to drift along as 
best they can. They have made no basic moves to offset the adverse influence 
exerted by their technical progress, directly or indirectly, on Latin America's 
export trade. Rather have they erected what in some instances are formidable 
barriers. This is yet another case in which the blame must not be laid 
solely on external factors, for Latin America could have done much more than 
it has to relieve the external bottleneck. Export opportunities have often 
been missed because of the negative effects of certain measures, or for want 
of a policy of steady encouragement.

Still more serious is the waste of Latin America's considerable intra- 
regional trade potential. It is true that the expansion revealed by the 
relevant figures is by no means negligible; but at the same time, little has 
been done in the field of industrial integration agreements relating to the 
intermediate and capital goods for which demand tends to boom as development 
advances. J j

The Latin American countries have left undone many of those things 
which they ought to have done in the past twenty years , and the developed 
countries — in particular the United States—  have failed to do what might 
have been expected of them. There has been a want of concerted action 
reflecting — without the slightest suggestion of pressure from above or of 
paternalism—  a definite consensus of opinion whith respect to the attainment 
of certain development objectives, and the nature, scale and scope of the 
measures required for attaining them. This is the unequivocal lesson of the 
past. The inadequate and incompatible measures that have been adopted at 
the international level cannot be called strategy. To transfer far less 
resources than are needed and yet be in a hurry to recover them is mani
festly inconsistent; and so it hampers the export trade which must 
provide the means of making interest and amortization payments and meeting 
the large-scale import requirements attendant upon the development process.

1/ It is a very encouraging circumstance that in the Cartagena Agreement 
signed by the members of the Andean Group special importance is at
tached to measures of this kind.
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Nowadays all this, can be clearly seen. Formerly, perhaps., it was not 
so plain. Hence the yalue of past experience. To fail to take advantage 
of it in facing the future would he inexcusable today. The present report,
I hope, will help to guard against auclr neglect. It is motivated not only
by a decision — a worthwhile end in itself—  but, above
all, by the conviction that the Latin American countries: can no longer put
off in favour of deliberate and far-sighted action to influence the 
forces of development. They must draw up their own strategy and define 
their common denominators and their patterns of concerted action, both in 
the sphere of their relations with. the. developed countries and in that of 
their relations with one another, where much of great importance can and 
must be done.

c} Time is no panacea

In this as in other respects, the acceleration of development demands 
sweeping changes in structures and in mental attitudes. They are essential 
if technical progres is to be assimilated, its advantages turned to account, 
its contradictions resolved and its adverse effects counteracted. It is essential 
also for the promotion of social mobility both for its own sake and because 
it too is one of the indispensable requirements of technological progress.
Social mobility is not merely a matter of general education and technical 
training; it is a basic question of structures.

I think it my duty to speak very frankly in this report. Latin America 
stands in need of the changes to which I refer — with all due acknowledgement 
of the reforms already introduced—  and it likewise needs a development 
discipline which has rarely existed, and when it has been applied has seldom 
lasted long.

Such a discipline is indispensable in order that the region may enter 
upon a new stage of development, since the dynamic impetus of the present 
phase has gradually slackened. Powerful expansionist forces exist, but 
they are being obstructed. A  determined effort must be made to clear the 
way for them. What has been achieved by virtue of these forces is no good 
reason for continuing the status quo. There is no room for complacency in Latin 
America. It is often displayed in face of striking evidence of progress.
The impressive growth of the region's cities, their remarkable degree of mod
ernization, and the development and diversification of their industries are 
sometimes taken as irrefutable proof of an encouraging process of development.
It is forgotten, however, that the urban activities have shown themselves 
incapable of fully and productively absorbing the manpower increment and 
that this and other circumstances, are generating increasingly acute social 
tensions. It is forgotten, likewise that the progress made in urban areas 
has not spread to the countryside and that on the contrary it is the 
countryside that is invading the towns. Its emissaries are people who 
have broken loose from their own economic and social constellation without
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becoming properly incorporated into the urban setting. All they do is. to 
transfer their poyerty-stricken way of life to the wretched shanty towns in 
which, the marginal population 0f the. cities takes refuge.

The progress of the. urban areas, should promise a steady improyement 
in conditions of well-being which, have been attained only in part, and their 
extension to those broad strata of the population to which, tbey have not 
yet spread in any appreciable measure.

If all these ills are to he remedied, it is essential to accelerate 
development. This report will have served its purpose if it carries 
conviction of the necessity and possibility of doing so: a conviction which 
must be implanted both, inside and outside Latin America.

The developed countries do not always understand this need to speed 
up the rate of development. It has averaged 5*2 per cent yearly over the 
past two decades, with wide inter-country disparities. This figure cannot 
be described as modest in itself, since it is similar to that recorded in 
recent times by the developed countries in the private-enterprise group.
What is more, their rates of development in the past were usually lower than 
those of Latin America.

Why such impatience, then? Why try to force the pace of events? If 
the countries now at advanced stages of development took a long time to get 
where they are, why should not the Latin American countries keep to the 
same rhythm? Cannot time perhaps solve their problems too?

Questions such as these are frequently asked at international meetings 
and in academic discussions, although less often than used to be the case.
I hope the answer may be found in the present report. For it is highly 
important that in international circles — and particularly in the United 
States—  full awareness of Latin America's problem should exist. It is a 
problem that we shall have to solve ourselves, in one way or another. Only 
it so happens that the way we go about it matters a great deal, and may be 
considerably influenced by the patterns of international co-operation policy 
in the coming decades. The economy’s lack of the required dynamism cannot be 
corrected by the mere passage of time, and the longer the time that goes by, 
the harder will this weakness be to cure, and the greater will be the social 
and political cost, or, in a word, the cost in human terms.

3. Development options and international co—operation 

aI Immediatism at the international lëvel
The times we live in do not seem particularly favourable to a policy 

of international co-operation. Immediatism — that is, the desire (very under
standable from the political standpoint), to show quick results—  generally 
prevails over long-term policy in the Latin American countries, and has also



predominated in the attitude, of the. developed countries towards international 
co-operation. There is something more in this than short-term pressures, 
exerted narrow economic or political interests.; It is an increasingly 
striking fact that countries which have,made giant strides in technology haye 
not managed to forestall the attendant evils.. Too much, trust has been placed 
in the spontaneous forces of the economy, and there has been a want of 
far-sighted policies capable of overriding the interaction of those forces 
where they could not operate effectively-. They can do.much, but not 
everything. This is being recognized nowadays; and the idea of consciously 
looking ahead, which used to be entertained very little or not at all, is 
progressively gaining ground. But it has not yet extended to relationships 
with the developing countries; it is not being crystallized in a policy of 
genuine international co-operation.

It was not foresight that motivated certain attitudes which favoured 
the developing countries, during the iciest spell of the cold war. They 
found expression mainly in temporary expedients, seldom dictated by a broad 
strategy in which economic and social development played a basic and 
continuing part.

It is certainly true that the cold war has had its repercussions in 
Latin America. But it would be a grave mistake to ascribe to them the role 
that events themselves have been playing, and will continue to play to an 
ever-increasing extent if the rate of development remains the same as in the 
past. I have no belief whatever in the Incoercible determinism of events, 
for the simple reason that there is great development potential in this part 
of the world: a potential that consists in human as well as natural resources. 
Creativeness abounds, and finds expression in a wide variety of ways. Latin 
America has great vitality, but its creative impulses are held in check, and 
their power to stimulate economic expansion is fettered.

Herein lie the great problem and the great open question with which 
Latin America is faced. The problem is that of releasing these expansionist 
forces by means of changes in structures and mental attitudes, and taking 
conscious and deliberate steps to influence them. And the open question is 
whether this will be done in time, and whether it will be possible to rely 
upon an equally timely, as well as energetic and enlightened, policy of 
international co-operation.

b) Two methods of development
The transition from a relatively low rate of development with little 

social significance to one which, will give the economy the requisite dynamic 
impetus and will be socially meaningful entails a considerable effort, an 
authentic development discipline. This is inevitable. If strong opposition 
to a conscious and deliberate discipline is put up, development by compulsion 
in one form or another will be the ultimate outcome. For frustration is no 
alternative, whether it be the frustration of a policy of ldissez-aller or
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the frustration of populism. One good point ahout the latter is that it has 
uncoyere.d major social ills and has aroused legitimate aspirations for the 
s.ocial integration of the masses. In the absence of strong convictions, 
however, and in default of a well-knit system of ideas, populism resorts to 
the unfailing device of using emotion in order to exalt charismatic figures.
It sidesteps difficult problems and puts immediatism in respect of income 
redistribution before the need for over-all changes, before the basic 
solutions: demanded by development.

Populism, therefore, is not an acceptable alternative to a development 
discipline. Such a discipline is an essential requisite for the considerable 
capital formation effort required in order to give the economy the additional 
dynamism it needs. It Is not conceivable — much less desirable—  that this 
should be done mainly with foreign capital. A great internal effort will be 
an imperative and inescapable necessity. Will it be possible without resource 
to compulsion?

The reply depends not only upon the political art of development, the 
ability to tackle basic problems and combine immediate expedients with 
long-term measures, but also upon international co-operation. In a strategy 
for the acceleration of development there is a difficult but decisive initial 
phase: that of preparing the economy for the capital formation process to be
put into effect without undue tensions. What is needed is a large-scale 
contribution of financial resources from abroad, to stimulate the rapid 
expansion of the economy through the utilization of idle or inefficiently 
used resources and other internal measures coverging towards the same goal. 
Obviously, when the economy expands in this way, it becomes less difficult 
to promote capital formation without sacrificing consumption beyond certain 
limits.

This is the initial dynamic role of international financial co-operation: 
to act as a spur to domestic capital formation. With that end in view, the terms 
on which it is extended would have to be very different from those offered in 
the past.

I have no wish to put forward arguments in this report which might 
appear to detract from its sobriety, but I cannot attempt to hide the growing 
concern felt in Latin America, and among the enlightened men of the northern 
hemisphere to whom I have referred, with respect to the turn taken by this 
co-operation. I have reflected a great deal on this matter and have 
discussed it with people who view the facts with objective impartiality. In
these discussions one question invariably arises: will the Latin American
countries be able to avoid coercive methods of capital formation if external 
financing does: not make a much bigger contribution on appropriate terms?

The experience of the socialist countries has always been followed with
great interest in Latin America, although in recent times this interest 
has also extended to private enterprise countries which have attained very
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high, rates of development, in particular Japan. Perhaps the most important 
feature of the experience in question has been the method of capital formation. 
Needless to say, Marx had envisaged a different process of radical transforma
tion of the system, one which-would be ineluctably brought about by the 
determinism inherent in the evolution of capitalism, once a large amount 
of capital had been accumulated and the. whole machinery of production had 
been concentrated in a few hands. In the specific experience of the socialist 
countries it was precisely this substantial accumulation of capital which 
did not exist, and the want had to be supplied at considerable social and 
political cost. In reality, socialism has been a method of development 
rather than a method of transforming an advanced economy.

The gradual aggravation of the ills besetting the Latin American economy 
Is, of course, creating a propitious atmosphere for ideologies which advocate 
transforming the system,root and branch. But irrespective of such ideologies, 
the course of events might lead to the socialist method of development even 
if that had not been the original intention of those who set themselves to 
strengthen the dynamic impetus of the economic system.
c) The underlying political assumptions

Frankness is called for in this vitally important connexion. If 
external financing were not obtained on a large enough scale and at the 
right time, consumption would inevitably have to be more tightly restricted 
in order to speed up the rate of development. There would seem to be a 
possibility of doing this. The Latin American countries are not making the 
savings effort which their average per capita income would allow. And the 
distribution of this income is such that the restriction of consumption in 
the upper strata might enable the investment coefficient to be appreciably 
increased. The problem is quite simple from the statistical standpoint, but 
very difficult in actual fact. The power structure is undoubtedly a major 
obstacle, although not an insurmountable one, since it might conceivably be 
changed through the political process. Even so, there would be room for doubt 
as to the possibility of too drastically restricting the consumption of the 
higher income groups without arousing strong opposition, cloaked or overt, 
weakening investment incentives and precipitating the flight of capital abroad 
on a far greater scale than at present.

If this were to happen, if the operation of the economy were thus 
distorted, events tbemselves might impel the State to take over the very 
sources of income of the upper strata by a process of socialization — of the 
major enterprises at least—  even if no ideological considerations were 
involved. Ideologies would come later to justify faits accomplis and 
strengthen their significance.

This brings us to the heart of the matter. I do not wish to reiterate 
the time-honoured arguments with respect to State enterprise. It is a



-  1 6  -

different aspect of the question that X want to stress. The fact that those 
who had. gained political power realized the need .to consolidate their 
authority" by managing public enterprises' efficiently would not necessarily 
mean that they could do so within the ordinary system of party politics.
The pressure, of electoral interests has always been a factor militating 
against the satisfactory operation of the State machinery in Latin America.
What is more, in some countries where public enterprises used to operate at 
a reasonable leyel of efficiency, the economy's lack of the required degree 
of dynamism has induced the State to overstaff them, to the detriment of the 
efficiency previously achieved.

Hence a question of decisive importance arises, namely, whether the 
determination to ensure the success of this experiment is compatible with 
periodic party strife, with each party's constant restless anxiety — by no 
means inevitable—  to buttress its position by granting immediate benefits 
which generally conflict with basic solutions. Unless this and other 
defects are corrected in time, nobody would have cause for wonder — however 
much for regret—  if the sheer force of economic circumstances succeeded in 
imposing patterns of political organization which, while tending to give 
continuity to the groups in power, would at the same time permit them a 
freedom of action which they would not otherwise enjoy.

These considerations do not apply solely to issues of economic management. 
Any system which fails to imbue the economy with the required degree of 
dynamism, and to promote more equitable income distribution, will have 
irrevocably forfeited the right to survive. The requisite remedial measures 
entail substantial economic and social outlays and investment. It would be 
hazardous to conjecture whether the savings capacity which the higher income 
groups are at present wasting would or would not be sufficient to meet all 
these requirements. It might well prove necessary to tap the resources of 
lower income strata, where the new ruling groups, however great their power 
and their moral justification, might encounter a serious obstacle: the very
understandable need to put the satisfaction of pressing consumption aspirations 
before capital formation.

It would be unthinkable, of course, to inflict further hardship on the 
rural population that ekes out so precarious a livelihood, or on the under
privileged masses that have not been incorporated into the urban development 
process.. Consequently, it would have to be the middle strata of society that 
were drawn into the savings effort. Given their propensity to adopt new 
consumption patterns, it would be very hard to curb their aspirations, and 
still more difficult, in case of need, to lower their present standards of 
consumption.

Thus the same question arises as before: can the consumption of the
middle strata conceivably be affected without recourse to compulsion? Could



the restrictions he p e r s i s t e n t l y  maintained under the system of ordinary 
party politics?

The objective study'of these problems calls for a yery explicit 
definition of the underlying political assumptions, especially when supreme 
importance is attached to the progressive strengthening of certain values 
and objectives: which, despite setbacks, and compromises in the course of the
political development process, continue to hold up an ideal image as the
goal of the long journey- that still lies ahead of Latin America.

This is where international co-operation could play a very significant 
part by helping to make the initial phase of transition to a higher rate of 
development less hard and to prevent it from entailing the sacrifice of
political convictions: formerly regarded as sacrosanct. This phase of
transition is inevitable whether the economic and social system merely undergoes 
changes or is transformed altogether, and whether the process is carried out 
by design or dictated by the force of circumstances themselves.

d) Inescapable necessities
In any event, no system will have sufficient intrinsic virtue to evade 

certain necessities imposed by hard fact. A case in point is that of 
foreign trade. The tendency towards imbalances which might perhaps be mitigated 
but could not be corrected altogether unless the structures hamper 
export trade are progressively modified. Even socialist economies of 
enormous size, like the Soviet Union, have not found it possible to dispense 
with foreign trade; on the contrary, they are making strenuous efforts to 
expand it.

Still more intensive is the effort that must be made by smaller 
socialist countries such as those of Eastern Europe, with respect to trade 
not only with the Soviet Union, but also with the rest of the world, and 
particularly with the developed capitalist countries.

Where Latin America is concerned, the cost of import substitution must 
count for much in economic calculations, in the requirements of a rational 
approach., irrespective of the economic and social system in force. The 
need to expand industrial as well as primary exports must arise in any 
event, and so must the necessity of promoting the integration of basic 
industries within the framework of regional or sub-regional agreements.

Competition, too, is an essential requisite in any case. It would not 
be indispensable for a country that was content to continue using its resources 
inefficiently, as is. the general rule in Latin America at present. How, then, 
could productivity be rapidly increased and the levels of living of the masses 
improved? There is a stage at the start when entusiasm for the construction
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of a new order might serve as a powerful spur to more efficient production.
But later comes the need to introduce competition, with the stimulus it 
proyides; and the economic incehtiyes, attendant upon it. This is what is 
happening in the socialist countries/at present: socialist competition in a 
market system Which., despite its limitations, is called upon to play an 
important role from the standpoint both of the consumer and of the 
efficiency of enterprises. As. I see it, socialist competition does not 
represent a swing-hack in the direction of capitalism, hut rather a quest for 
new modus operand! compatible with, the collective ownership of the means 
of production. 8/

e) Development and ''development i sm"

All these are issues which cannot be shirked at the present time. For 
Latin America must blaze new trails, must shake off the burden of the past, and 
must shun ideological preconceptions. The lack of the required degree of 
dynamism is not an episodic phenomenon, but the outward and visible sign of 
the critical state of that phase of development which began with the great 
world depression of the 1930s. This phase has long since served its purpose, 
and is now generating another crisis — and a notable one at that—  especially 
among those of the younger generation who are beginning to concern themselves 
with economics and the social sciences: namely, the crisis of "developmentism". 
As with all these terms that spring up in the course of ideological discussion, 
there is some confusion about the meaning of "developmentism". Perhaps it 
may be interpreted as the refusal to believe that major changes are necessary 
in order to accelerate the present pace of development, and the believe that 
social disparities will gradually be smoothed out by the dynamics of development 
process itself. The essential thing is to develop; then we shall seel 
Such attitudes as these jar on the social conscience of the younger generation 
and of others who have long left youth behind.

Nor is this all. While those who mistrust developmentism do not deny 
the value of technology as a means of freeing mankind from the age-long burden

8/ I; make no claim that this view of the role of incentives is universally 
shared by technical experts in this field. Perhaps I may be permitted a 
personal reminiscence here. When Comandante Guevara was the head of the 
Cuban delegation to the General Assembly of the United Nations, he was. 
good enough, to come to see me in my office in New Xork, a few months 
before he left Cuba for ever. We had met in 1961 at the Punta del Este 
conference, and had established cordial relations in Geneva at the first 
session of UNCTAD in 196^. At the time of the interview to which I refer, 
there was a great deal of talk about Liebermann in the Soviet Union and 
about the system of market prices and incentives which he advocated.

( C o n t . )
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of heayy labour, the subordination of the human factor to technology causes 
them extreme concern. Preyalent among them, too, is the idea of a genuinely 
national effort incompatible with, old or new forms of dependence, in economic 
affairs as in intellectual life, and cultural patterns. They would like to 
tackle, the problems of man and society as a whole; and without underrating 
the importance of a healthy economy, they do not see I.t as an end in itself, 
but as one of the means of attaining the fullness of living, of drawing nearer 
to the inaccessible goal of human excellence.

It is a salutary crisis, which leads to the re-statement of the 
problem, to a re-examination of its terms, to discussion of where the Latin 
American societies are going and where they ought to go: all essential
prerequisites for conscious and deliberate action to influence the manifold 
forces of the economic and social complex. This is no light task. The easy 
way out afforded by privilege and makeshift expedients is no longer conceivable. 
Can it be that the new generations are trying to cling makeshift
methods, despite the increasing intricacy of the problems they have to solve?
Or do they fully recognize the imperative need for calculation and rationality 
in face of the constant advances of science and technology: the need to take 
advantage of this progress to improve the lot of the Latin American population 
and to fulfil designs extending beyond the economic system? Emotional 
impulses often override calculation. Emotion has generated great collective 
movements and has led men to perform memorable feats. But neither would it 
have been possible to get very far without rationality. Whether the aim is 
to introduce such changes in the system as will give it dynamic force, or 
to replace it by another, rationality is in any case indispensable in man's 
great adventure of development.

8/ CCont.)
Since. I. asked him for his; opinion, Comandante Guevara, who could reason 
dispassionately and weigh his. words with, care, strongly emphasized the 
sacrifice which the revolution in Cuba had represented, and for that 
very reason rebutted Liebermann's theory, which he regarded as contrary 
to the essence of socialism and its design of bringing about a radical 
change in the motives of human action.





POPULATION GROWTH AND THE OCCUPATIONAL STRUCTURE OF THE LABOUR FORCE
C h a p te r  I I

1. A brief look at the population growth rate
The extraordinary rise in the population growth rate is a rela

tively recent phenomenon in Latin America and— except in the lengthy 
period of mass immigration into the United States— is something that 
did not occur to the same extent during the development of what are now 
the industrialized countries. The rate began to rise at the end of the 
1930s and gathered appreciable momentum as scientific and technological 
progress gradually lowered the death rate without there being a parallel 
decline in the birth rate. During the last five years of the 1930s, the 
demographic growth rate was 1.9 per cent, i.e., the population doubled 
every thirty-seven years. Now, at the beginning of the 1970s, the rate 
has risen to 2.9 per cent, which means that the population doubles every 
twenty-five years.

It is not strange, then, that the serious consequences of this phe
nomenon have caused controversy and debated. The population explosion 
made itself felt sometime ago (1935-19 -̂0 )> and H  affected both household 
and public spending, inasmuch as an ever-increasing amount of social 
investment was required to cover housing, health and education needs. 
These still have been met only partly. However, it was later that 
its effects on the labour force and the difficulty of absorbing labour 
into productive employment were steadily aggravated, until now they 
have come to constitute a basic obstacle to Latin American development.

The average figures given above mask the upper and lower extremes 
of the scale. Some countries, such as Mexico, for example, have annual 
demographic growth rates of more than 3.1 per cent; while Argentina and 
Uruguay are at the other end of the scale with rates of 1.5 and 1.2 per 
cent, respectively.

We can divide the Latin American countries into three groups on 
the basis of their population growth rate: those with the lowest rates,
i.e., Argentina and Uruguay; those with intermediate rates, i.e., Chile 
and Cuba; and those with high rates, consisting of the remainder of Latin 
America. These are the divisions used in Table 1 which also shows the 
rate of increase of the economically active population. This naturally 
lags behind the growth rate of the total population.!/

Unfortunately, the figures for the economically active population 
cover a shorter period.
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It is of some significance that, contrary to the general trend, 
population growth rates in Argentina and Uruguay were relatively high 
at the beginning of the century, although not as high as those now 
current in the rest of Latin America. This was due to a sharp reduc
tion in the death rate— long before the same thing happened in the other 
countries— and to immigration. A declining trend then set in which was 
interrupted at the end of the 1930s but continued thereafter. In con
trast to this is the steep rise after the 1930s in the population growth 
rate of the rest of Latin America. Over the past two decades it has 
tended to level off at a high point, with marked differences between 
countries.

The contrast between Argentina and Uruguay, on the one hand, and 
Mexico and Brazil on the other, is decidedly significant. The first 
two countries— which have relatively low population growth rates— have 
been characterized by a rate of development that over the past two de
cades has barely raised per capita income by an average of 1.2 per cent 
in Argentina and by an average of 0.7 per cent in Uruguay. In Mexico, 
however, where the population has grown at a rate of 3.̂ - per cent, per 
capita income has risen by 3 per cent; and in Brazil, where the popula
tion has grown at a rate of 2.8 per cent, per capita income has also 
risen by 3 per cent, albeit with considerable fluctuations. These figures 
alone suffice to show that birth control should not be regarded as the 
solution to the problems of Latin American development,but merely as one of 
the components of development strategy, as is made clear in Chapter VI.
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LATIN AMERICA* POPULATION GROWTH RATES 

(Avara¿a  annual peroentage ra te s  In eaofa five-year period)

Table 1

Period Argentina Uruguay Chile Cuba
Rest of 

Latin 
America

Xatin 
Ameri c-i

1500-1901* 1*«1*

1.  Crude

3.9

birth rate

• ft «•O 5.0e/ . . .
1930- 1931* 3.1 2.6 3.8 3.6 . . . «•*
1935-1933 2.7 2.2 3.7 3.6 . . .
l? 4o-l?b4 2.6 2.2 3.7 3.5 . . . • *«
19*15-191*9 2«6 2.1 3.6 3.^ . . .
1950-1951* 2.6 2.1 3.5 3.1 . . . ««6
1955-1959 2.5 2.2 3.7 3 .0 . . . -V*
1960-1961* 2.3 2.2 3.6 2.9 1*»2
1365-1569 2.3 2.1 3.3 2.7 l * .l 3.9

1900-1901* 2.0
2. Crude death rate 

1.1* . . . . . . 3. 8a/
1930-1351* 1.2 1.2 2.3 2.0 . . . «««
1935-2.939 1.2 1.1 2.3 1.8 . . . •  • •
i?i*o-i9ifi* 1.1 1.0 1.9 1.5 . . . «M
191*5-191*9 1.0 0*9 2.7 1.2 . . . • • •
1950-1951* 0.9 0.9 1*3 1.0 . . . «•a
1955-1559 0.9 0.9 1.2 1.0 . . .
1360-1961* 0.9 0.9 1,1 0.8 1.2 i . i
1965-1369 0.9 0.9 1.0 0.8 1.0 1.0

1900-1901*
3.

3. 1»
Growth rate of total population W 

2.6 . . .  . . . ?.2g/
1930-1331* 1.8 1.1* 1.5 1.9 a.? 1.9
1935-1939 I .  7 1.2 1.5 1.6 2.0 1.9
191*0-151*1* 2.7 1.1 1.5 1.5 2.1* 2.2
191*5-191*9 2.1 1.3 1.7 2.3 2.6 2.5
1950-1951* 2.0 1.5 2.1* 2.1 2.8 2.7
1955-1959 2.0 1.1* 2.1* 2.1 3.0 2.8
1960-1561* 1.6 1.3 2.5 2.0 3.0 2.8
1965-1969 1.5 1.2 2.3 2.0 3.1 2.9

1950- 1551*

1*. Growth rate of economically active population V  

1.3  I«1* 1.2 2.1 2.5 2.3
1955-1953 1.3 2*5 1.1 2.2 2 .8 2.5
1960-1961* 1.5 1.1* 2.3 2.2 2.9 2 .7
1965-1369 1.5 1.0 2.6 2.1 3.1 2.8

Source* Latin Amerioan Damop.raphic Centre (CELADE). 
p/ Tentative data«
*/ Inoluding migration«
.</ According to estimate« in  1900- 1901)» the growth

k

rate of the eoor.onloa.lly active population of the
rest of Latin Amarlo«?, was 1*2 per oent, 1« e« 3 the same as that of the total population«



- 23 -

It is necessary here to avoid arriving at superficial conclusions. 
Simply because a country manages to bring its population growth rate 
down to a reasonable level does not mean that its rate of economic de
velopment will automatically rise. But, if it pursues a vigorous policy 
of stepping up economic growth and at the same time reduces its birth 
rate, the effects of the policy in question will be considerably rein
forced.

It is common knowledge that the farther one goes down the income 
scale, the higher the birth rate rises. No systematic set of data is 
available on this phenomenon, but a recent survey does shed some light 
on it. Estimates have been made of the number of live births per 
married woman at the end of the child-bearing age, by level of educa
tion. (See Table 2). 2/ Generally speaking, the level of education 
reflects income levels: the lower the income level, the less the educa
tion received, and the higher the birth rate.

It is also worth while looking at the great difference as regards 
fertility between the urban and rural population (See Table 3). Owing 
to statistical shortcomings, it is not possible to say to what extent 
these figures indicate that the rate of natural increase is higher in 
rural areas.

Besides posing the problem of absorbing the labour force, Latin 
America's high rate of population growth also means that the dependent 
population (those under 15 and over 6U) is large. In this respect, too, 
there are sharp contrasts in the region, between Mexico and Argentina, 
for example (See Table k).

The scientific and technological advances that have brought about 
a decline in death rates have naturally affected the expectation of life 
at birth, which has improved markedly throughout the region (See again 
Table *+). While this is certainly of great significance in human terms, 
it must also be viewed against the background of economic and social de
velopment. It is not enough simply to prolong life, it is also neces
sary to improve living conditions to the point where we can eliminate 
morally unacceptable privations.

2/ The figures in this table were taken from an unpublished study
entitled "El control de la natalidad y el subdesarrollo: America 
Latina", by Angel Fucaraccio, a staff member of CELADE working 
with the Institute.
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Table 2
LATIN AMERICA (SELECTED COUNTRIES): AVERAGE NUMBER OF LIVE BIRTHS PER 

MARRIED WOMAN AT THE END OF CHILD-BEARING AGE, a/ BY LEVEL OF
EDUCATION, 1963-1961+

Argentina Brazil Colombia Costa Rica Mexico Venezuela
Level of (Buenos (Rio de (Bogota) (San José) (Mexico (Caracas)
education Aires) Janeiro) City)
No education 3.3 5.U 7-9 6.0 b/ 6.3 5.6
Primary

education 2.3 3.8 5.1 6.3 5-k 5.0
Secondary

education 1.9 2 .k k .2 3.9 3.3 3.2
University

education - 2.0 3.8 b/ 3.7 3.9 1.0

Total 2.1 3.2 5-2 5.0 k .k

Source: Latin American Demographic Centre (CELADE), Programme of compara-
tive Surveys of Latin America, Urban Areas. Group of tabulations
No. k (135 X l U  X  28), (unpublished).

a/ Age ^5-^9
b/ Age 35-39

Table 3
LATIN AMERICA (SELECTED COUNTRIES): AVERAGE NUMBER OF LIVE BIRTHS PER

MARRIED WOMAN AT THE END OF CHILD-BEARING AGE
IN URBAN AND RURAL AREAS a/ 1

Country Year Total Urban Rural

Brazil (1950) 6.2 U.9 7.3
Cuba (1953) 3.9 3.1 5.8
Mexico (i960) 5.0 k .k 5-7
Panama (1950) 5.0 3.6 6.1
Argentina (I960) 2.7 2 .1 3.1

Source: Elementos para la elaboración de una política de desarrollo con
i n t e g r a c i ó n  para América Latina, Chapter II, Table 15. Data for 
Argentina taken from Ana Maria Rothman, "Evolution of Fertility 
in Argentina and Uruguay", (mimeographed), P- 12.

a/ Age group ^5-^9, except in the case of Mexico (UO-1+9).
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Table 4
LATIN AMERICA: SELECTED DEMOGRAPHIC INDEXES, 1965-1970

Country

Cumulative 
annual 

growth rate 
of the 

population 
(Percentages)

Number of 
dependants 
per 100 

persos of 
working age 

a/

Expectation of life at 
Formerly 

Approximate Expectation 
date of life

(Number of years

birth
Currently
1965-1970

)
Latin America 2.9 85.6 I9OO 25-30 b/ 60.6

Argent ina 1.5 57.3 1947 60.8 67.4
Bolivia 2.4 82.7 1952 40.8 45.3
Brazil 2.8 84.3 1945 42.3 60.6
Chile 2.3 80.6 1940 41.8 60.9
Colombia 3.4 98.6 1958 38.4 58.5
Ecuador 3.4 97.1 1956 49.9 57.2
Paraguay 3.4 99-9 1955 54.4 59.3
Peru 3.1 93.1 1945 34.3 58.0
Uruguay 1.2 57.0 1957 67.1 69.2
Venezuela 3.3 94.0 1941 42.3 63.7
Costa Rica 3.8 104.7 I95O 55-7 66.8
El Salvador 3.3 98.3 1956 46.1 54.9
Guatemala 2.8 97-9 195O 40.3 51.1
Honduras 3.4 100.0 1954 36.9 48.9
Nicaragua 2.9 IO2.9 1956 38.6 49.9
Panama 3.2 90.9 1955 57.3 63.4
Mexico 3.4 97-8 1940 41.5 62.4
Cuba 2.0 66.4 1953 58.9 66.8
Haiti 2.4 82.0 1952 37-5 44.5
Dominican Rep. 3-4 101.0 1950 43.0 52.1

Source: Latin American Demographic Centre (CELADE).
a/ This figure was calculated by dividing the population -under 15

and over 64 years of age by the population aged 15-64.
b/ Excluding Argentina and Uruguay.
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We have to discover how far the welfare of the mass of the popula
tion, whose life expectancy is rising, is compatible with the extra
ordinarily rapid increase in Latin America's birth rate.

2. The distortion in the structure of the labour force 3/

Let us now consider what has happened as regards the exceptional 
increase in the labour force in the 1950s and 1960s. As has always 
been the case in the course of development, irrespective of the economic 
and social system, agriculture lacks the capacity to retain the whole 
of the natural increment in the agricultural labour force. What is 
taking place in Latin America seems to be roughly the same sort of thing 
as occurred in the developed countries, although there are some major 
structural differences. It is estimated that before the world depres
sion of the 1930s approximately 63 per cent of Latin America's total 
labour force was engaged in agriculture. At present, the corresponding 
figure is estimated to be L-l per cent, although there are wide varia
tions between countries. It is interesting to compare the length of 
time some of the developed countries took to reach the same point with 
the time taken in Latin America. (See Table 5).

In Latin America as a whole, the decline in agriculture's share
in the total labour force has been just slightly slower than in coun
tries such as the United States and Sweden. The difference— and a very 
big difference it is— lies in what happened to the non-agricultural 
labour force, as we shall see later. Moreover, the rapidity of this 
process in Latin America contrasts with the slow decrease of the cor
responding proportions in such countries as Italy and France.

The fact that there has been an exodus from agriculture in Latin
America does not mean that there is no redundant labour in the agricul
tural sector. There still is a great deal of it in many countries, and 
this in itself constitutes a serious problem. Moreover, those who have 
left agriculture have to a large extent simply carried redundancy from

3/ The series for the sectoral distribution of the labour force in 
Latin America, both in the aggregate and by countries, were pre
pared by the Institute on the basis of the most recent data avail
able, and cover the period 1950-1965.
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the rural areas to the cities. All this signifies a considerable 
waste of human potential, k j

If we look at this situation in terms of growth rates (See 
Table 6), we see that the agricultural labour force grew at an aver
age annual rate of only 1.5 per cent during the period 1950- 
1965, while the comparable figure for the total labour force was 
2.6 per cent. Thus, owing to the movement of manpower— including the 
unemployed— away from agriculture, the average annual rate of in
crease in the non-agricultural labour force was 3.5 per cent between 
1950 and 1965.

How has this increment been distributed among the various non- 
agricultural activities? Here we come to the important point, for 
it is here that a real distortion has occurred. Given Latin America's 
current stage of development, employment should increase more rapidly 
in the industry group than in services. But this has not happened, 
except in Mexico, where the proportion of the non-agricultural labour 
force employed in the industry group has risen; and in Argentina, 
where it has remained constant but at a relatively high level.

Table 6 shows how the labour force in the services sector—  
including the unemployed— grows much more rapidly than that absorbed 
by the industry group. This is the reason why the proportion of the 
non-agricultural labour force in the industry group has fallen from 
35 per cent in 1950 to 31.8 per cent in 1965 and slightly less than 
30 per cent at present, according to estimates for 1970. At the 
same time the proportion in services has risen correspondingly.

The term services covers a wide variety of activities, which 
are usually labour-absorbing, and the proportion of the labour force 
employed in them tends to grow normally as development proceeds, judg
ing from what has happened in the industrialized countries. They 
comprise principally energy, transport and other basic services, com
merce and finance, public administration and skilled personal services 
that require some degree of technical training. There is nothing

k j This should perhaps be explained to avoid any misunderstanding.
Part of the labour force leaving agriculture finds employment in 
the industry group. On the other hand, an equivalent part of the 
natural growth of the urban labour force helps to increase redun
dancy in the services sector. Hence, for simplicity's sake, it 
is said that all the labour force leaving agriculture goes into 
services.
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Table 5
RELATIVE SIZE OF THE AGRICULTURAL LABOUR FORCE

Country
or

region

Years in which the proportion 
of the total labour force 

represented by the agricultural 
labour force was 

63 per cent 1+2 per cent

Length of time taken 
to move from 63 per 
cent to 1+2 per cent 

(Number of years)
United States 1855 I89O 35
Sweden I89O 1924 3k
Latin America I93O 1969 39
Italy i860 1950 90
France I827 192I 9U

Source: For United States, Sweden, Italy and France: Simon Kuznets, "In
dustrial Distribution of National Product and Labour Force", in 
Economic Development and Cultural Change, supplement to vol. V, 
No. 1+ (Chicago, July 1957); for Latin America: Latin American 
Institute for Economic and Social Planning.

Table 6

LATIN AMERICA: GROWTH AND DISTRIBUTION OF THE LABOUR FORCE a/
1. Cumulative annual growth rates of the labour force,

1950-1965
(Percentages)

Industry
Agricultural Non-agricultural group Services Total

b/ c/

I .52 3.1+7 2.82

2. Distribution of the labour force
3.80 2.56

Industry
Year Agricultural Non-agricultural group Services

b/ c/
(Percentage of the total (Percentage of the non-

labour force) agricultural labour force)
1950 50.2 1+9-8 35-0 6 5.O
1965 1+3.1 56.9 31.8 6Q-2
Source : Latin American Institute for Economic and Social Planning.
a/ Excluding Cuba., for want of data.
To/ Including industry, construction and mining.
c/ Including overt unemployment.



- 29 -

strange in the fact that the proportion of people engaged in these activ
ities has risen: the distortion lies in the scale on which this has oc
curred. The ranks of those employed in such labour-absorbing activities 
have been greatly swollen by redundant manpower that could be eliminated 
without any loss in efficiency. A typical example is afforded by 
public administration and public utilities, which generally employ more 
staff than they should, inasmuch as other labour-absorbing activities do 
not properly fulfill their dynamic role.

Redundancy, of course, is not confined to the labour-absorbing 
activities in the vast range of services. On the contrary, it occurs 
chiefly in those activities which in the normal course of development 
should be labour-expelling, and which comprise a viariety of personal 
services that require little or no technical skill, together with such 
activities as street vending.

These activities are usually irregular, intermittent, and very 
poorly paid. Those engaged in them are for the most part the marginal 
population, in the strict sense of the term,5/ namely people who have 
broken their links with rural life but have not yet managed to become 
an integral part of the ordinary life of the cities. They eke out an 
impoverished existence— in ever-increasing numbers, it seems— in the 
shanty towns which are a characteristic feature of the large urban ag
glomerations in Latin America.

Redundancy does not necessarily mean unemployment, for only 
some of the redundant manpower is actually unemployed, although this 
proportion is growing, especially in certain countries. Since there 
are no reliable data available on this point, the unemployed have been 
included under the catch-all head of services, and it is estimated, on 
the basis of conjectural data, that the proportion of unemployed in the 
services sector has risen from 21 per cent in 1950 to 2k per cent at 
present.

It should be remembered that redundancy exists in other sectors 
too. Despite rural-urban migration, there is still surplus labour in 
agriculture, especially in some countries, and there is also redundancy 
in the goods-producing activities, particularly industry and construc
tion.

The figures given are not a sufficient basis for measuring the 
effect of this distortion on the growth rate of the aggregate product. 
Suffice it to recall, for illustrative purposes— and somewhat

¿/ This term is often used as a synonym for redundant manpower in 
general, but here it is used in its restricted sense.
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simplifying a process which is hy no means devoid of complexities— that 
the average product per worker in the industry group was approximately 
1,750 dollars in 19^5» as against 1*70 dollars in agriculture. Hence, 
since the industry group has absorbed only a small fraction of the labour 
force leaving agriculture, the product per worker has not risen as fast 
as it would have done had this absorption taken place on a larger scale. 
While it is true that average income is higher in services than in agri
culture, the strongest likelihood is that the redundant labour force 
joining the services sector does so at a relatively low income level.

If the point when h2 per cent of the labour force was engaged in 
agriculture, is taken as a basis of comparison, there is a marked con
trast between the proportion of the non-agricultural labour force employed 
in the industry group in Latin America and the corresponding proportion 
in the United States and other countries. (See Table J).

Technology has played a part here. Generally speaking, the capital 
goods used hy Latin American industry are imported from or similar to 
those now used in the highly-developed countries, and are much more labour- 
saving than were those used in the United States and the other industri
alized countries at the end of the nineteenth and the beginning of the 
twentieth centuries.

Table J

PROPORTION OF THE NON-AGRICULTURAL LABOUR FORCE IN THE INDUSTRY 
GROUP a/ WHEN THE AGRICULTURAL LABOUR FORCE REPRESENTED 

h2 PER CENT OF THE TOTAL LABOUR FORCE

Year
Proportion 
(Percentages)

United States 1890 U8
Sweden 192U 60
Latin America 1969 31
Italy 1950 52
France 1921 57

Source: For United States, Sweden, Italy and France: Simon Kuznets,
op. cit.
For Latin America: Latin American Institute for Economic and 
Social Planning.

a/ Including industry, construction and mining.
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3. Structural changes in the labour force 
in selected countries

It was noted earlier that Mexico and Argentina are the two coun
tries in which the industry group respectively increased and maintained 
its share of the non-agricultural labour force. These are two very dif
ferent cases which once again point up the disadvantage of confining the 
analysis to general regional averages, without going into all the dif
ferent situations which they encompass.

Mexico has had and still has a high proportion of manpower engaged 
in agriculture; but the same is not true of Argentina. To put it in 
brief outline— and without seeking to draw a comparison between two very 
different agricultural sectors, but merely looking at the factors that 
are relevant here— the population of Argentina has for the most part grown 
in step with agricultural development, and thus there has been no labour 
surplus on the land, at least in the pampas. In Mexico, in contrast, the 
pressure on the land that has existed for centuries has become more acute 
because of the rate of increase of the population, despite the fact that 
new areas have been brought under cultivation through the construction of 
irrigation works and roads.

Consequently, in terms of its occupational structure and the increase 
in its labour force, Argentina would seem to be better equipped to develop. 
However, for reasons mentioned elsewhere in this study, its total and per 
capita product has grown much more slowly than Mexico's. (See Table 8).

Table 8
ARGENTINA AND MEXICO: CUMULATIVE ANNUAL GROWTH RATE 

OF THE PRODUCT, 1950-1965
(Percentages)

Total Per capita
Mexico 6.3 3.0

Argentina 3.2 1.2

Source: Latin American Institute for Economic and Social Planning, on the
basis of data supplied by the Economic Commission for Latin Ameri
ca (ECLA).
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It is interesting to note in Table 9 how Mexico has been able
to absorb labour in the industry group much more rapidly than in ser
vices , with the result that the share of the industry group in the non- 
agricultural labour force has risen sharply. In Argentina, as early 
as 1950,it had attained the high level that it reached in Mexico in
1969, and this percentage remained constant throughout the period.
It is approximately hO per cent in both countries. There is, however, 
a great difference between the two, since in Mexico the proportion of 
the labour force engaged in agriculture is still very large, whereas 
in Argentina it has fallen to a relatively low figure for Latin America. 
Accordingly, the share of the industry group in the total labour force 6/ 
in Mexico was only 20.2 per cent in 1965,-while in Argentina it was 32.6 
per cent in the same year.

§J For the sake of simplicity, these figures are not included in the 
tables.
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Table 9

LATIN AMERICAN (SELECTED COUNTRIES): GROWTH AND DISTRIBUTION OE THE LABOUR
FORCE, 1950-1965

1. Comulative annual growth rates of the labour force
(Percentages)

Non-agricultural
Country Agricultural Industry group a/ Services b/ Subtotal Total

Argentina -0.48 I.98 2.00 2.00 1. 4o
Brazil 1. 72 2. 28 4.73 4. o4 2.90

Mexico 2.05 4.95 3-77 4. 20 3- 04

2. Distribution of the labour force

Agricultural Non-agricultural Industry group a/ Services b,
Country

(Percentage of the total labour (Percentage of the non-
force) agricultural labour force)

Argentina
1950 27.1 72.9 41. 2 58.8
1965 20. 5 79-5 41.0 59-0

Brazil

1950 52.9 47-1 31-6 68.4
1965 44.5 55-5 24-3 75-7

Mexico
1950 57-5 42. 5 36.2 63.8
1965 49.7 50.3 4o.l 59-9

Source: Latin American Institute for Economic and Social Planning,
a/ Including industry, construction and mining,
b/ Including overt unemployment.



_ 3 k -

Mexico, therefore, still has a long way to go before the proportion of 
its labour force employed in the industry group approaches the figure for the 
more industrialized countries, as the redundant manpower engaged in agriculture 
is gradually absorbed. The scale of this redundancy is considerable at present, 
and will tend to increase as production techniques are improved, unless other 
activities expand at a faster pace than at present.

There are other substantial differences between the two countries that 
must be viewed with a great many reservations because of statistical shortcomings. 
The share of services in total non-agricultural activities remained virtually 
constant throughout the period in Argentina, at the level attained by Mexico in 
1965. According to other estimates, however, the annual growth rate of income 
per economically active person in the services sector was 2.7 per cent in Mexico 
and only 0.8 per cent in Argentina. For this figure to have been higher in 
Argentina, the tempo of economic development would have had to be much more 
brisk.

It would appear that the improvement of productivity in the industry 
group should play an increasingly important role in stepping up the over-all 
growth rate in Argentina. Given the small proportion of the population working 
in agriculture, the possibility that the average product per worker in the 
economy as a whole will increase simply because people are moving from rural 
activities into the industry group is bound to dwindle. In the rest of Latin 
America, on the other hand, it will still exist on an appreciable scale, although 
in very different degrees and with some exceptions. Furthermore, the direct 
effect of these population shifts is also less in Argentina, where the difference 
between the average product per worker in agriculture and in the industry group 
is smaller than in the region as a whole (see Table 10.)

Table 10

LATIN AMERICA AND ARGENTINA : AVERAGE PRODUCT PER WORKER IN 
AGRICULTURE AND IN THE INDUSTRY GROUP, 1965 a/

(Dollars at i960 prices)

Agriculture Industry group a/

Argentina 
Latin America

1,230
k70

1,800
1,750

Source: Latin American Institute for Economic and Social Planning, on the basis
of data supplied by ECLA. 

a/ Including industry, construction and mining.
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It should be added, moreover, that in Argentina, the product per worker 
has grown at an annual rate of 2.9 per cent in agriculture, i.e.,faster than 
in the industry group, where the corresponding figure is 2.1 per cent over the 
period considered.

Brazil is another very interesting case, given its considerable develop
ment potential. Its labour force has grown slightly more slowly than Mexico's 
(see Table 9)* Since Mexico has been able to retain a higher proportion of 
its manpower in agriculture than Brazil, the pressure on its non-agricultural 
activities to absorb labour has been less.7/ Yet Brazil has not managed to 
increase the share of the industry group in the labour force at anything like 
the same rate as Mexico.

What is the reason for this very sizable difference? Is it because the 
dynamic impetus of the industry group has been weaker in Brazil than in Mexico?
It would not appear so, since in Brazil the gross product of the industry group 
increased in the period considered at an average annual rate of 6.7 per cent, 
more rapidly than in Mexico, where the corresponding rate was 6. 3 per cent.
This was mainly the result of the spectacular rise in the product per worker 
in the industry group by an average of 4. 7 per cent annaually— an extraordinarily 
high figure for Latin America— compared with Mexico's more modest 2.5 per cent.

Admittedly, the rate estimated for Brazil may be inflated by an apparent 
increase— greater than it actually was— in the product per worker in the import- 
saving industries, which did not make so much headway in Mexico. In any event, 
the difference in the growth of the product per worker in Brazil and Mexico 
may largely explain why Brazil's industry group has not had the same capacity 
to absorb labour as Mexico's.

While it is true that Brazil's average rate of development throughout the 
period (6 per cent) was slightly less than Mexico's (6-3 per cent), this 
relatively small difference is not enough to justify such a big disparity in 
the rates of growth of the labour force in the industry group. If the product 
per worker in the industry group had risen much less rapidly, perhaps Brazil 
might have been able to increase the productive absorption of labour in these 
activities on much the same scale as Mexico. But this was not the case, 
since the share of the industry group in the total non-agricultural labour 
force declined, in marked contrast to what occurred in Mexico.

Given the rapidity of the increase in the product per worker in its 
industry group, Brazil would have needed a higher over-all growth rate than 
Mexico's in order to ensure that the proportion of labour in the industry 
group did not fall. But since this was not the case, the redundant manpower 
leaving agriculture in Brazil for the most part simply transferred its 
redundancy to the services sector.

7/ This is a very interesting point that warrants further study. Here,
however, we will confine ourselves to mentioning it.
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In the other countries of the region— apart from the three mentioned 
(Argentina, Brazil and Mexico), which account for approximately 65 per 
cent of the region's labour force and of the total regional product— the 
differences are also considerable. Unfortunately, however, no comparisons 
can reasonably be made unless a great deal of work is put into the screen
ing of the available data.

4. Absorption of the labour force in agriculture

It was noted earlier that the labour force leaving agriculture has 
simply transfered its redundancy to the cities, owing to the inadequate 
rate of economic development. Could this process have been attenuated, if 
not prevented altogether? Could agriculture have retained more labour than 
the figures show, and thus helped to relieve congestion in the cities? The 
answers to these questions, in addition to telling us about the past, will 
also help a great deal in our consideration of future development.

The level of employment in agriculture depends on the rates at which 
production expands and the product per worker increases. During the period 
considered (1950-1965), Latin America's agricultural production grew at an 
average annual rate of 3* 8 per cent, while the product per worker rose at 
a rate of 2. 2 per cent. Had production expanded at a faster pace, with the 
rise in the product per worker remaining the same, agriculture would have 
been able to retain labour at an annual rate of more than 1. 5 per cent.

Why did Latin America's agricultural production not expand more rapidly? 
A number of factors associated with supply and demand are responsible, in
cluding in particular, the slow rate of growth of domestic and external 
demand, out-dated marketing systems, price policies, the system of land 
tenure and use, and the inadequacy of technical progress.

As a general rule, the diet of the bulk of the population in Latin 
America, especially in the lower income strata, is very poor; thus, much 
more should have been produced per capita to remedy so serious a deficiency. 
This did not happen, however, and various reasons have been adduced to explain 
why— reasons which are at times of great significance in indiviudal cases, 
and cannot be disregarded. Nevertheless, a more general explanation lies, 
in our view, in the fact that domestic demand for agricultural products, 
especially foodstuffs, has expanded relatively slowly. This, in turn, is 
a reflection of the inadequate growth of per capita income, on which the 
performance of agriculture itself naturally has an influence, inasmuch as all 
the various components of the economy are interdependent, and it is necessary 
to act on all of them in order to speed up the rate of economic growth.
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During the period considered, average per capita income rose at an 
annual rate of 2. 5 per cent, while per capita consumption of foodstuffs 
expanded by 1.1 per cent annually. If the increase in per capita income 
had been distributed more evenly than it was, to the benefit of the lower 
income strata, the growth of demand would have been greater and its 
effects on the retention of labour in agriculture would have been more 
marked.

There are two opposing trends here: on the one hand, if personal income 
rises, the proportion spent on food falls; on the other, an improvement in 
the income levels of the lower strata may more than cancel out any possible 
reduction in the coefficient of elasticity of demand for foodstuffs and increase 
employment opportunities in agriculture to a greater extent than would other
wise occur. This is precisely the assumption adopted in the projections for 
the 1970s and 1980s, which are presented in chapter IV.

Export-oriented agriculture affords clear evidence of the decisive impor
tance of demand. When demand has been brisk and steady, it has frequently 
proved possible to overcome the internal obstacles standing in the way of 
agricultural expansion. Such circumstances lead, in one way or another, to 
the emergence of the modern farmer, capable of producing efficiently.

This has happended when land was easily accessible or the amount of 
cultivable land was increased as a result of State investment in infrastruc
ture; and also when the introduction of new techniques did not require the 
State to play an exceptionally active role as an innovator.

Argentina provides an illustrative case in point. In past decades, the 
spirit of innovation has been lacking in its agricultural sector. The fertile 
pampas were already being used for farming by the end of the 1920s. Production, 
which up to that point had expanded because new areas were rapidly being 
brought under cultivation, could then increase only on the basis of technologi
cal progress. And yet the Great Depression, the Second World War and a 
return to agricultural protectionism in the major industrial centers gave no 
encouragement to the introduction of improved techniques. During certain 
periods, overevaluation of the currency and price policies also had unfavour
able effects. The consequences were very striking. Argentina, whose agri
cultural technology had been comparable to that of the United States in the 
1920s, lagged farther and farther behind. Despite the unfavourable world 
market conditions, it could at least have maintained its share of world 
exports. But this was not to be. Once the easily accessible land had been 
brought under cultivation, major technological improvements were needed, 
and as these were introduced only to a very limited extent, production remain
ed virtually stationary for a legthy period. Moreover, the steady rise in 
domestic consumption severely curtailed exportable surpluses and thus tighten
ed the external bottleneck.
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This state of affairs can be attributed to two main factors : first,
the inadequacy of state action with regard to technological research and 
the dissemination of its practical results; and secondly, the prevailing 
land tenure system. The first of these defects is being corrected; but 
land tenure has undergone no significant change. It is true that in 
Argentina— at least in the pampas—  the pressure of the active population 
on the land is not such as to make direct redistribution of land advisable 
in order to facilitate the introduction of new techniques. It may be 
asked whether indirect expedients—  including tax measures— would have 
sufficed to foster efficient use of the productive potential of the land 
and discourage under-utilization. This is the great unknown quantity: 
whether the research on new technologies and the dissemination of its 
findings in which the State is now engaged can be successful if the 
obstacle of the land tenure system is not removed.®/

A very significant example of how domestic demand stimulated production 
is what happened in the State of Sao Paulo in Brazil. The availability of 
land and state government efforts to promote the introduction of new techniques, 
combined with private initiative, gave agriculture an impetus strong enough 
to enable it to meet the demand of this thriving industrial state and that 
of neighbouring states in Brazil, whose traditional methods of production 
could not always compete with Sao Paulo's more advanced techniques.

Another example worth mentioning is modern agriculture in Mexico. As 
a result of export possibilities, agricultural import substitution policy, 
and the growth of domestic demand stemming from the steady rise in per capita 
income, agriculture expanded rapidly on land that was made accessible by the 
construction of roads, and cultivable by irrigation and by official action 
on the technical side. This modern type of agriculture absorbs relatively 
little labour. Thus, we have a dual situation: the new agriculture exists
side by side with traditional Mexican agriculture, in which the pressure of 
labour on the land has been increasing as a result of the high rate of 
population growth. While the new agriculture is labour-saving, redundancy 
appears to be on the increase in traditional agriculture. One of the most 
significant features of the Mexican land reform, as regards the retention 
of labour in agriculture, is that besides having abolished an outdated social 
structure it has helped, with the ejido system, to retain more manpower on 
the land than would otherwise have been the case. The new agriculture is 
an economic solution to the problem; the ejido is a social and political 
solution, although it has not as yet proved possible to raise the living 
conditions of the masses above subsistence level.

8/ In this connexion, it would be interesting to look into the possibility 
of a relationship between changes in land tenure (tenants becoming land
owners) in the pampas over the past two decades or so, and the intro
duction of new techniques that have led to marked increases in output.
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Yet another interesting case is that of Venezuela, where the marked 
growth of agricultural production is attributable to a clearly defined 
import substitution policy, combined with the redistribution of part of 
the productive land.

In this latter respect, the changes now being made in Chilean 
agriculture warrant close study. Apparently, there are few new areas 
that can easily be brought under cultivation, and hence a major effort 
is under way to make more efficient use of the two factors in short supply 
— land and water. This aim has found practical expression in the land 
reform, which, of course, is also pursuing basic socialobjectives.lt 
would have to be accompanied by changes in methods of land use, with a 
view to substituting domestic production for imports of products that are 
needed to improve the diet of the bulk of the population, and to expand
ing exports of products with a high unit value. Increasing exports of 
this type— in addition to the expected favourable effects on the balance 
of payments— might also help to increase employment.

In any event, the question is whether Chile will be able to avoid 
the dilemma described in general terms in this document: i.e, the choice 
between substantially raising the product per agricultural worker by the 
introduction of new techniques, at the expense of employment, and sacrificing 
this objetive in favour of carrying the social integration of the rural 
masses beyond what might be achieved simply by redistributing land. The 
way out will depend on the rate of development that can be attained.

Although agricultural demand has played a primary role in production 
and in the retention of labour on the land, there have also been a number 
of adverse factors of great importance that in certain cases have prevented 
production from keeping up with demand, as has happened in Argentina. The 
land tenure system is one of them, and its negative influence will be even 
stronger in the future, especially if population growth is accompanied by 
more rapid economic development and improvements in the distribution of 
income.

Account must also be taken of the adverse repercussions of certain 
official measures. With the justifiable aim of preventing the price of 
foodstuffs from rising in step with inflation, price ceilings have often 
been fixed and have discouraged production in some countries. Over
valuation of the currency has had similar effects. These disincentives, 
and the lack of a policy to encourage agricultural production, explain 
why some countries have increased agricultural imports that could have 
been replaced by domestic production in order to alleviate the external 
bottleneck.

This substitution would not have been possible in the case of all 
agricultural commodities, simply for ecological reasons; but a suitable 
intra-regional trade regime could have reduced, and even eliminated, 
heavy imports from outside the region.
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Although agricultural imports do not have a particularly unfavourable 
effect on employment in Latin America as a whole, they do in some cases 
significantly aggravate the external bottleneck and hence tend to depress 
the over-all rate of development. Even on the extreme assumption that all 
agricultural imports could have been dispensed with during the period 
considered, the growth rate of total agricultural production would not 
have increased appreciably, nor would the amount of labour employed in 
agriculture.

This leads on to consideration of the terms in which the problem 
of agricultural employment presents itself. It was said earlier that 
demand for foodstuffs, which is far below the level needed to ensure 
that the lower strata have an adequate diet, has limited the growth of 
employment in rural areas. But this does not mean that if agricultural 
demand had increased faster more labour would automatically have been 
retained on the land.

It is more useful in this connexion to consider, not what could have 
happened in the past, but what might happen in the future. This, however, 
is not the appropriate place to do so, and only a few preliminary remarks 
will be made here. Given rapidly rising agricultural demand, the degree 
to which labour is retained in agriculture depends on the amount of land 
available for expanding production and on the type and pace of technical 
progress.

As regards the first of these points, much of the increase in 
production— taking Latin America as a whole— has been achieved by 
bringing new areas under cultivation. According to estimates, some three- 
quarters of the increase in crop production is attributable to this factor. 
It is a matter for conjecture whether the agricultural area can continue 
to be expanded at the same rate without major investment in infrastructure. 
On the other hand, a substantial proportion of the land already settled is 
being w a s t e d ,owing to the prevailing land tenure system. If this situation 
were corrected, cultivation of such land would step up agricultural 
production in the settled areas, and either redundant labour would be 
better employed or more labour would be retained on the land, as the 
case might be.

Even if production were expanded in this way on the basis of existing 
techniques, the product per worker would increase, since redundant labour 
and idle land would be put to better use. If, on the other hand, the 
emphasis were placed on improving yields, with no rise in the labour/land 
ratio, the rate of retention of labour would decrease correlatively. And 
this decrease would be much more rapid if agriculture became mechanized.

In other words,an icrease in agricultural demand resulting from a 
higher rate of development and improved income distribution would tend to 
retain .more labour on the land because of its favourable effect on
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production; while raising the product per worker would tend to reduce the 
rate of retention, to an extent which would depend on how far labour- 
saving techniques were introduced.

A suitable compromise has to be found between these two aspects of 
the problem. Agriculture offers wide scope for the technological revolution 
that has taken or is taking place in the more advanced countries. In 
Latin America, the new technology is having hardly any impact on farming 
for domestic consumption, which, generally speaking, was lagging far behind 
the export-oriented activities in respect of techniques. Moreover, even 
though the process of assimilation is confined to a fairly small segment 
of agriculture as a whole, its effects are clearly visible in some countries, 
as noted earlier: namely, little absorption of labour, and competition— at
times very serious— with traditional agriculture. If technological progress 
had been assimilated more rapidly during the period considered, without any 
acceleration of the over-all rate of development or any fundamental changes 
in income distribution, the benefit to the rural masses would have been 
nugatory, since the relation between agricultural prices and those of other 
goods and services would have deteriorated. Furthermore, either the redundant 
manpower in agriuclture would have increased, or the shift of active population 
to the cities would have been stepped up, thus aggravating the redundancy 
problem in urban areas.

To put it briefly, had the economic growth rate been higher and income 
distribution more equitable in the past, it would have been possible to retain 
more labour in agriculture, provided the product per worker did not rise more 
rapidly than it actually did. The same can be said of the future. It should 
be borne in mind, however, that average income per worker is very low in 
Latin American agriculture. And although it could be raised through a more 
rational and equitable distribution of land— as is shown in an interesting 
paper 9/ which has been of great service in the drafting of the present 
report—  it would be necessary to increase the growth rate of the product 
per worker, and to ensure that a fair share of it was obtained by those who 
work the land, through their own trade union action in concurrence with State 
measures to bring about the complete social integration of the rural masses.

Here we should restate the clear-cut dilemma of the choice between 
productivity and employment: unless the rate of economic development is
stepped up, the transfer of redundant manpower from rural to urban areas 
will continue, to say nothing of the unfavourable effect that relatively 
slow-growing domestic demand may have on agricultural prices.

2/ See Jacobo Schatan, "La ocupación y el ingreso en la dinámica de la 
agricultura latinoamericana .
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5* Absorption of the labour force in industry

Industry obviously accounts for the lion's share of manpower in the
non-agricultural goods-producing sectors. In 1965* it provided work for 2k 
per cent of the whole non-agricultural labour force, while construction 
absorbed 6.5 per cent and mining 1.t per cent.

The fact that industry has not completely fulfilled its labour-absorbing 
function is attributable not only to the inadequate pace at which the economy 
as a whole has developed, but also to internal difficulties. In this connexion, 
a distinction must be drawn between factory-type and artisan-type industry 
(see Table 11).

It will be noted from Table 11 that in the period considered, taking 
the average for all the countries in the region— except Brazil— , employment 
in factory-type industry increased at a more rapid pace than the total labour 
force. However, since employment in artisan-type industry grew by 
barely 1.9 per cent, the rate at which labour was absorbed into industry
as a whole was only 2.8 per cent, i.e, almost the same as the rate at
which the total labour force expanded.

Owing to these disparities in the growth of employment, the proportion 
of the industrial labour force engaged in artisan-type activities fell from 
51 per cent in 1950 to ^5 per cent in 1965« This did much to raise the 
average product per worker in industry, which is estimated to be ten times 
higher in factory-type than in artisan-type industry. Hence, a substantial 
part of the average annual rise of 3>1 per cent in the industrial product 
per worker is the result of the transfer in question.

The first column in T.able 12 shows the share of the industrial product 
in the gross product of the economy as a whole, which is a rough indication 
of the level of industrial development in the various countries. The next 
three columns show the growth rates of the industrial product, industrial 
employment and the product per worker.

The rate at which industry absorbed labour could have been higher 
than the growth rate of the total labour force if the growth of the industrial 
product, and therefore the over-all rate of development, had been much more 
rapid, or if the average product per worker had risen more slowly. As seen 
earlier, employment in the industry group in Mexico increased much more 
rapidly than the total labour force. This is clearly apparent if industry 
alone in the group is considered, it was possible for employment to 
expand rapidly, at an annual rate of 4.7 per cent, not only because the 
rate of economic development was high, but also because the product per 
worker in industry rose by only 1.9 per cent. The situation was very 
different in Venezuela: despite an exceptional upswing of 6.1 per cent
in the average product per worker, the labour force in industry increased 
at an annual rate of k• 2 per cent. This was due to the fact that industry
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Table 11

LATIN AMERICA: GROWTH OF THE LABOUR FORCE AND EMPLOYMENT IN THE
INDUSTRY GROUP, I95O-I965

(Cumulative percentage annual growth rates)

Country Labour force
Employment in industry Employment in the 

industry group a/
Factory-type Artisan-type Total

Argentina 1.1* 2.3 1 .9 2.2 2.0

Bolivia 2.2 1*. 2 l*.8 l*. 6 1*. 2
Brazil 2.9 2.6 1.7 2 .2 2.3
Central America 2.5 b-9 1.5 2.7 2.9

Chile 1.6 3-1* 0.6 2 .2 1.6
Colombia 2.1* 3.7 1.8 2.1+ 3.0

Dominican Rep. 2-7 6.3 3-7 1*. 7 1+.1+
Ecuador 2.8 6.5 1.2 2.1 2.5

Panama 2. 6 1+.9 -l.l 2.2 2.5
Paraguay 2 .7 3-2 l. 6 1.9 1.8

Peru 2.1* 5.8 2.2 3.1* 3-7

Uruguay 1.1* 3-0 1.2 2.1* 2.2

Venezuela 3.1 6.2 1.9 1+.2 3.0

Total 2.6 3-6 2.8 2.8

Source: Latin American Institute for Economic and Social Planning,
a/ Including industry, construction and mining.
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Table 12

LATIN AMERICA: SHARE OF THE GROSS INDUSTRIAL PRODUCT IN THE TOTAL
PRODUCT IN 1968, AND GROWTH OF THE INDUSTRIAL PRODUCT AND INDUSTRIAL

PRODUCTIVITY IN I95O-I968

Percentage share of Cumulative annual growth rates
Country the industrial ÇPercentages)

product in the Industrial Industrial Product per
total product product employment worker

Argentina 35.1 1-5 2.2 2.3
Bolivia- 13-2 2.3 1 .6 -2 .2

Brazil 22.0 7-3 2.2 5-0

Central America 13-6 6.8 2.7 1 .0

Chile 25.7 1 .6 2.2 2.5
Colombia 18.0 6.2 2 .1 3.7
Dominican Republic 12.2 1-3 1.7 -0 .1

Ecuador I6.9 5-1 2 .1 3-0

Mexico 20.1 6-7 1.7 1.9
Panama 15.6 1 0 .1 2.2 5-0
Paraguay 17-1 2.3 1.9 0.1

Peru 20.2 7.8 3.1 1 .2

Uruguay 20-9 2.8 2.1 0 .1

Venezuela 12.7 10.6 1.2 6 .1

Total 22.0 6.0 2.8 3.1

Source: Latin American Institute for Economic and Social Planning, on the basis
of its own data and data supplied by ECLA.
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developed more rapidly in Venezuela than in Mexico— despite the similarity 
in their over-all growth rates--owing to a very active import substitution 
policy, and also the fact that Venezuela was at a relatively low level 
of industry development at the beginning of the period considered.

Manufacturing industry in Latin America could have appreciably 
improved its productivity if it had been able to overcome all the obstacles 
in its way, and the average annual increase of 3*1 per cent might have been 
much bigger. In reality, while there are great possibilities of raising 
productivity, certain structural changes are needed in order to give powerful 
and sustained impetus to industrial development.

Two factors stand in the way of increasing productivity in industry: 
the small size of the market and the weakness of competition. The significance 
of the concept of a small market varies with each country. In the countries 
which have achieved most in terms of industrial development, the market is 
of adequate size for a large number of industries producing consumer goods, 
but not for those manufacturing certain other products, for example, a great 
many of the intermediate and capital goods. The smaller the country, the 
more severely will the size of its market affect its industries, including 
those producing consumer goods.

Even in cases where the domestic market might possibly be large 
enough, the lack of external competition discourages efforts to increase 
productivity, just as the prevailing land tenure system discourages 
improvements in land use. Capital is not turned to good account in 
industryr generally there is a great deal of idle capacity, and not enough 
is done to promote efficiency on the workers' side. Nor are there any 
strong incentives to improve technical skills at all levels.

It is recognized that protection is usually carried to excess in the 
Latin American countries. None the less, it has helped to build up a 
measure of managerial skill and to develop industries which would have 
been hardly likely to spring up on their own. This initial phase has 
already been virtually completed in many countries.

A gradual decrease in the protection afforded to industry, in order 
to introduce the stimulus of competition, is something which only the 
experts are calling for. In actual fact, no powerful forces are support
ing measures of this kind. Entrepreneurs, salaried employees and wage- 
earners all seem to have tacitly agreed to maintain an excessively high 
level of protection, to the detriment of economic and social development.
This is a very serious matter, since industrial costs are much too high, 
and if the position remains unchanged it will be difficult to export man
ufactures— a point which will be dealt with in more detail later in this 
report.
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Another interesting aspect of the problem needs emphasizing. Despite 
the fact that its costs are much too high--we must be frank here—  the 
import substitution process has generally led to a net increase in real 
income. As noted above, this has been possible because redundant labour 
in agriculture and other activities where productivity is much lower than 
in the industrial sector has been transferred to the import substitution 
industries. The result has generally been a sizable increase in the real 
income generated by industrial development.

However, as the import substitution process gradually moves into 
capital-intensive industries which entail highly complex techniques and 
absorb less labour, or which come up against the barrier of a small market, 
the favourable effects of industrial development decrease, and the rate of 
absorption of manpower slackens. And if this goes hand in hand with excess- 
ivley high costs in import-saving industries, it is easy to understand why 
the net increment in real income drops appreciably or even turns into a 
negative figure.

It is precisely in the capital-intensive industries with highly 
complex techniques that productivity can be raised substantially, provided 
production is distributed in a rational manner by means of integration 
agreements. This is an aspect of industrial development in the more 
advanced countries of the region that has not yet been given all the 
attention it deserves. It will be essential to make up for such neglect 
in the future.

Thus, there are great possibilités for raising productivity. If 
they had been rationally exploited, the industrial product per worker would 
have risen faster than it actually did. If this had happened as an isolated 
phenomenon, however, industry's capacity to absorb labour would have been 
less than it was and redundancy in services would have increased. Neither 
in industry, nor in agriculture, nor in any other sector, can these possi
bilities be considered separately, out of the context of speeding up the 
over-all rate of economic growth.





Chapter I I I

EXTERNAL FACTORS HAMPERING DEVELOPMENT

1. Analysis of growth rates

a) The region as a whole and two significant groups of countries

The preceding chapter discussed the distortion in the employment 
structure resulting from the inadequate tempo of development. Attention 
will now be turned to the major external factors that are involved. The 
figure for the average growth rate of the gross product --which is the in
dicator of the over-all rate of development--covers a wide variety of very 
dissimilar situations. Why have some countries developed more rapidly than 
others? Why have some definitely lagged behind?

The intention in this chapter is not, of course, to make an exhaus
tive analysis of what has happened within each individual country, but rath
er to examine the interplay of external factors in each particular case, with 
a view to drawing lessons which will equip us to tackle a new type of devel
opment in Latin America. In our view, this new type of development cannot 
be based solely on import substitution, but must entail a major effort to 
promote exports to the rest of the world and, -in particular, intra-regional 
exports.

Clearly, there are a number of factors common to the whole region 
which are of great importance. In all countries— albeit in very different 
degrees— the relatively slow growth of exports has been an obstruction to 
more rapid development, since exports form the major component of the ca
pacity to import. The barrier has not been insuperable, since it has been
overcome by curbing the growth of imports. It should be noted, however,
that this barrier is really just a boundary, and that reaching it--or cross
ing it— depends on the domestic development effort and, more specifically, 
on the rate of capital formation. In this respect, the situation varies 
widely from one Latin American country to another, and each has availed
itself of its opportunities to develop and to reduce the import coefficient
in a different way.

Moreover, while it is true that exports have grown relatively slow
ly, it is equally undeniable that some countries have managed to take better 
advantage of their export possibilities than others. Thus, the picture is 
very complex; Latin America has been able to exert an influence on some of 
the factors involved, using the means available to it; but it has not been 
able to influence others, which depend for the most part on decisions beyond 
its control-
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The same can be said with respect to capital formation. Overcoming 
the external barrier to development depands not only on reducing the import 
coefficient but also on the rate of capital formation, which reflects a 
country's internal capacity to generate investment resources at the expense 
of consumption, as well as the scale and the terms on which it receives in
ternational financial co-operation.

This is the point which the present chapter will endeavour to elu
cidate. To do so has not been an easy task, given the wide diversity of 
data that have had to be brought together; and for this reason the data have 
been presented in synthetic and easily accessible form, although strict pre
cision has had to be sacrificed a little— but not much— for the sake of sim
plicity.

It has been repeatedly said that, because of their diversity, it is 
not advisable to look at the Latin American countries simply in the aggregate 
it is admissible to do so only by way of an initial approach to the facts. 
This is what the present chapter will attempt in very general terms, sub
sequently going on to consider two large groups of countries and then making 
a more careful analysis of some representative cases.

Again aiming at synthesis, we shall begin by referring to a few da
ta— few but extremely significant--concerning the growth of the product, ex
ports and other external resources, and the effect of changes in the import 
coefficient (see Table 1 3).

For Latin America as a whole, the purchasing power of exports rose 
at an average annual rate of only 2 .7 per cent over the period 1950-1968, 
although this figure rises to 3*2 per cent if the net inflow of external 
financial resources is taken into account.l/ However, over this period the 
gross product grew at an average annual rate of 5-2 per cent. This is 
evidence of how national efforts to reduce the import coefficient made it 
possible to cross the boundary set by the moderate growth rate of exports 
and other external resources: the product increased by 2 per cent more than 
the external resources available for imports.2/

1/ Includes gross capital inflows less amortization, debt repayment, and 
remittances of interest dnd profits; also the movement of national 
funds abroad, which could not be eliminated from the figures.

2/ The growth rates mentioned in this chapter were calculated using a 
parabolic function fitted to the annual data by means of the least 
squares method.



-  lj-9 -

Table 13

LATIN AMERICA: CUMULATIVE AVERAGE ANNUAL GROWTH RATES OF 
THE GROSS DOMESTIC PRODUCT, AND THE EXTERNAL FACTORS 

HAMPERING ITS GROWTH, 1950-1968
(Percentages)

Gross
domestic
product

Exports
Purchasing 

Volume power
External 
resources a/

Effect of 
the import 
coefficient

1. Latin America 5.2 4.5 2.7 3.2 2.0
2. Countries in which the 

imDort coefficient 
decreased 4.1 1.8 2.0 3.3
Argentina 3.1 3.8 2.9 2.0 1.2
Brazil 6.1 3.2 0.9 1.1 5.0
Colombia 4.7 3.5 1.3 2.4 2.3
Mexico 6.3 4-4 3.3 4.2 2.2
Uruguay 1.2 ...b/ -0.8 -1.3 2.5
Venezuela 6.3 5.6 1.5 1.5 4.8

3. Countries in which the 
imDort coefficient did
not decrease y, _A 5.7 5.4 6.7 -2.1
Bolivia 2.0 0.3 3.7 5.2 -3.1
Chile 4.2 3.5 4.8 6.0 —1 • 8
Costa Rica 6.7 6.5 4.5 7.5 -0.8
Dominican Republic 4.5 3.4 2.7 6.0 -1.5
Ecuador 4.7 6.1 4.1 6.3 -1.7
El Salvador 5.6 7.4 5.5 7.6 -2.0
Guatemala 4.5 8.2 5.2 6.2 -1.7
Honduras 4.1 5.0 4.5 6.7 -2.6
Nicaragua 6.0 8.7 8.5 10.6 —4*7
Panama 6.4 6.9 6.3 7.1 -0.7
Paraguay 3.5 3.9 2.2 4.9 -1.4
Peru J>î.6 . 8.01 8.0 7.t6. . -l.t.9._____

Source: ECLA, on the basis of official statistics, 
a/ Equivalent to actual imports.
b/ Negligible.
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This disparity shows up very clearly in Figure I 2 / , where the 
lower curve represents the difference between the rate of growth that the 
expansion of exports would have permitted, and the rate actually achieved 
by overcoming the export barrier through the reduction of the import coef
ficient, from 1950 onwards. The upward trend of the bottom curve is what 
enabled the top curve--which represents the growth of the gross product-- 
to rise more rapidly than the middle curve, which shows the purchasing 
power of exports and the net inflow of external resources.

As has always been the case in Latin America, the purchasing power 
of exports has been greatly affected by the terms of trade. The terms-of- 
trade effect fluctuated continually throughout the period considered, but 
on balance it was clearly unfavourable. Thus, while the volume of exports 
expanded annually by some 4-5 per cent, the purchasing power of exports 
grew at a rate of only 2 .7 per cent.

To avoid overloading Figure I, the volume and purchasing power of 
exports and total external resources are compared separately in Figure II. 
As the over-all figures mask very different situations, the countries have 
been divided into the two main groups appearing in Table 13, according to 
the movement of their import coefficient, which has such an important bear
ing on the tempo of development. The first group--which accounts for 83.5  
per cent of the region’s product and 78.2 per cent of its population--in
cludes those countries in which the import coefficient decreased, namely, 
Argentina, Brazil, Colombia, Mexico, Uruguay and Venezuela. The second 
group comprises the remainder of the Latin American countries. In most 
of the countries in this group, the import coefficient increased; the few 
countries in which the coefficient showed no clearly-defined trend were 
included for the sake of simplicity.

There are striking differences between the two groups. In the first, 
although the growth rate of external resources was very much lower, the 
gross product expanded much more rapidly because national efforts to re
duce the import coefficient were to some extent able to overcome the bar
rier set up by the relatively slow pace at which external resources ex
panded. In the second group, in contrast, despite the relative abundance 
of external resources, the growth rate of the product did not reach the 
level that the increase in external resources would have allowed, and the 
import coefficient rose proportionally.

Before looking at these disparities more closely, it may be appro
priate to make some brief comments on imports and the import coefficient.
As a general rule, imports in Latin America tend to grow more rapidly than 
the product, i.e., the import coefficient tends to rise. Hence, if exter
nal resources are not sufficient to permit imports to expand at such a pace,

&/ Figures appear at the end of the chapter.
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one of two things happens: either the product increases more slowly than
imports and the external resources used to pay for them, or the import coef
ficient is reduced so that the product can grow at the same rate, or faster.

The latter is what happened in the first group of countries, while 
in the second group, either nothing was done or it did not prove possible 
to reduce the import coefficient, with the result that it did not decrease 
and the product expanded more slowly than external resources.

One further digression: We have been speaking of reducing the import
coefficient. In actual fact, much of the reduction in the first group of 
countries was effected through the replacement of imports by domestic pro
duction of the same goods; in other cases, however, certain imports were 
restricted or banned and demand was diverted towards other domestic goods 
and services. This is also substitution, but of a different kind. It is 
important to bear this distinction in mind when the two concepts are used 
interchangeably.

The disparities observable between the two groups are really sig
nificant. The curves in Figure I move quite differently, in the first 
group, the curve for the gross product rises farther above the curve for 
external resources. For the second group the reverse is true; the product 
falls farther and farther below external resources. The key factor here 
is the effect of reducing the import coefficient on the barrier imposed by 
the supply of external resources, excluding, of course, domestic capacity 
for capital formation.

Looking at the figures given in Table 13* we find that in the first 
group of countries the product increased at an annual rate of some per 
cent (slightly lower if Venezuela is excluded), while external resources 
grew by barely 2 per cent (slightly higher with the inclusion of Venezuela). 
In contrast, the external resources of the second group expanded by 6.7 per 
cent yearly— clearly a relatively high rate— while their product rose by 
barely b .6 per cent.

Again, the reduction of the import coefficient helps to explain 
these disparities. It can be seen that in the first group the product 
grew 3*3 per cent more rapidly than external resources— which expanded 
by barely 2 per cent--because the drop in the import coefficient made it 
possible to overcome the external resources barrier. In the second group 
of countries, on the other hand, the dynamic effects of the increase in 
external resources failed to strengthen the growth of the product because 
the import coefficient had not been reduced, and consequently the growth 
rate of the product was 2 .1 per cent less than that of external resource.
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There are other contrasts between the two groups o f countries. Not
only was the growth of external resources much greater in one group, but the
components of external resources also behaved very differently. For example, 
in the first group the deterioration in the terms of trade had a very serious 
effect: while the volume of exports rose at an annual rate of 4.1 per cent, 
their purchasing power increased at a rate of only 1.8 per cent. In the 
second group of countries too the terms-of-trade effect was unfavourable, but 
to a far lesser extent: the volume of exports grew at an annual rate of 5«7
per cent and their purchasing power at a rate of 5*4 per cent.

In the second group, the trends of financial resources were also more 
favourable. In the first group, if the net inflow of external financial re
sources is added to the purchasing power of exports--which rose by 1.8 per 
cent--, total external resources will be seen to have expanded at a rate of 
barely 2 per cent. In the second group, on the other hand, total external 
resources increased at a rate of 6 .7 per cent, i.e., more rapidly than the 
purchasing power of exports, which rose at a rate of 5-4 per cent.

This brings us to a very important point. The contrast between the 
two groups of countries is highly significant. In the first group the volume 
of exports grew more slowly, the decline in the purchasing power of exports 
was more marked, and the net inflow of external financial resources was much 
smaller. And yet the over-all growth rate is higher in this group. To say 
that in the one case the import coefficient decreased while in the other it 
was not reduced or actually increased is too facile an explanation, for it 
does not show why the coefficient moved as it did.

It is worthwhile to probe into this question more deeply in order 
to gain a better understanding of what happened and to improve our approach 
to development in the future. Several different explanations are possible, 
and can be combined in various ways. Generally speaking, reductions of the 
import coefficient have not stemmed from a long-term policy designed to push 
economic development beyond the limits set by the growth of exports and ex
ternal financial resources. Rather, they have been due to measures adopted 
at the dictates of circumstance to counteract external disequilibria. In 
other words, the import coefficient is not normally reduced as a farsighted 
measure when exports are booming--that is, when more resources are available 
for investment--but during slumps, when exports drop or falter, and countries 
find themselves constrained to take steps to restrict imports in order to 
correct external imbalances.

It is hardly surprising, then, that the relatively satisfactory growth 
rate of export earnings and other external resources in the second group of 
countries has in a sense weakened the incentive to import substitution.

Moreover, a question to be asked is how far import substitution can 
be carried in countries, such as those in the second group, which have
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relatively small markets and where consumption of manufactures— as in most 
of the Latin American countries--is largely confined to the upper and middle 
income strata.

Lastly, import substitution, and the growth rate in general, also 
depend to a large extent on the supply of natural resources and the rate of 
capital formation. Here again, despite the greater inflow of external finan
cial resources, the rate of capital formation has been somewhat lower in the 
second group of countries. This is a point to which we shall return later.

The foregoing considerations raise a problem which is of the greatest 
importance for development strategy, but which it is not relevant to consider 
at the moment. We shall now see how the factors described above affect the 
growth of the product in various Latin American countries. For this purpose, 
we shall return to Table 13 and also refer to Figures III to XI, which present 
separate data on the nine countries considered individually.

b ) Countries in which the import coefficient decreased
Let us begin with the countries in which the import coefficient was 

reduced. They exhibit a wide variety of situations. At one extreme are the 
countries where the annual growth rate of the product was higher than 6 per 
cent over the period 1950-1968, namely, Brazil, Mexico and Venezuela; at the 
other extreme comes Uruguay, whose product grew more slowly than its popula
tion; and Argentina and Colombia fall roughly half way between the two.

Particularly striking is the case of Brazil. Its product grew at an 
average annual rate of 6 .1 per cent, despite very unfavourable external condi
tions. The deterioration of its terms of trade held down the average annual 
growth rate of its exports' purchasing power to 0.9 per cent, even though their 
volume expanded at a rate of 3- 3 per cent. Furthermore, the growth of external 
financial resources was rarely if ever sufficient to offset the slow rate at 
which the purchasing power of exports increased. Hence, Brazil's total supply 
of external resources to cover its import needs grew at an average annual rate 
of barely 1 .1 per cent.

In order to combat such adverse external conditions, Brazil pursued 
a very active import substitution policy which, by giving a vigorous boost to 
domestic production, helped to overcome the barrier of the capacity to import 
and added 5- per cent to the over-all rate of development. Despite its inten
sity, however, as explained above, the import substitution process did not 
suffice to provide employment in the industry group for the manpower moving 
away from agriculture.

Brazil's terms of trade have improved recently, owing to the rise in 
coffee prices. Hence, in this respect its future prospects appear to be 
favourable, although its sustained effort to expand its exports of manufactures 
is understandable in any event. The import coefficient has now fallen to a very
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low level— 5« 5 per cent in 1966-1968— whether Brazil can continue to 
reduce it as in the past is very doubtful. Moreover, reducing the Import 
coefficient would not suffice to raise the growth rate of the product to 
levels such that the economy could gradually gain the additional dynamism 
still required.

Mexico's gross product grew at an average annual rate of 6 .3 per cent 
during the period I95O-I968— slightly faster than Brazil's. But there are 
significant differences between the two countries. Most important, Mexico's 
terms of trade deteriorated much less: the volume of its exports of goods
and services expanded at an average annual rate of k .k per cent, while their 
purchasing power rose at a rate of 3*3 per cent, that is, much more rapidly 
than in Brazil. Its total external resources also increased faster (at an 
average annual rate of k .2 per cent), owing to the higher growth rate of 
external financial resources.

Thus, Mexico was able to achieve a slightly higher rate of develop
ment than Brazil without being forced to reduce its import coefficient so 
drastically. This implied a less strenuous domestic effort, which explains 
why the effect of the reduction of the import coefficient on the growth rate 
of the product was 2.5 per cent, i.e., less than half as great as in Brazil.

Turning now to Venezuela, the third in this group of countries in 
which the import coefficient fell, and the country which achieved the high
est rates of development, during the period considered, we find that its gross 
domestic product grew at the same average annual rate as Mexico's (6.3 per 
cent). But the course of Venezuela's development and the factors determining 
it are very different. Venezuela's terms of trade deteriorated, owing to 
the drop in petroleum prices, and this seriously affected the purchasing 
power of its exports, which increased at an average annual rate of only 1 .5  
per cent, despite the fact that their volume expanded at the relatively high 
rate of 5*6 per cent.

It is therefore understandable that Venezuela, like Brazil, pursued 
an active policy of import substitution, with the growth rate of its prod
uct outstripping that of external resources by 1+.8 per cent. This and 
other factors explain why Venezuela is one of the three countries with the 
highest rates of development in the group under consideration.

As will have been noted from this brief review, the average rate of 
development of these three countries has been similar, although trends have 
differed (see Figure XII). While the growth rate of the product has shown 
a rising trend in Mexico, it has declined in Brazil and Venezuela, despite 
their intensive import substitution efforts.

Up to I96O-I962, Mexico's growth rate fluctuated around 5*5 per cent 
subsequently soaring so rapidly that between I96O-I962 and I966-I968 the
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average annual figure was 7-5 per cent. This was mainly due to the consider
able rise in the investment coefficient.

It is interesting to note that the rate of growth of Brazil1s gross 
product, which had been slightly more than 6 per cent at the beginning of the 
period, rose rapidly until in I96O-I962 it reached 8 per cent, in relation to 
1957-1959? even though this was the period in which its terms of trade deterio
rated most sharply. The growth rate then plunged downward in I963-I965, when 
there was a net outflow instead of a net inflow of external financial resources. 
After that it resumed its rising trend.

It should be stressed that the growth rate of Venezuela’s product in 
the period considered was very high to start with (approximately 9 Per cent), 
but subsequently dwindled until by I96O-I962 it was less than 4 per cent in 
relation to 1957-1959• Later it recovered somewhat, and levelled off at about 
5 per cent. These trends were mainly due to the deterioration of the terms 
of trade and the decrease in the growth rate of the volume of exports.

Between the two countries--Argentina and Colombia--which had growth 
rates in the intermediate range, very significant differences are observable 
(see Figure XIIl) . The contrast is not very marked in the expansion of ex
ports but extremely so in their purchasing power, which increased much less 
in Colombia than in Argentina owing to the deterioration in the terms of trade. 
Nevertheless, Colombia’s product grew more rapidly than Argentina’s. Its ex
ternal resources expanded faster than those of Argentina, owing to the inflow 
of funds from abroad; and in addition, Argentina reduced its import coefficient 
less, perhaps because it had done so to a greater extent in earlier periods.

The figures tell the story: the average annual growth rate of Colombia's 
product was 4.7 per cent, while that of Argentina's product was 3-1 per cent.
The purchasing power of the two countries' exports grew at rates of 1.3 and 
2.9 per cent respectively, and the volume of their exports at rates of 3.5 
and 3-8 per cent. These figures bear witness to the appreciable effect of 
the deterioration in the terms of trade .

If we look at the factors that enabled Colombia's product to grow 
more rapidly, we find that its external resources increased at an average 
annual rate of 2.4 per cent, much faster than the purchasing power of its 
exports (l.3 per cent), while the growth rate of Argentina's external re
sources was barely 2 per cent--slower than that of the purchasing power of 
its exports (2 .9 per cent).

As a result of the reduction in the import coefficient--attributable 
to the internal import substitution effort--Colombia’s product grew 2.3 per 
cent faster than its external resources, the corresponding figure for 
Argentina being only 1.2 per cent.

Uruguay is a unique case among all the countries considered.
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External resources, although fluctuating markedly, showed a clearly declining 
trend, falling on average by 1.3 per cent annually. That this sustained 
decline did not pull the gross domestic product down with it is due to the 
reduction of the inport coefficient. It would seem that this resulted from 
the expansion of existing import-saving industries rather than from, the esta
blishment of new ones.

In any event, it is remarkable that in a country with such a small 
market the reduction of the import coefficient meant that the growth rate of 
the product outstripped that of external resources by 2 .5 per cent, when in 
Argentina's case the corresponding difference was barely 1.2 per cent. Proba
bly— as in the other instances--the way this process has taken place in the 
two countries would need to be studied in greater depth.

Thus, by reducing its import coefficient, Uruguay was able to offset 
the adverse effect of the declining rate of increase of external resources on 
the growth of its product. Even so, the growth in question was very weak (an 
average annual rate of 1.3 per cent). Moreover, this was only in the early 
part of the period considered, as is clear from Figure XIII. The rate of growth 
subsequently fell sharply, mainly owing to the marked contraction in the vol
ume of exports and the still more marked decline in their purchasing power. From 
1957-1959 onwards, the rate of growth of the product was negligible, and between 
1957-1959 and 1966-1968 the per capita product decreased by an average of 1 .1  
per cent annually. Added to this is the fact that up to 1966-1968, exports had 
not managed to recover their initial level--the level attained before the growth 
rate plunged--in terms of volume, much less of purchasing power. The volume of 
exports remained stationary throughout the period, and their purchasing power 
fell at an average annual rate of 0.8 per cent, owing to the deterioration in 
the terms of trade. As noted above, the average decline in external resources 
was even greater.

c) Countries in which the import coefficient did not decrease

Let us now consider the countries in the second group. In 
seven out of the ten, the purchasing power of exports grew more slowly than 
their volume. Only in Bolivia and Chile did it rise faster, owing to the im
provement in the terms of trade. In Peru, the purchasing power of exports in
creased almost as fast as the volume of exports, and both grew with exception
al rapidity.

Let us take Chile and Peru first (see FLgure XXV). In Chile, exports 
expanded at an average annual rate of 3-5 per cent in volume and ^.8 per cent 
in terms of purchasing power, owing to the rise in the price of copper. Further
more, as a result of the inflow of external financial resources, the average 
annual growth rate of total external resources reached 6 per cent, a much higher 
level than in any of the countries in the first group. However, Chile's product 
expanded at a rate of only +̂. 3 per cent. The relatively high rate of expansion 
of external resources made it possible for imports to grow faster than the pro
duct, and hence the import coefficient rose rather than fell, with the result 
that the annual growth rate of the product was 1.8 per cent less than that of 
the capacity to import.
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In Peru the average rate of development was more vigorous than in 
Chile. The product grew at an average annual rate of 5« 6 per cent, which was 
appreciably lower than the average annual increase of 8 per cent in the pur
chasing power of exports. Total external resources, however, grew at a some
what slower pace: an average annual rate of 7*6 per cent, which is quite 
satisfactory if compared with the figure for the region as a whole. As in 
Chile's case, Peru's imports increased faster than its product, and the aver
age annual growth rate of the product was approximately 2 per cent lower than 
that of external resources.

Owing to shortage of time, it was unfortunately not possible to con
sider all the countries of the second group in this brief analysis. Guatemala 
is the only other case we can pause to examine in any detail (see Figure XI).
The average annual growth rate of Guatemala's exports was very high (8.2 per 
cent), but owing to the deterioration in the terms of trade the figure for the 
purchasing power of exports was only 5*2 per cent. And although total external 
resources expanded at an annual rate of 6 .2 per cent, as a result of the in
flow of external fianancial resources, the product grew at a rate of only ¡4. 5 
per cent, with imports rising at a faster pace. The increase in the import 
coefficient is reflected in the average difference of 1 .7 VeT cent annually 
between the growth rates of external resources and of the product.

Some briefs comments are now in order on the trends of the growth rates 
of these three countries, which are shown in Figure XIV. It will be seen that 
in Chile and Peru the average annual growth rates of the product, in any given 
three-year period in relation to the preceding one, fluctuate around a hori
zontal line, and that the fluctuations appear to be linked with the movement 
of external resources. In Guatemala, in contrast, the rate shows a rising 
trend, with a temporary fall which is also linked with the movement of external 
resources.

Another look at Table 13 will show that the average rates of develop
ment of Guatemala and Honduras are lower than those of the other Central 
American countries. Costa Pica and Panama, with 6 .7 and G.b per cent respec
tively, had the highest rates not only in Central America but in the whole re
gion. The rapid expansion of external resources enabled the product to in
crease at these relatively high rates, which were, however, lower than the 
growth rates of the resources in question.

Nicaragua is the country in which external resources expanded most 
rapidly, because its average rate of export growth was also very high--the 
highest in the region. Its exports increased by 8 .7 per cent, and its external 
resources by 10.6 per cent. And yet its product rose more slowly, although still 
at a relatively fast pace (6 per cent annually). El Salvador's growth rate was 
somewhat lower (5-6 per cent), and its external resources also grew less rapi
dly.

It would be very interesting to examine what influence the Central
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American Common Market has had on the pace of export expansion and also on 
the import coefficient. The figures given in Table 13 show the over-all coef
ficient for each country; if all the members of the Common Market had been 
taken as a group, however, the coefficient would probably have risen less rap
idly, or might even have fallen as a result of the development of intra-area 
trade.

The growth rates of the remaining countries shown in Table 13 differ 
a great deal. The average annual increases were 4.7 per cent in Ecuador, 4.5 
per cent in the Dominican Republic, 3* 5 per cent in Paraguay and 2 per cent in 
Bolivia. In all these countries, external resources grew more rapidly than the 
product and the import coefficient increased. This poses a question which 
merits some study: how far can countries of this size benefit from expanding 
their exports without being satisfactorily incorporated in a larger economic 
space? The same question may be raised with respect to the Central American 
countries, since, although they have joined forces, the group thus formed is 
still not large enough to be able to develop as effectively as they might in a 
broader setting.

d) Terms of trade

In the preceding pages terms of trade have been mentioned 
and can be examined by referring to a series of graphs.

First, in Bart A of Figure C an interesting comparison can be made. 
After the distortion brought about by the Korean conflict, import prices for 
goods tend to rise slightly. But if durable consumer goods are separated from 
capital goods, a clearly upward trend is revealed. According to Bart B of the 
same figure, this is explained by the fact that the terms of trade for these 
goods with respect to the average export prices had dropped much faster than 
the terms for the group as a whole.

On the other hand, as shown in Figure D, the terms of trade existing 
in Chile, Peru and Bolivia had improved, while those in the remaining countries 
had worsened.

The relationship of prices of the principal imports is shown in 
Figures A and B, indicating the countries where the effect is most strongly 
felt.
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2. External financial resources and the mobilization 
of domestic resources

(a) An unfulfilled role

The time has now come to discuss a very controversial issue: exactly 
what the inflow of external financial resources has meant to Latin America. 
Precisely because of its debatable character, an attempt has been made here 
to analyse this question with completely dispassionate objectivity, in order 
to draw conclusions of positive value for development strategy.

It may be useful at the outset to recall what role external financial 
resources should play in development: a role which is two-sided, as noted
in Chapter I. On the one hand, the inflow of such resources should help to 
raise the coefficient of investment with domestic resources by gradual de
grees until such time as domestic resources suffice to cover all the invest
ment required to sustain a satisfactory rate of growth. On the other hand, 
investment with external resources should help to relieve the external bot
tleneck, so that remittances abroad in respect of such investment, as well 
as the imports made necessary by growth itself, can be covered comfortably 
through export expansion and the reduction of the import coefficient.

The analysis made in this section clearly shows that external finan
cial resources are not fulfilling their role in either of these two re
spects in Latin America. As can be seen from Figure A-XV, the coefficient 
of investment with domestic resources has not risen; on the contrary, it 
has fallen in the region as a whole, with only two out of the nine countries 
analysed escaping this general trend. Nor have the right conditions been 
created to enable service payments to be covered with ease; instead, the 
burden of servicing has been increasing strikingly fast, except in one 
country in which it was already very heavy at the beginning of the period 
considered, and still is.

This is all very serious, and affords clear evidence that the policy 
pursued— if what has been done can be called a policy— has been ineffectual 
and contradictory, at both the national and the international level. What 
has been lacking on both sides is a combination of interrelated measures 
which would have ensured that external financial resources had the positive 
effects described above. This is not to say, however, that good use has 
not been made of these resources, since they have been invested in infra
structure, in energy, in agricultural improvements and industrial plant, 
and also in health and education.

At the international level the contradictions are manifest. On the 
one hand, the burden of service payments, amortization and transfers has
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grown considerably, now representing each year about 19 percent of the cu
mulative public debt. On the other hand, international trade policy has 
not been such as to stimulate export expansion in Latin America as a means 
of covering these costs. Furthermore, throughout the period under review the 
purchasing power of exports— except in two countries already mentioned— was 
seriously affected by the deterioration in the terms of trade.

It would be a want of impartiality to confine ourselves here to con
sidering the contradictions at the international level. At the internal 
level, generally speaking, a greater effort could have been made to raise 
the domestic investment coefficient. It is true that the burden of remit
tances abroad, together with the effects of the deterioration in the terms 
of trade, has seriously limited the capacity to mobilize domestic resources. 
But it is equally undeniable that consumption has frequently overstepped the 
bounds within which it should have been contained in order to ensure that 
such outflows of resources did not preponderantly affect investment.

Moreover, few countries have taken positive steps to promote exports; 
and on more than one occasion some of the measures adopted have had unfa
vourable effects. Equally serious is the fact that very little headway has 
been made in concerting the necessary industrial integration agreements with 
respect to goods which tend to be imported in greatly increasing volume as 
the rate of development climbs. This adds a further factor to those which 
have deprived the region of the financial elbow-room which would have enabled 
the heavy burden of remittances abroad to be more easily borne.

What is needed, then, in order to step up the rate of development, is 
a fundamental change of policy and attitude, at both the national and the 
international level, and a series of convergent and properly interrelated 
measures.

The following paragraphs will deal with Latin America as a whole, in 
order to give an initial idea of certain general trends. Figures XV to 
XXVII clearly show the main components of the problem before us.

The first point to note in Figure XV is the steady decline in the 
ratio of domestic resources available for investment to the total product, 
which fell from 17.5 percent in 1950 to 1^.5 percent in the period 1965- 
1968. The ratio of consumption to the product also decreased, although 
less rapidly.

As a general rule, when the proportion of investment resources falls, 
consumption rises, and vice versa. Why is it, then, that both these pro
portions declined during the period considered? The reason can be found in 
the top curve in the graph, representing the combined influence of two dif
ferent components, both’of which reduce the proportion of the gross product
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available for domestic consumption and investment: financial remittances
abroad, and the effect of the terms of trade on the product.

As regards the first component, the share of financial remittances 
abroad rose steadily, until in the period 1965-1968 it represented 4.2 
percent of the product. In the case of the terms of trade, the downward 
trend is clear in the early years of the period, is arrested in I96O-I962, 
and then turns slightly upwards.

The combined influence of these two components accounts for the move
ment of the top curve, which represents the proportion of the gross product 
that they cause to be transferred abroad. In 1950 the gross product showed 
a slight improvement, since the positive terms-of-trade effect more than 
offset the outflow of financial remittances. Subsequently, however, the 
outflow of resources steadily increased, reaching a proportion of 5 percent 
of the total product in 1966-1968. 3/

It should now be noted how during this process the proportion of both 
consumption and domestic investment resources in the gross domestic product 
falls, the decline being more rapid in the case of investment resources. 
Evidence of this can be found in the per capita data presented in Table l4. 
Throughout the period considered, the regional product grew at an average 
annual rate of 2,2 percent; but the proportion available for consumption 
and investment increased at a lower rate (2 percent), owing to the outflow 
of resources. This increase was distributed very unevenly: while the
growth rate of per capita consumption was 2.1 percent, domestic investment 
resources expanded at a rate of only 1.2 percent, i.e., much more slowly 
than the average per capita product.

This bears out what was said earlier. The steady decline in the 
coefficient of domestic investment resources cannot be attributed solely 
to the effect of external factors; it is also the result of what happens 
at the internal level. Given the region's relatively low per capita 
income, it is very easy to -understand the difficulty of pursuing a policy 
designed to reduce the rate of growth of consumption— which is certainly 
not astronomical— in order to raise the growth rate of domestic investment 
resources.

37 In considering this and the other graphs, it must be borne in mind that 
the notion of gains or losses on the terms of trade is purely relative; 
it depends on which year is chosen as the base year. What is important 
is the direction of the trend. The terms of trade deteriorated through
out most of the period considered in Latin America as a whole, although 
with substantial differences between countries. And whatever the base 
year chosen, the fact is that in countries where the terms of trade 
deteriorate the amount of external resources available also declines.
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Tabi. l4

LATIN AMSaiCA} CUMJUTI7K AHMOAL GROWTH RATES OF RESOURCES FOR CONSU»TION AND INVESTNBNT,
1950-1968

(Percentages)

Grose domstie 
DToduot Consumption Investaent Resources for imr.rta.nt 

end oonsusptlon
Total Per

capita Total Per
oapita Total Par

oapita Total Per
espita

Latin Aaarioa:
Inolading Venezuela 5*2 2.2 5.1 2 .1 4.1 1.2 4.9 2.0

Excluding Venezuela 5.2 2.2 5^ 2 .1 5.0 2 .0 5.0 2.0

Argentina 3.1 1.3 2.7 0.9 3.3 1.5 2.8 1.0

Brazil 6.1 3.0 6.1 3.0 5.1 2.0 5.9 2.8

Chile 4.2 1.7 4.6 2.1 1.0 -4.4 4a 1.6

Colosfeia 4.7 1.5 4.7 1.5 0.8 —2.4 4.1 0.8

Goat esala 4.5 1.4 4.1 1.0 0.8 -4.3 3.9 0.7
Msxioo 6.3 2.9 6.0 2.6 6 .2 2.8 6 .1 2.7
Peru 5.6 2.9 5.7 3.0 4.0 1.4 5.4 2.7
Uruguay 1.2 -0 .2 1.8 0.4 -4.7 -6 .0 0.7 -«.7
Venezuela 6.3 2.4 6.5 2.6 2 .7 -4.1 5.5 1.6

Other countries 4.9 2.0 4.9 2.0 2 .3 -0.6 4.6 1.7

Sources EC LA, on "the basis of official statist io s.
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Clearly, this is all the more difficult if the growth rate of the 
product is low. Were it stepped up, the possibilities of accelerating the 
growth of investment resources would increase in proportion, although suit
able measures would have to be taken to turn these possibilities to good 
account.

This is precisely where external financial resources have an important 
role to play. If the inflow of such resources had been much greater— which 
would have helped to offset the unfavourable terms-of-trade effect— and if 
service payments had been much smaller, it would have been possible to speed 
up the growth rate of the product and thus raise the rate of increase of 
domestic investment resources.

It was noted earlier that the aggregate figures provide an initial idea 
of overall trends. We shall now look at the trends in the individual coun
tries we have been able to consider, as shown in a series of very illustra
tive graphs. Obviusly, more thorough study would be required to determine 
the part played by domestic factors, in addition to the incidence of the 
outflow of financial resources; but such an anlysis would have taken us out
side the scope of the present report.

Suffice it to say here that only Mexico and Argentina were unaffected 
by the general downward trend of the coefficient of domestic investment 
resources. In these two countries, it was consumption that took the impact 
of the outflow of funds, and its ratio to the product declined, although 
more sharply in Mexico than in Argentina.

As Table Ik shows, in Mexico the annual growth rate of per capita 
consumption during the period considered was 2.6 percent, while investment 
resources expanded at an annual rate of 2.8 percent. The corresponding 
figures for Argentina are 0.9 and 1.5 percent, respectively.

In all the other countries examined, the decrease in the coefficient 
of domestic investment resources was very marked, in contrast with the 
rise in the consumption coefficient. Moreover, except in Brazil and Peru, 
per capita consumption increased while per capita investment declined.

(b) Financial movements in the external sector
This brings us to the earlier graphs describing financial movements.

It should first be noted (see Figure XV) that the ratio of the gross inflow 
of foreign capital to the gross domestic product rose rapidly during the 
initial years of the period, up to 1957-1959; it then began to decline 
gradually, although later it recovered some of the ground lost.

In addition, as the gross inflow of capital rose, outgoings in 
respect of amortization and transfers increased much more rapidly in
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relation to the total product. Hence the net inflow of capital was sub
stantially reduced, amounting throughout the period to an average of 1.6 
percent of the gross domestic product.

What is more, the volume of remittances of profits and interest abroad 
remained at a high level. And if these sums— plus amortization and 
transfers— are deducted, the net inflow of external financial resources 
shrinks to a very small proportion of the product. Most serious of all is 
the fact that this proportion, after rising up to 1957-1959, then fell 
sharply to a minus figure. On average, the net inflow of resources was a 
minus figure throughout the period, representing -O.t per cent of the product.

In order to avoid any misinterpretation, it is worth while to note 
that payments in respect of interest and profits were taken into account in 
considering the total outflow of resources and its adverse effects on domes
tic investment resources. Hence it would not be right to count them twice.
The purpose of calculating the net inflow of financial resources is to show 
the small contribution such resources have made towards overcoming the ex
ternal barrier to the growth of the product, to which reference was made at 
the beginning of this chapter.

Looking at the matter from a different standpoint, it is of some sig
nificance that the curve showing the net inflow of resources— like the 
curve for gross capital inflows— moves in the opposite direction to the 
curve showing the terms of trade. This would seem to indicate that the 
need for external credit increases when the terms of trade deteriorate and 
decreases when they improve. It is clear from the graphs that throughout 
the period the percentage represented by the net inflow of financial re
sources was much less than the effect of the deterioration in the terms of 
trade, if this deterioration is calculated in relation to 1950.

The significance of the net inflow of external financial resources 
was outlined above. It is, of course, an important component in a coun
try's balance of payments; but its variations do not provide a satisfacto
ry basis for measuring its incidence on the balance of payments, since ex
ternal financial resources may have exerted a favourable influence on ex
ports and on import-saving industries. And this influence cannot be mea
sured, both because investment with domestic resources in such activities 
has also been important, and because there are other forms of investment 
with similar although indirect effects, such as investment in infrastruc
ture.

Since it is usually argued that total service and amortization pay
ments should be compared with the purchasing power of exports and the 
effect of a reduction of the import coefficient, we have made the foregoing 
calculation despite the fact that there is no strict relationship between 
these variables, as has just been shown. However, the value of the operation
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lies in demonstrating that the region is not in a position to cover its re
mittances abroad with ease— quite the reverse (see Figures XXVIII and XXIX).

It is evident that the relative weight of such remittances increased 
substantially in the period under review. Whereas in 1950 they represented 
17.7 percent of the purchasing power of exports and the effect of the net 
reduction of the import coefficient, b j by 1966-1968 this proportion had 
risen to 22.1 percent.

All this supports what was said at the beginning of this chapter, and, 
moreover, justifies the concern that has been aroused by this problem and 
the decision to seek satisfactory ways and means of solving it. The question 
of foreign capital should be viewed from the standpoint of the balance of 
payments in a broader context. It would be easy to cite a number of cases 
in which foreign capital has had a favourable impact in this respect; but 
there are also others in which its influence has clearly been negative.
Among these latter, the most important consist in take-overs by foreign 
interests of enterprises which, besides being in national hands, use techno
logies that are already well known or easily accessible. What happens in 
such cases is that the profits which formerly remained in the country are 
transferred abroad, and the burden of remittances is increased. Furthermore, 
as the take-over usually brings with it an increase in efficiency, profits 
are bigger. Obviously, it is essential to increase efficiency, but there 
are other ways of doing so, in particular the gradual stepping-up of compe
tition to which we have referred elsewhere.

It could be argued that the resources the national enterprise receives 
in respect of the take-over could be invested in export-producing or import- 
saving activities. But if there are national enterprises capable of such 
activities and lacking some of the necessary capital, it is preferable to 
give them the support of international loans with lengthy amortization 
periods and at rates of interest lower than the likely profits, if enough 
domestic resources are not available.

It may perhaps be justifiable for profits to be bigger if they repre
sent not only a return on the capital used but also payment for a technology

b j The net reduction in the import coefficient is more intensive than the 
gross reduction, since the net figure is obtained by deducting from 
imports that portion which corresponds to gross capital inflows. Thus, 
the decrease is greater in the net than in the gross coefficient, and 
its effects are even more marked than those discussed elsewhere. Apart 
from being the correct procedure, this method has the merit of providing 
a basis of comparison which gives less relative weight to the burden of 
remittances.



which a country does not yet have at its disposal and which it needs for 
development purposes. And I use the word technology here in its broadest 
sense, covering not only production techniques, but also the organization 
of the enterprise and knowledge of external markets. From this stand
point, private foreign investment in certain export activities may be very 
useful, as regards both extra-regional and intra-regional exports, espe
cially of those goods for which demand grows rapidly with development and 
for which complex technologies are required that are not for the moment 
available. In such cases, the best course would be association with Latin 
American enterprise. But let us not anticipate what is to be said in a 
later chapter.



Figure I 

IN D IC E S  O F  D E V E L O P M E N T  

(1950 = 100)



Figure II

C O M P O S IT IO N  OF  EXTERNAL RESO U RCES

(Indices: 1950 = 100)



DEVELOPMENT OF BRAZIL

IN D IC E S OF DEVELOPMENT (I nd 6 X 1 1950 = 100) IN D IC E S  OF EXTERNAL RESOURCES



300

2Ô0

260

2k0

220

£00

l 80

160

l̂ O

120

100

k

3

2

1

0

-1

-2

IN D IC E S OF DEVELOPMENT
(Index: 1950 = 100)

_______________  260

DEVELOPMENT OF M EXICO

IN D IC E S OF EXTERNAL RESOURCES

»

Product

x * '
External resources

Effect of import coefficient, in 
relation to 1950 

(Percentage o? product' X*

I*X .X

'V X *

-I-
1951-53 195^-: 1957-59 19^0-62 19^3-65 19 6̂-611950



300

280

260

2k0

220

200

180

160

llt-o

120

100

15

12

9

6

3

o

-3

DEVELOPMENT OF VENEZUELA

(Index: 1950 = 100)
IN D IC E S OF DEVELOPMENT IN D IC E S ! OF EXTERNAL RESOURCES



DEVELOPMENT OF COLOMBIA

(Index: 1950 = 100)
IN D IC E S OF DEVELOPMENT IN D IC E S OF EXTERNAL RESOURCES



DEVELOPMENT OF ARGENTINA

(Index: 1950 = 100)

IN D IC E S OF DEVELOPMENT IN D IC E S OF EXTERNAL RESOURCES

Figure 
V

II



DEVELOPMENT OF URUGUAY
(Index: 1950 = 100)

IN D IC E S  OF DEVELOPMENT IH D IC E S æ  RES0URCES



XT© IC E S OF DEVELOPMENT

DEVELOPMENT OF CHILE

(Index: 1950 = 100)
IN D IC E S OF EXTERNAL RESOURCES

1 9 5 0  1 9 5 1 - 5 3  1 95 4 -5 6  1 9 5 7 - 5 9  1 9 6 0 - 6 2  1 9 6 3 - 6 5  1 9 6 6 - 6 8

Figure 
IX



DEVELOPMENT OF PERU

(Index: 1950 = 100)

IN D IC E S OF DEVELOPMENT IN D IC E S  OF EXTERNAL RESOURCES

Figure 
X



DEVELOPMENT OF GUATEMALA

(Index: 1950 = 100)
IN D ICES OF DEVELOPMENT IN D IC E S  OF EXTERNAL RESOURCES



Figure X I I

B R A Z IL ,  M E X I C O  A N D  V E N E Z U E L A :  IN D E X E S  A N D  RATES  

O F  G R O W T H  OF  THE P R O D U C T

I N D I C E S  VARIATION FROM CI.A Z^EIOD TO THE NEXT
(1950 = 100) (Average annual percentage change;

VARIATION FROM ONE PFRTOD TO THF NEXT VARIATION FROM ONE PERIOD TO THE NEXT
(Average annual percentage clange) (Average annual percentage change)



Figure X I I I

A R G E N T IN A ,  C O L O M B I A  A N D  U R U G U A Y :  IN D E X E S  A N D  RATES  

OF  G R O W T H  OF THE P R O D U C T

I I I D I C I S S  
(1950 = 100)

VARIATION FROM ONE PERIOD TO THE NEXT 
(Average annual percentage change's

VARIATION FROM ONE PERIOD TO THE NEXT 
(Average annual percentage change)

VARIATION FROM ONE PERIOD TO THE NEXT 
^Average annual percentage'change)



CHILE, G U A T E M A L A  A N D  PERU: IN D E X E S  A N D  RATES  

OF G R O W T H  OF THE P R O D U C T

Figure X IV

I N D I C E S  VARIATION FROM ONE PERIOD TO THE NEXT
(1 qso : 100'! (Average annual percentage change)

VARIATION FROM ONE PERIOD TO THE NEXT VARIATION FROM ONE PERIOD TO THE NEXT
(Average annual percentage change) (Average annual percentage change)



Figure A - X V

T O T A L  G R O S S  IN V E S T M E N T  W IT H  D O M E S T IC  R E S O U R C E S  A N D  

G R O S S  IN F L O W  OF  F O R E IG N  C A P IT A L

(Percentages of product)

16-

]. LATIN AMERICA
(Percentages of product)

- + T r*r1950 1951-53 195^-56 195 7 -59 1960-62 1963 65



Figure X V  

LATIN A M E R IC A

MOVEMENT OF EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESTMINT

FINANCING OF TOTAL INVESTMENT TRANSFER OF RFSOURCES ABROAD

-h -H -H
1950 1951*53 195^-56 1957-59 1960-62  196 3-6 5  1966-68



Figure X V I

CO U NTR IES  IN W H IC H  THE IM PO R T  COEFFICIENT IN C R EA SE D  

(Percentages of product)

'OVEMRNT OF EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESTMENT

FINANCING OF TOTAL INVESTMENT TRANSFER OF RESOURCES ABROAD



C O U N T R IE S  IN  W H IC H  THE IM P O R T  C O EFF IC IEN T  D E C R E A S E D  

IN C L U D IN G  V E N E Z U E L A

Figure XVII

( P e r c e n t a g e  o f  product)

MOVEMENT OF INTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION M B  INVESTMUI1'

FINANCING OF TOTAL INVESTMENT

Investment with domestic resources

-I----------1----------1----------1----------1----------h-
1 9 5 0  1 9 5 1 -5 3  1 9 5 1 -5 6  1 9 5 7 -5 9  19 6 0 -6 2  1 9 6 3 -6 5  1 9 6 6 - 6 -

Resources available for 
consumption and investment

V\ V

\
Domestic investment resource;

- 4 - -i- -L~ 1----------i---
i960 1953-53 190I -56 19 o','-59 1960-6,:

TRANSFER Or' RE'SOURCi.,.;! A3R0AD

1963-05 '1906-66



C O U N T R IE S  IN  W H IC H  THE IM P O R T  C O EFF IC IEN T  D E C R E A S E D  

IN C L U D IN G  V E N E Z U E L A  

(P e rce n ta ge  of product)

Figure XVII I

MOVEMENT OF EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR C0N8UMPriU\ AMI) liJVJsaiMENT

FINANCING OF TOTAL INVESTMENT

Total investment

/ \
foreign capital

v
i6~ y V

^ 1«  l ■
Investment with domestic resources

100

99

85 f

Ôk

53

17 -•

l6
15

%

Resources available for consumption 
and investment

v
's.

' -----

Domestic investment resources

1951-53 195^-56 1957-59 1960-6? 1963-65 1966-1

TRANSFER OF RESOURCES ABROAD

19 5 0  1 9 5 1 -5 3  1 9 5 ^ -5 6  1 9 5 7 -5 9  1 9 6 0 - 6? I 9 6 3 - 6 ; 19 6 6 -t



Figure X I X  

B R A Z IL

MOVEMENT OF EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESTMENT

(Percentages of product)

FINANCING OF TOTAL INVESTMENT TRANSFER OF RESOURCES ABROAD



Figure X X  

M E X IC O  

(P ercen tages  of product)

MOVEMENT OF EXTERNAL FINANCIAL RESOURCES

FINANCING OF TOTAL INVESTMENT

DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESTMENT

TRANSFER OF RESOURCES ABROAD



Figure X X I  

V E N E Z U E L A  

(P e rce n tage s  of product)

MOVEMENT OF EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESTMENT



Figure XX I I

C O L O M B IA  

(P e rce n ta ge s  of product)

MOVEMENT OF EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESIWFNT

FINANCING OF TOTAL INVESTMENT TRANSFER OF RESOURCES ABROAD



Figure X X I I I  

A R G E N T IN A  

(Percentages  of product)

MOVEMENT OF ÎKTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION ANT) .XUVES'TM'T'TT

FINANCING OF TOTAL INVESTMENT

10k

96

Resources available for consumption 
and investment

" s . .

f

Domestic investment resources 
/'••s.

H- H- - f — - 4 - - 4 - -4 -
1950 1951-53 195^-56 1957 -59 1960-6? 1963-65 1966-68

TRANSFER OF RESOURCES ABROAD

1 9 5 0  1951-53 1 9 5 k - 1 9 5 7 - 5 9  i 9 6 0 - 6  1 9 6 3 - 6 5  1 9 6 6 - 6 8



Figure X X I V

U R U G U A Y  

(Percentages o f  p roduct)

MOVEMENT OF EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESTMENT

1950 19 5 1-53 195A-56 1957-59 1960-62 1963-65 1966-68

FINANCING OF TOTAL INVESTMENT

I 95O 1951-53 19511.-56 1957-59 I 96O-62 1963-65

TRANSFER OF RESOURCES ABROAD

 *---------- 1---------- 1---------- 1-----------1----:------ i-----------\--
I95O 1951-53 195L-56 1957 -59 1960-62 1963-65 1966-68 I95O

 1-----------1---------- 1-----------1---------- t—
1951-55 195^-56 1957-59» 1960-62 1963-65 I966-68



Figure X X V

CH ILE

(Pe rce n ta ge s  of p roduct)

MOVEMENT OE EXTEBNAL FINANCIAL BESOUECES DOMESTIC RESOURCES AVAILABLE POK CONSUMPTION AND INVESTMENT



Figure X X V I  

PERU

(Percen tages  of product)

MOVEMENT OE EXTERNAL FINANCIAL RESOURCES DOMESTIC RESOURCES AVAILABLE FOR CONSUMPTION AND INVESTMENT

FINANCING OF TOTAL INVESTMENT TRANSFER OF RESOURCES ABROAD



Figure  X X V I I  

G U A T E M A L A  

(P e rce n ta ge s  of p roduct)

MOVEMENT OF EXTERNAL F IN A N C IA L  RESOURCES

FINANCING OF TOTAL INVESTMENT

DOMESTIC RESOURCES AV AILABLE FOR COuSuMRl'lOrJ Ai'iD i h v e b IMENT

TRANSFER OF RESOURCES ABROAD



Figure XXV II I

R ELA T IV E  B U R D E N  O F  F IN A N C IA L  S E R V IC E  P A Y M E N T S  

(Se m i- lo ga rith m ic  a n d  n a tu ra l scales)



23

20

17

21

18

15

12

9

26

25

22

19

16

13

10

7

k-

1
o-

2

RELAT IVE  B U R D E N  O F  F IN A N C I A L  SE R V IC E  P A Y M E N T S  

(F inancia l  service p a y m e n t s  a s  a  p e rce n ta ge  of p u rchas in g  p o w e r  of 

exports  p lus  effect of net d e c re a se  in import  coefficient)

Figure X X I X

- 4 -

Latin  America

y

Mexico S

X / " '

y

Venezuela

\

\  y\  y—  V  _ y ----
1950  1951-53  195^-56  1957-59  1960^62 1963*65  1966  ¡-6

li - 

25-
22

19

16

13 .

20 . 

1 7 -

1̂ • 

1 1  •

5-f

36-  

33- •  

30' 

27 -  

2b ‘ * 

21’ • 

18 ■ 
26, . 

23 - ■ 

20- • 

17 . ■

IV .

Argentina f
i

i

y

A.
V'y

Uruguay

/

V
V

C hile  f 
/

V
V

Peru

A
—.»y

y

y , y y

1950 1951-53 195A-56 1957-59 1960-62 1963-65 19661



T E R M S  O F  T R A D E  

C O U N T R IE S  E X P O R T IN G  S U G A R ,  B A N A N A S ,  C O T T O N  A N D  C O F F E E

(Indices: 1963 = 100)

Natural scale

SUGAR BANANAS

Figure A

COTTON COFFEE

I /O

120

110

I I I I I I I I I I I I I I I I I I I I I I
1948 50 65 69



Figure B 

T E R M S  O F  T R A D E

C O U N T R IE S  E X P O R T IN G  CO PPER , L IV E S T O C K  P R O D U C T S ,  T IN  A N D  P E T R O L E U M

(Indices: 1963 = 100)

Natural scale

COPPER LIVESTOCK PRODUCTS

130

90

80 —  

7

Argentina
Uruguay

Ì I I I 1 I I l_ 1 l.J—L I I I I 1 I I I I
1948 50 55 60

TIN PETROLEUM

ISO

130

120

110

100

90

80

70

— 160 -

__ K
150

Bolivia 1 \ \  À A  *I \ \ / \  /  \ / \  Venezuela
—  I  \  - 140

\ f  \/ »30 \
I 120 V
/ 110

- à  / V
100 \

\
90 \

~ \ J  v
80

) —

Í  1 1 1 1 1 1 1 1 I 1 1 ! 1 1 1 1 1 1 1 1 1 1

70

J i 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1  i —i— i— i—
1948 50 55 60 65 69 1948 50



L A T IN  A M E R IC A

(Indices: 1963 = 100)

Figure C

Naturai scale 

(a) UNIT VALU E  OF IMPORTS

(b) T E R M S O F T R A D E



T E R M S  O F  T R A D E

(Indices: 1963 = 100) 

Natural scale

Figure D

(a) CO UNTR IES WHOSE TERM S OF TRADE IM PROVED  1

(b) COUNTRIES WHOSE TERM S OF TRADE DETER IO RA TED  2

Notes: 1 Bolivia, Ch ile  and Peru.
2  Argentina, Brazil, Co lom bia, Ecuador, U ruguay, Venezuela, Costa R ica, E l Salvador, Guatemala, Honduras, Nicaragua, Panama, 

Dom in ican  Repub lic  and M exico.



V A L U E  O F  IN T R A -R E G IO N A L  IM P O R T S,  T O T A L  E X P O R T S A N D  IM P O R T S  O F  

L A T IN  A M E R IC A ,  A N D  W O R L D  E X P O R T S

(Indices: 1960= 100)

Semi-logarithmic scale

Figure E





Chapter IV

INSUFFICIENT DYNAMISM AND POSSIBLE REMEDIES

A

The distortion of the occupational structure and 
the rate of development

In the preceding part of this document, it has been argued that Latin 
America*s rate of economic development has not been high enough to allow 
the outflow of redundant manpower from agriculture to be absorbed at a 
satisfactory level of productivity, and at the same time to ensure a rapid 
rise in average per capita income throughout the economy. In addition, 
some account has been given of the principal internal and external factors 
by which this lack of the required degree of dynamism is determined.

This done, an attempt will now be made to ascertain the nature and 
intensity of the effort that will have to be put forth over a given 
period in order to cure the Latin American economy of so serious a weakness.

A word of warning at the outset: the purpose of this analysis is not 
to formulate a Latin American strategy. Development strategy and whatever 
plans may give it concrete expression are the business of each nation, 
although this does not preclude their co-ordination with a view to the 
attainment of objectives common to all the Latin American countries. The 
aim pursued here is to form some idea of the problem and of the dimensions 
of the components of strategy, as well as of the part played in the whole 
process by the various sectors of the economy.

The components of strategy referred to are relevant for all the 
Latin American countries, notwithstanding the great inter-country diversity 
of conditions and differences of kind and degree in the structural 
obstacles to the acceleration of development. Hence the pains that have 
been taken in preparing and analysing the relevant background material.
It has not been an easy task, partly owing to the familiar statistical 
deficiencies and partly on account of the methodological complications 
implicit in such an exposition. But it was worth undertaking, especially 
just at this time of grave uncertainties as to the development of the 
Latin American countries in the coming years.

The point of departure of the present chapter is the distortion of 
the normal process of employment of the labour force imputable to the 
economy’s lack of the required degree of dynamism. The correction of
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this anomaly alone would have very significant effects. In order to 
highlight these, the assumption first adopted was that during the corrective 
process the rate of increase of the product per worker both in agriculture 
and in the industry group 1/ would remain the same as in the past. In 
the space of ten years, by merely getting rid of the distortion in the 
structure of employment, the rate of economic growth could he raised to
7 per cent. The analysis of this first hypothesis will he followed by 
consideration of a second objective, consisting not only in correcting 
the occupational distortion but also in speeding up the rate of increase 
of the average product per worker. This would enable a growth rate of
8 per cent to be reached by the end of the 1970s.

It must he stated at the outset that these postulates are not in 
the nature of forecasts, but are dictated by the need to analyse the 
problem under discussion methodically and in depth. The end pursued is not 
scientific investigation--although this is by no means to be disparaged-- 
but is essentially pragmatic, as will be seen in the later sections of 
this chapter.

In order to examine the first objective--i.e., the correction of 
the distortion in the structure of employment-- a point of reference must 
be taken. It will he recalled that according to estimates the proportion 
of manpower absorbed by the industry group has declined from 35 per cent 
of the total non-agricultural labour force in 1950 to 31-8 per cent in 
1965 and a little under 30 per cent today. The point of reference, 
therefore, would he the industry group’s recovery— through absorption 
of the assumed outflow of redundant manpower from the agricultural sector-- 
of its 1950 share (35 per cent), which could subsequently he increased.

Wo special significance should be attached to this proportion. It 
would merely he one of the milestones on the road of development, and 
this should he made clear from the start. At the stages when this 
milestone is reached and then passed, a pause will he made to review the 
effects oil the economy as a whole. There is no question of retracing the 
same course as in the past, for a different significance would attach to 
the percentage of the non-agricultural labour force working in the industry 
group. Although it would be the same as in 1950, it would represent a 
much bigger proportion of the total labour force than it did then, and 
average per capita income would have increased considerably, with favourable 
effects on genuine eniployment in the services sector. Thus, it is not a 
mechanical exercise that has been undertaken, but a method of analysis 
which will allow us to consider the different components of our problem 
one by one.

l/ A reminder may be useful here. This term is applied to the group of 
activities which includes industry proper, construction and mining.
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The time factor is, of course, very important. This process of 
remedying the lack of the required dynamism is envisaged as extending over 
the decade just beginning and the next, or, in other words, taking the same 
length of time as is covered by the analysis of the distortion in the 
structure of employment. By the end of the 1970s there would be substantial 
improvements which would be consolidated in the 1980s. The effort required 
would be great, in respect of both capital formation and foreign trade, 
especially in the first of the two decades. Other hypotheses might be 
formulated on the basis of different time limits, or introducing different 
assumptions. This would undoubtedly have to be done if the object in view 
was the designing of a national strategy, so that various options could be 
put before the decision-makers. In the present report, for reasons of 
simplicity, it would be unwarranted.

It was stated earlier that the industry group's recovery of its 1950 
share in the non-agricultural labour force would be the point in the 
development process at which we should pause to review the results. As 
capital formation proceeded and permitted the progressive absorption of 
the redundant labour force, the average annual growth rate of the aggregate 
product of the economy would gradually increase, until by the end of the 
1970s it had reached J  per cent. In 1950-19^5> as already stated, it was 
5 .2 per cent.

This fact is highly significant, since the foregoing hypothesis is 
based on the assumption that the growth rate of the product per worker in 
agriculture and in the industry group would be no higher than before.

How would it be possible to attain an average rate of 7 per cent, 
signifying an average annual increase of 3 «9 Per cent in the per capita 
product for the economy as a whole? This is a vital point, for in the 
past, with the same growth rates of the product per worker in agriculture 
and the industry group, the corresponding average rate was only 2 .5 per 
cent. How could much higher rates for the economy in the aggregate be 
reached? In brief outline, the explanation is as follows. This substantial 
increase in the growth rate is attributable precisely to the gradual 
correction of the distortion in the structure of employment. The overflow 
of redundant manpower from agricultural activities, instead of simply 
pouring into the services sector, would be drawn in the industry group, 
where the average product per worker is much higher than in agriculture. 
Moreover, as the considerable volume of redundant manpower at present 
existing in the services sector was reduced, here too the product per 
worker would increase. Hence it is that by the end of the 1970s the 
product per active person in all these non-agricultural activities works 
out to be 3 »2 times as high as in agriculture. The switch-over of manpower 
from activities in which the product per worker is low to others in which 
it is much higher suffices, therefore, to bring about an appreciable improvement 
in the average growth rate of the economy as a whole, even in the absence of any 
change in the rates formerly recorded for agriculture and the industry group.
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The foregoing assumptions, on which the hypothesis of a growth rate 
of 7 per cent is based, were formulated solely in order to show the 
remarkable effects of the productive absorption of manpower. In actual 
fact, however, they would be unlikely to materialize, for as production 
of goods and services increased in response to the expansion of demand, 
the product per worker would tend to rise faster than in the past.

It is worth reflecting upon the income that has been lost to the 
Latin American economy through the enormous waste of human potential 
and the time that has been thrown away in the course of a 
development process marked by insufficient dynamism: as long a time--in 
the life of a generation—  as will be required to remedy this serious 
defect.

The importance of all this is great, inasmuch as it involves one of 
the keys to the acceleration of development. In the long run, the growth 
of the product per worker generally depends upon increasing capital 
formation and upon the technical training of the labour force in the 
broadest sense of the term. As the capital/worker ratio rises, labour 
is saved and new labour-absorbing investment has to be effected. Accord
ingly, investment requirements are twofold: investment to economize in 
manpower and investment to re-employ it.

This does not apply to the case under consideration, which is typical 
of the stage of development through which Latin America is passing. The 
outflow of redundant manpower from the agricultural sector is not neces
sarily a consequence of labour-saving investment, but results from popu
lation growth, changes in the composition of demand and more efficient 
land use. Capital is not a major requisite for the generation of this 
redundant manpower, except when mechanized farming is introduced. But 
capital is needed in order to absorb it. The same is true of the other 
activities: more efficient utilization of the production resources avail
able means that with little--or relatively little-additional capital the 
product per worker can be increased. But if no over-all expansion of 
demand were to take place, still more redundant manpower would be generated, 
and its absorption would call for more intensive investment of capital.
In other words, in Lain America there is a considerable productivity poten
tial which is frustrated, so to speak, and which must be turned to account 
in order to speed up the rate of development.

Let us now take a look at other aspects of this question. If a 7 per
cent growth rate of the product were reached by the end of the first decade 
and maintained during the second, it would represent a considerable increase 
in demand in the various sectors of the economy. Agriculture, thanks to 
the expansion of production to satisfy this greater demand, would need to 
retain a larger labour force than in the past. In 1950-1965, the agricul
tural labour force seems to have increased at an average annual rate of
1.5 per cent. By the end of the first decade this rate would have climbed
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to 2.7 per cent; but later, towards the end of the second decade, it would 
fall to 2.1 per cent, inasmuch as with the rise in income levels the income- 
elasticity of demand for agricultural products would presumably decrease.

This calculation is of the greatest interest, since it shows that if 
the growth rate of the product were raised to 7 per cent by the mere 
correction of the occupational distortion and the ensuing effects on the 
various sectors, the rate of retention of workers in agriculture would be 
higher than before. This fact is socially meaningful, since it is assumed 
that the product per worker in the agricultural sector would continue to 
increase at the same rate as in the past. Would this be a desirable 
assumption, from the standpoint of the social integration of the rural 
masses?

The average annual rate of increase of the product per worker in 
agriculture was not negligible in the past (2.2 per cent). But except 
in a few cases it does not seem to have brought about a correlative 
improvement in the income of the rural population. To that end, an 
indispensable requisite— apart from other measures-would he the reform 
of the land tenure system. 2/ This would be important enough in itself.
But if the aim was to accelerate the social integration process, the 
former growth rate of the agricultural product per worker would have to 
he outstripped.

In reality, it would seem that agriculture could hardly make the 
vigorous production effort required for the satisfaction of demand unless 
such an acceleration of the growth rate of the product per worker were 
achieved by means of more rational land use and improved techniques. It 
is therefore assumed, in this new approach, that the rate in question will 
gradually rise from 2.2 per cent to per cent by the end of the first 
decade, and will remain at that level during the 1980s.

The more effort is made to step up the product per worker in this way, 
however, the less will be the labour-retaining capacity of agriculture.
And the exodus from the agricultural sector will increase. The dilemma is 
obvious. Given the expansion of demand which the first hypothesis postu
lates, if the object is to retain more manpower in agriculture, it will not 
be practicable to improve upon the former growth rate of the product per 
worker. And if such an improvement is the aim pursued, more intensive 
retention of manpower will not be feasible. The two objectives cannot 
both he attained together.

Clearly, a smaller exodus of agricultural workers simplifies the 
problem of absorption of manpower in the industry group, with very signifi-

See, in the second volume of the present study, the discerning essay 
by Jacobo Schatan to which reference has already been made.
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cant but far from fully satisfactory results. Agriculture will lag behind 
again, just as hitherto. Apart from income redistribution measures, the 
only way of accelerating its development is to raise the rate of increase 
of its product per worker.

If this were achieved, a much more intensive effort would have to be 
made to absorb manpower outside the agricultural sector than would be 
implied in reaching an average annual growth rate of 7 per cent by the end 
of the first decade. Demand and employment in all the other sectors would 
have to expand considerably. And with respect to the industry group too, 
it is questionable whether such an expansion would be compatible with the 
assumption that there would be no change in the 3 per cent rate of increase 
recorded for the product in these sectors in the past.

Here again this in an unlikely eventuality, for the upswing in demand-- 
much sharper than before--and possibly brisker competition would encourage 
greater efforts to improve the average product per worker, which is accord
ingly assumed to increase by k per cent per annum in the industry group as 
well. This is a somewhat arbitrary assumption, but it gives a clearer idea 
of the nature of the problem, and calls attention to the fact that the 
higher the growth rate of the product rises, the more energetic will the 
absorption effort have to be, since the outflow of redundant manpower from 
agriculture will be augmented by that resulting from higher productivity 
in the industry group.

Thus we arrive at a second angle of approach. If in agriculture and 
in the industry group the average annual growth rate of the product per 
worker gradually rose above its past level until by the end of the 1970s 
it reached 4 per cent, the question in what rate of development would be 
attained when the greater absorption effort necessitated by this increase 
had been made.

If the new hypothesis were worked out on these bases--and, as in the 
previous approach, on the assumption that the distortion in the structure 
of employment would be corrected--, the rate of development would gradually 
increase until by the end of the first decade it had risen to 8 per cent, 
at which level it would remain during the second decade.

The next step is to compare the results of the two approaches. Both 
hypotheses would imply significant changes in the composition of demand.
In the light of past experience in Latin America as a whole--which does not 
greatly differ from that of the developed countries at a similar stage in 
their growth process--demand for the goods produced by the industry group 
is liable to expand much faster than demand for agricultural products; and 
the position of services in midway between the two. These changes in 
demand, and the assumptions adopted with respect to the product per worker, 
account for the differing degrees of intensity with which manpower is 
absorbed outside agriculture.
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Let us first examine the case of agriculture (see Table 15). On the 
7 per cent hypothesis--as it may be called for simplicity's sake--the rate 
at which employment increases is higher than in the past. In contrast, 
it is lower on the 8 per cent hypothesis, for although the expansion of 
production is greater than when the rate of development is assumed to be 
7 per cent, its effects on employment are more offset by those of the rise 
in the product per worker.

What happens outside the agricultural sector will be considered next.
In the past, the annual growth rate of the non-agricultural labour force 
was 3-5 per cent. In the case of the 7 per cent hypothesis, the retention 
of more workers in agriculture would keep that rate virtually the same 
during the 1970s and 1980s; whereas on the 8 per cent hypothesis the 
average annual rate of increase of the non-agricultural labour force would 
be higher than before, reaching 3*9 Per cent in the two coming decades.

It is now worthwhile to determine how this non-agricultural labour 
force is distributed. It should be recalled that in the past the annual 
rate of absorption in the industry group was barely 2.8 per cent, hardly 
exceeding the total increase in the labour force. In the next two decades 
this rate would have to be substantially accelerated in order to correct 
the distortion in the structure of employment. This would happen in both 
the hypothetical cases considered, although naturally to a more marked 
extent on the 8 per cent hypothesis. On this latter assumption, the rate 
in question would rise to 5-5 per cent, while it would reach a slightly 
lower level (5*2 per cent) if the rate of development were 7 per cent.

At first glance the difference in the rates of absorption is much less 
than might have been supposed. The explanation can be inferred from Table 
l6. The product in the industry group, as might be expected, increases 
faster on the 8 per cent than on the 7 per cent hypothesis. But this is 
only partly reflected in employment, owing to the bigger increase in the 
product per worker.

Of no less interest is the evolution of services. It was pointed 
out earlier that a major proportion of the redundant manpower that could 
not be absorbed in the industry group ended up in the services sector.
As was explained in that context, its absorption here was largely spurious 
rather than genuine, and overt unemployment was included under this head.
Thus the labour force in services--taking into account its unemployed 
members--expanded at an annual rate of 3-8 per cent in 1950-1985> when the 
total labour force increased by only 2.6 per cent. It is estimated that 
in the next two decades the average annual growth rate of the total labour 
force will be 3 per- cent, 3/ owing to the rate of increase of the population.

This projection, which is slightly higher than is usually the case, 
must be taken with some reservations. The rate may possibly be rather 
higher still if the proportion of female workers in the labour force 
increases. On the other hand, the progress of education might have 
the opposite effect by stallins the integration of young people into 
the economically active population. But these factors probably would 
make no appreciable difference in the foregoing conclusions.
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LATIN AMERICAS CUMULATIVE ANNUAL GROWTH RATES OF AGGREGATE PRODUCT, 

PRODUCT PER WORKER AND LABOUR FORCE IN AGRICULTURE

(Percentages)

Hypotheses of growth of product s/
Product

Period Aggregate Per worker Labour force
7 8 

per per 
cent cent

7 8 
per per 
cent cent

7
per
cent

8
per
cent

I95O-I965 3.8 2.2 1.5

I979-I98O 5.0 5.4 2.2 4.0 2.7 1-3

I989-I99O 4.4 4.7 2.2 4.0 2.1 0.7

Source; Latin American Institute for Economic and Social Planning, 

a/ Relating only to the periods 1979-1980 and 1989-1990.



-  75 -

Table 16

LATIN AMERICA: CUMULATIVE ANNUAL ®Ol.TH RAXES CF AGGREGATE IRC DUCT, 
PRODUCT PER WRKER AND LABOUR F®CE IN THE INDUSTRY ®OUP S /

(Percentages)

Period

fypothesès of growth of product b/
Produot

labour force
Aggregate Per worker

7
per
tent

8
per
eent

7
per
oerrt

8
per
eent

7
per
eent

8
per
oetit

1950*1965 5.9 3.0 2.8

1979-1980 8.3 9.7 3.0 >1.0 5.2 5.5

I989-I99O 8.3 9.7 3.0 M 5.2 5.5

Soaroet Latin American Institute for Economic and Social Planning»

a/  Including industry, construction end mining» 
b / Relating only to the periods 1979*1980 and 1989*1990»
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In the case of the 7 per cent hypothesis, the labour force in the 
services sector would expand more slowly than the total labour force, at 
rates of 2.3 and 2.4 per cent in the 1970s and 1980s, respectively. Given 
the 8 per cent hypothesis, on the other hand, it would increase faster than 
the total, at rates of 3 *2 per cent in the 1970s and 3 -1 per cent in the 
1980s.

What does this estimate signify? Does it mean that the higher rate 
of development would aggravate the redundancy of manpower in the services 
sector? On no account. What would happen is that instead of this redun
dancy’s increasing as before, the more rapid growth of per capita income 
implied by the 8 per cent rate would also speed up the expansion of those 
services in which employment tends to increase as development proceeds.

Nevertheless, as in shown in Table 17, the services sector would 
increase its labour force much less than its aggregate product, since it 
would gradually reabsorb its own redundant manpower, including the unem
ployed. Thus, the situation would be so far from resembling the position 
in the past that the average annual growth rate of the sectoral product 
per active person, which used to be very low (1.4 per cent), would exceed 
4 per cent in the 1970s and 1980s .

The time has now come to look at our two hypotheses side by side, with
the help of Table 18 and Figure XXX, in which the evolution of the labour 
force in the next two decades, according to the projections formulated here, 
is compared with the trends recorded in the 1950s and 1960s .

As is always the case with projections of this type, the results 
depend upon the length of the time-span adopted. Some surprise may perhaps 
be occasioned by the fact that the period they cover here is as long as
that considered in the analysis of past developments; but this— with due
allowance for inevitable elements of arbitrary judgement--highlights the 
gravity of a situation which, because it was not dealt with in time, now 
makes a prolonged and strenuous effort essential.

Part A of Figure XXX shows the distribution of the economically active 
population among agricultural and non-agricultural activities. There are 
two curves for each of these concepts, one relating to the 7 per cent and 
the other to the 8 per cent hypothesis. For the reasons set forth above,



Figure X X X

LATIN A M E R IC A  

PERCENTAGE D ISTR IB U TIO N  O F THE LA B O U R  FO RCE

A . TOTAL LABOUR FORCE C. PROPORTION OF TOTAL LABOUR FORCE REPRESENTED BY 
LABOUR FORCE TN SERVICES SECTOR OR' UNEMPLOYED

NON-AGRICULTURAL LABOUR FORCE
D. PROPORTION OF TOTAL LABOUR FORCE REPRESENTED BY 

LABOUR FORCE IN INDUSTRY, CONSTRUCTION AND MINING
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T&bla 17

LATIN AMERICA: CUMULATIVE ANNUAL GROWTH RATES CP AGGREGATE PRODUCT, PRODUCT
PHI WCRKER AND LABOUR FCRCE IN THE SSIYICES SECTOR

(Percentages)

Period or year

Hypotheses of grovth of product

Product
Labour foroe b /

Aggregate Per worker
7 P8r 
oent

8 per 
cent

7 Per
oent

8 per 
cent

7 Per 
cent

8 per 
oent

1950-1965 5.3 1.4 3.8

1979-1980 6.7 7.6 4.3 4.3 2.3 3.2

1989-1990 6.6 7.4 4.0 4.1 2.4 3.1

Source: Latin Amerioan Institute for Economic and Social Planning, 
a/ Relating only to the periods 1979-1980 and 1989-1990. 
b j Overt unemployment is Included under this head.
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Tabi* 18

LATIN AMERICA: GROWTH AND DISTRIBUTION OP UBO® FORCE 
ON DIFFERENT HYPOTHESES OF GROWTH OF IRCDUCT

Hypotheses of growth of produot a /

Period or Agricultural Non-agrloultural Industry group Services b /
year 7 per 8 per 7 per 8 per 

cent cent cent cent
7 per 8 per 
cent cent

7 par 8 per 
oent cent

1. Cumulative annual growth rates of labour force
(Percentages)

1950-1965 1.5 3.5 2.8 3.8

1979-1980 •H
I

N•CM 3.2 3.9 5.2 5.5 2.3 3.2

1989-1990 2 .1 0.7 3.5 3.9 5.2 5.5 2.* 3.1

2. Distribution of labour force
Percentages of total labour force Percentages of non-agrioulturai 

labour force

1950 50.2 *9.8 35.0 65.0

1965 *3.1 56.9 31.8 66.2

1980 36.7 3*.3 63.3 65.7 31.* 30.5 68.6 69.5

1990 3*.5 28.1 65.5 71.9 37.5 35.5 62.5 6*.5

Source: Latin American Inatitute far Economic and Social Planning.
a/ Relating only to the period 1979-1980 and the years 1980 and 1990. In the case of the 

7-per-oent hypothesis, it is assigned that the cumulative annual growth rates of the 
product per worker in agriculture and in the industry group will remain the same as in 
1950-1965> !•*•» 2.2* and 2.97 Per cent, respectively. According to the 8-per-cent 
hypothesis, the above-mentioned rates climb upwards from the figures recorded in the past 
until by I98O a oiaiulative annual rate of 4 per cent is reaohed, which then remains 
constant between 1980 and 1990. 

b/ Overt unemploymenti s  included under this head.
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agriculture*s share of the labour force declines much more sharply if the 
second hypothesis is adopted. In 1950, agricultural workers accounted for 
50.2 per cent of the total labour force. By 1990 this proportion would be 
reduced to 28.1 per cent in the case of the 8-per-cent hypothesis and to 
3^.5 per cent if the rate of development is assumed to be 7 per cent. It 
should be remembered that the estimates refer to Latin America as a whole .

A glance may now be taken at the curves relating to the non-agricul- 
tural labour force in Part B of Figure XXX. Both hypotheses postulate a 
recovery in the industry group. As Will be recalled, its share in the non- 
agricultural labour force, which was 35 per cent in 1950* has gradually 
dwindled, to 31-8 per cent in 1965 and, according to conjectural estimates, 
to about 30 per cent at the present time. Given the 7 per cent hypothesis, 
this proportion would rise again during the 1970s until by the end of the 
decade it had approached the 1965 figure. The same rate of growth would 
have to he maintained until the end of the 1980s if the level reached In 
1950 was to he slightly exceeded.

This gives a clear idea of the seriousness of what has been happening 
in Latin America. Raising the rate of development to 7 per cent would entail 
exceptionally hard and unremitting effort. Yet this effort would have to be 
kept up for two decades— although more intensively in the 1970s than in the 
1980s--in order to correct the distortion in the structure of employment.

A still more vigorous drive would have to he made to bring the rate of 
development up to 8 per cent. In that case it would take rather longer to 
remedy the distortion in the occupational structure of the labour force (see 
again Figure XXX, Part B) . It would not be until 1990 that the industry group 
came to absorb a slightly larger proportion of the non-agricultural labour 
force than the 35 Per cent that had fallen to its share in 1950.

It must not be inferred from the foregoing statement that a higher rate 
of development would retard the solution of a problem that derives from the 
economy's lack of the requisite dynamism. Such a conclusion would he para
doxical indeed. The explanation is that at the end of the first decade 
average per capita income would be a good deal higher if the rate of devel
opment were 8 per cent than if it were 7 per cent, and this would imply, 
as has been pointed out, an increase in demand for those services which tend 
to expand rapidly once certain per capita income levels have been passed.

In other words, as per capita income rises, major changes in demand 
for services occur, and genuine employment in this sector, which is so 
intrinsically heterogeneous, is likely to inprease. Thus, the structural 
distortion affects not only the proportional distribution of manpower 
between the industry group and services, hut also the actual composition 
of employment within the services sector.

This is clearly reflected in Barts C and D of Figure XXX, which present
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the active population employed in services and in the industry group as 
a proportion not of the non-agricultural but of the total labour force.
It will be seen that the 8 per cent hypothesis implies a steady increase 
in the shares of these two sectors in the 1970s and 1980s, although it 
would be more rapid in the industry group than in services, both because 
of the difference in the growth rates of demand and because the services 
sector has to absorb its own redundant manpower.

These rising proportions should also he compared with the persistent 
decline in the share of agriculture as shown in Part A of Figure XXX. To 
judge from the experience of developed countries and of some countries in 
Latin America, the percentage of the active population working in the 
agricultural sector will continue to decrease, and the greater the technical 
progress made, the sharper this downward trend will he. Whether after the 
next two decades the 8 per cent rate of development would still he adequate 
to meet this situation would depend upon a number of factors, regarding 
which various hypotheses would have to be adopted, all of them somewhat 
rash, and particularly that concerning the spread of technical progress 
to the different sectors of the economy. If this process were to result 
in higher rates of increase of the product per worker than are postulated 
in the second of the hypothetical cases presented here, and the population 
explosion were not brought- under control, the rate of capital formation--and 
therefore of development--would have to be speeded up.

The sole purpose of the foregoing observations is to view this matter 
in a broader perspective, without venturing upon an area of conjecture which 
with every step forward becomes more hazardous. Some risk is already in
volved in the exploration of the next two decades, hut it is a calculated 
and limited risk, deriving from assumptions which-however open they may and 
must he to searching question--do give a rough notion of the dimensions of 
our problem. A rough notion only, serving to clear the ground and prepare 
it for further exploration the starting-point of which will have to be the 
specific situation in the various countries.
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B

Requirements for the acceleration of development

1. Projections and their significance

In the preceding pages of this chapter attention has been devoted to 
the rate of growth that could be achieved for the product in the coming 
decade if the objectives adopted were as follows: to correct the distortion 
in the occupational structure of the labour force, and to improve upon the 
past rates of increase of the product per worker in the broad sectors into 
which economic activity is divided here.

It must be repeated that the estimates presented relate to Latin America 
as a whole. Accordingly, they mask considerable inter-country differences. 
Nevertheless, they have the merit of giving a first approximate idea of the 
nature and dimensions of the phenomena to be dealt with. This is worth 
while in itself, but it would be unwise to carry the interpretation of these 
macro-economic projections too far. They must be used with the greatest
possible care, and their limitations and the premisses on which they are
based must be constantly borne in mind.

This first approximation, however, is not enough. It is essential for 
each country to formulate its own projections. Enough progress has been 
made in the relevant techniques for the task to be undertaken, and as results 
are achieved, it will be possible to arrive at new and more realistic approx
imations with respect to Latin America as a whole.

Such exercises as these are not, of course, prompted by mere theoretical 
curiosity as to the possible course of development. They are of great practical 
interest. Without them, it would be impossible to define the major features 
of the development strategy by which planning activities are to be guided.
In this context, the significance of the projections in the present report 
calls for clarification. They merely constitute a logical set of hypotheses 
quantifying the principal components of the problem. A certain amount of 
confusion often exists on this point, and must be dispelled. With a little 
imagination --seconded nowadays by computers--innumerable exercises can be 
devised and worked out. If the basic premise of the present chapter is a 
hypothetical rate of development of 8 per cent per annum, it is not because 
this rate is considered preferable to any other, but because it would mean 
that the economy’s lack of dynamism, measured in concrete terms, could be 
made good within a reasonable space of time. This objective could not be 
attained, however, unless exigent requirements were met. Here again no 
element of prediction is involved. No forecasts are offered as to whether 
the requisite conditions will or will not be fulfilled. A different but a 
very important aim is pursued: to show that their fulfilment is a sine qua
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non for achieving the rate of development which will bring the objectives 
under discussion within reach. Projections are a factor of persuation in 
the formulation of a development strategy and policy, besides shedding 
light on the requirements implicit in a specific rate of growth.

Except in a few cases, these problems have not yet been the object of 
enough attention in Latin America, nor have statistics been improved suffi
ciently for them to he studied in depth. It would be highly desirable for 
a more thorough factual knowledge of each country’s situation to he facili
tated by the improvement of its statistical services, since this is of 
primary importance for its development strategy.

It must he frankly admitted that although in the last two decades great 
progress has been made in statistical and econometric techniques in Latin 
America, and those trained in them handle them with astonishing skill, 
statistics themselves show no corresponding improvement. They are just as 
defective as before, and there is some risk that the very precision of the 
calculation process may make us lose sight of the innate flaws in the raw 
material.

Nor has much headway been made at the international level with regard 
to the problems under review. The important Indicative World Plan of the 
United Nations Food and Agriculture Organization (FAO) takes no account of 
how the possible development of agricultural production and the introduction 
of more advanced techniques may affect the retention of manpower in the 
agricultural sector. Neither does this question seem to have been considered 
as yet in studies on the Second Development Decade. And we may well wonder 
what point there is in setting up this or that rate of development as a 
target without relating it to the productive absorption of manpower. It was 
all very well ten years ago for a figure of 5 per cent to be conjured out 
of thin air as an expression of development aspirations. The time has now 
come to go deeper, and to persuade countries to look more searchingly into 
these questions.

The proposal of the International Labour Organization (ILO) to 
study them with the collaboration of other international institutions is 
a very timely move. Whatever means may be found of employing more manpower 
in this or that activity, the only way to strike at the roots of the problem 
is by speeding up the rate of development. So long as this were borne in mind, 
piecemeal solutions would not be without their subsidiary usefulness; other
wise, they might lead to deplorably frustrating consequences.

Mention was made above of the chief requisites that will have to he 
met if the product is to grow at a rate of 8 per cent. In the present 
section we will begin with those arising in agriculture, industry and 
services, where activity will have to be stepped up considerably according 
to our hypothesis. Next we shall examine foreign trade requirements, before 
going on to discuss those relating to capital formation. Those of a struc
tural nature will be expounded in Chapter V I .
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If the average annual rate of development recorded in the past for 
Latin America as a whole--5-2 per cent--is to he raised to 8 per cent in 
the course of a decade, the effort made will have to he really exceptional. 
Exceptional in its nature, and on an exceptional scale. It will call for 
an expenditure of energy that will severely test the Latin American countries’ 
ability to shoulder their heavy development responsibilities. This does not 
mean that great difficulties have not had to be faced in the past. But those 
that will have to be overcome now are much greater. The region had to strive 
hard to recoup itself for the decline in its export trade, and did so mainly 
through import substitution. Import substitution, however, with the support 
of an internal market that existed beforehand, is not the same thing as 
exporting manufactured goods to markets that will have to be painstakingly 
opened up.

Equally difficult will be the problem of capital formation. However 
greatly the present prospects for international financial co-operation 
might change, the region will have to embark upon an intensive mobilization 
of internal resources such as has not been satisfactorily effected 
generally.

The very conception of Latin American development has not yet properly 
assimilated a vital fact: the population explosion. The development problem 
is complex and should not be arbitrarily simplified. But there can be no 
doubt that the implications of demographic growth creat an imperative need 
to seek new ways of influencing the forces of development.

Clearly, the magnitude of the effort required will depend upon the 
special situation of each individual country, the nature and extent of its 
lack of dynamism, and the length of time in which this lack is to be made 
good. For some countries a rate of development of 8 per cent would not be 
high enough, while for others a lower rate would suffice, according to the 
gravity of the redundant manpower problem in agriculture and in urban 
activities, and to the position in respect of other basic factors. These 
differences will have to be taken duly into account in the following pages.

2. Requirements in respect of agriculture, industry
and services

(a) The case of agriculture

Whereas in 195O-I965 the annual average rate of increase of agricultural 
production was 3*8 per cent, the 8 per cent hypothesis would imply that the 
average over the 1970s and 1980s would be 4.8 per cent. How could the agri
cultural sector meet so exceptionally exigent a requirement?

This is a highly important question which has not been explored in 
sufficient depth in the Iatin American countries. Perhaps in no other field
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is the development economist so liable to be involuntarily caught up in 
dangerous generalizations such as those relating to agrarian reform, the 
technological revolution--"the green revolution", as is now the fashionable 
term--, the need to improve diet and other matters of unquestionable impor
tance . Systematic repetition of these generalizations does little to further 
our acquaintance with something so diverse, so multiform as agriculture in 
Latin America. Nor will the perfecting of econometric exercices help us much, 
until more progress is made towards a thorough knowledge of the agricultural 
situation.

These incidental comments are intended not so much to condone the 
shortcomings of the present report in these respects, as to emphasize, first 
and foremost, the need for new research which will gradually fill the present 
wide gap between macroeconomic estimates and a number of microanalyses of 
specific problems. Some of the latter are undoubtedly useful contributions, 
but fragmentary. It is necessary--almost urgently so, I would say--for 
agricultural experts and development economists to join forces in pressing 
on from the aforesaid generalized approach to systematic factual analysis.4/

For the reasons stated, it seems best to pose a series of questions as 
guidelines for the investigation which, in this as in other instances, will 
have to be undertaken in each individual country in order to meet the demands 
of its own national development strategy.

How far will the agricultural sector be able to satisfy the considerable 
increase in internal demand resulting from the acceleration of development? 
Will it be possible to continue doing so as in the past, by bringing new land 
under cultivation? It is often said that there are still vast tracts of 
virgin ground in Latin America, and that pushing forward the agricultural 
frontier presents no difficulties. Much talk is heard of tropical agriculture 
and its immense potentialities. But how much progress has been made in 
research on ecology and on methods of exploiting these potentialities? More
over, it is common knowledge that making new land accessible involves heavy 
investment in infrastructure, which has to be carefully weighed in the balancé 
against other economic and social investment requirements.

What specific information is available on the different conditions 
prevailing in each country and in each of its widely varying regions? How 
far are the possibilities of exploting new land compatible with development 
requirements over the next two decades?

The Inter-American Development Bank recently took a wise step 
in convening a meeting of agricultural experts to exchange experiences. 
This seems to me a good start on a long and far from easy road, which 
in any event will have to be travelled.
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The stress laid on extending the frontier of agriculture is sometimes 
due to unwillingness to admit the need for structural changes in the land 
tenure system. In ranch of Latin America's agricultural sector a great deal 
of production potential is wasted on account of the unsatisfactory distrib
ution of land; there can be no question that more efficient land use, apart 
from its social significance, would be economically sounder than opening up 
new land at the cost of substantial investment in infrastructure.

Furthermore, there is usually a high proportion of redundant manpower 
in agricultural activities in Latin America. More efficient land use would 
enable this redundant labour force to he reabsorbed; and, with the same 
amount of land and the same number of people, a bigger product could he 
obtained. In other words, an increase in the product per worker and per 
unit of land would thus he achieved without the introduction of changes 
in current farm practices.

The situation varies from one country to another. As the possibilities 
for more efficient utilization of the existing and easily accessible resources 
are gradually exhausted, two alternatives offer themselves: the opening-up of 
new land by virtue of investment in infrastructure, or the expansion of yields 
by the introduction of new techniques. The latter proceeding also calls for 
investment in technological research and training, as well as in production 
of fertilizers.

In any event, all this would imply an increase--greater or smaller, as 
the case might be— in the product per worker. The 8 per cent hypothesis 
assumes that the growth rate of the product per worker recorded in the past-
2.5 per cent-- would rise by the end of the first decade to 4 per cent, at 
which level it would he maintained during the 1980s. It is impossible to 
make a valid estimate for Latin America as a whole without information on 
actual conditions in the various countries; the rate named should rather 
he regarded as the highest compatible with the 8 per cent hypothesis. It 
would involve a bigger exodus of agricultural workers than in the past; and 
this would lay a heavy burden of manpower absorption on the industry group, 
especially in so far as it might he desired to raise the product per worker 
above 4 per cent. In that case it would be indispensable for the growth 
rate of the over— all product to exceed 8 per cent. It is not idle to 
repeat that the problem of the agricultural sector and the social integration 
of the rural masses cannot be solved out of the context of economic develop
ment.

The foregoing consideration is very important from the standpoint of 
mechanization. This is one of the cases in which the calculations of the 
agricultural entrepreneur generally come into conflict with the interests 
of the community as a whole. Mechanization lowers costs by reducing the 
volume of manpower required, and raises agricultural profits and land rents.
It is economic from the standpoint of the individual entrepreneur; but if 
the labour force thus displaced is unable to find employment and goes to
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aggravate the problem of redundancy in the cities, where is the social 
advantage of mechanization?

The worst of it is that mechanization is sometimes artificially en
couraged: tariffs and other import restrictions are reduced or eliminated, 
tax exemptions are offered, credit privileges are granted. All this seems 
laudable from the individual point of view. But is it compatible with the 
interest of the community? However, for the time being this line of rea
soning can be shelved, as it forms part of a general problem which will be 
discussed elsewhere.

What should be noted here is the difference between labour-saving 
techniques and techniques which increase yields per unit of land. It is 
not always possible to draw a clear-cut dividing line, since there are 
cases in which mechanization also has an effect on yields, especially when 
it shortens the time taken over given operations and thus reduces the risk 
of weather contingencies.

Be this as it may, mechanization and the techniques that improve unit 
yields are creating a very marked duality in the agricultural sector of some 
Latin American countries. This duality used to exist as between export 
activities, where techniques are generally advanced, and production for 
domestic consumption, which lags in the rear of technical progress; but 
today it is apparent whithin farming for domestic consumption itself. It 
is worth asking whether the countries that have most intensively increased 
their production for the home market--as well as for export and import sub
stitution purposes--could have done so without modernizing their agriculture 
in this way.

If demand becomes much brisker than in the past, the modernization 
process is likely to gain powerful momentum. In the long run, it will not 
be possible to achieve or maintain a high rate of development unless agri
culture is modernized. But it is no less true that the duality in question 
poses serious problems, as can already be seen in some of the Latin American 
countries, and also in such countries as India and Pakistan, where agri
culture has been so far modernized that wheat production, for instance, has 
conjured the spectre of famine, for the time being at least, thanks to the 
introduction of Mexican varieties of seed. 5/

If modernization does in fact make steady progress, this duality will

5/ I was told two years ago in New Delhi by Mr. Chester Bowles, then the 
United States Ambassador, that the technical improvement had been 
achieved among a relatively small number of farmers who had substantially 
increased their income, and who were reminiscent of the kulaks in the 
Soviet Union of the already distant past.
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be aggravated: the large-scale agricultural entrepreneur will employ 
relatively little manpower, and in traditional farming redundancy will 
continue to increase. This is not a prophecy. It is a fait accompli in 
certain countries: in Mexico, for example, where under-absorption of 
labour in the new agriculture exists side by side with the absorption of 
more and more manpower in traditional farming. It is true that the land 
reform has liberated the agricultural worker from an outdated social system, 
but it has not been able to provide more land than there always was. The 
new techniques are also finding their way into activities of this type, but 
the natural result is additional redundancy. Only the attainment of a 
higher rate of development can gradually relieve this situation until a 
reasonable balance can be struck between human resources and the land. In 
the meantime, the ejido is still one of the dikes that effectively dam up 
the flood of social unrest. But even the strongest dikes can resist 
pressure only up to a certain point, which, in this case, would have to be 
calculated with due foresight by the engineers of social development.

Each country has its own special problems, different from those of the 
rest. But as the increasing pressure of the economically active population 
on the land is something that is common to a large number of Latin American 
countries, the duality of the agricultural sector must be viewed with great 
concern. Herein lies another of the important aspects of the reform of the 
agrarian structure, apart from its favourable influence on technical progress. 
Giving more land to those who know how to till it and yet possess little or 
none will have two advantageous consequences. Not only will it enable the 
product per worker to be increased in cases where land use was not satis
factory, but also, in some extreme instances of demographic pressure, it 
will allow more manpower than is absolutely necessary to be retained in 
agriculture, at the expense of the growth of the average product, until as 
economic development proceeds the surplus is genuinely absorbed in other 
activities.

Moreover, this sweeping change in the agrarian structure will transfer to 
the agricultural worker, at least part of the rent formerly received by the 
landowner, and also enables him to keep the benefits of technical 
progress in his own hands, provided that demand is sufficient and the system 
for marketing agricultural commodities is rationalized.

These are some of the problems which the speeding-up of the rate of 
development would imply for agriculture in Latin America. Production would 
have to be considerably expanded, though methods of doing this would vary 
according to the country concerned. To put it in a few words, it would 
seem that there are real possibilities of achieving such an expansion by 
more efficient exploitation of the land already in use, rather than by heavy 
investment in infrastructure so that new land could be settled. In any case, 
the latter would be a task for a subsequent stage of development. In view 
of the redundancy of manpower, the labour force already working on the land 
would suffice, or at least its rate of increase could be lower than in the
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past. But there is a limit to the expansion of production in this way which 
would he reached before very long, and techniques would have to he improved 
in order to increase yields. Accordingly, technological research should he 
vigorously spurred on in the areas in which it is not being undertaken on 
an adequate scale.

This is an aspect of the problem which must he viewed in a long-term 
perspective. Just as reference was made before the need for thorough 
knowledge of the accessible land and its expansion potential, it should 
likewise be asked whether enough technological research is being conducted 
in the Latin American countries to enable them to meet the growing require
ments that will he generated by the increase in the population and the 
improvement of its levels of living. A high proportion of agricultural 
expansion will have to he effected in the tropics: has enough research been 
undertaken on soils, possible crops and suitable techniques? There are many 
unanswered questions here, and it is time to seek replies to them.

Lastly, and certainly without exhausting the list of the most urgently- 
needed research projects, mention should be made of the analysis of import 
substitution possibilities, either at the national level or at that of 
inter-Latin American trade, not so ranch from the standpoint of employment, 
which has been touched upon elsewhere, but from the angle of agriculture's 
contribution to the elimination of the external bottleneck.

(b) The case of industry

Let us next consider the case of industry. How far will it he able to 
cope with the increase in demand by improving its productivity? As in the 
case of agriculture, the boom in demand is likely to he accompanied by a 
higher growth rate of the product per worker than in the past. There are 
several reasons for this assumption. In any event, it is essential for 
industry to he able not only to absorb in its own cadres, by virtue of its 
own expansion, the manpower which becomes redundant as a result of the rise 
in the product, hut also to provide work for the labour force migrating from 
agriculture into the towns. Let us now examine the reasons for the assump
tion that the product will increase.

In the first place, use could he made of idle capacity of which, gener
ally speaking, there seems to be a considerable amount. Keeping machineiy 
permanently in operation through the system of work shifts would allow the 
absorption of manpower to be stepped up appreciably, especially if it proved 
possible to remove obstacles on the labour side which make it difficult to 
adopt this system at present-understandably enough, when the labour-absorbing 
capacity of the economy is insufficient.

Next, the enlargement of the domestic market would also permit of 
specialization in production and more economic industrial plant sizes, with 
the consequent improvement in productivity.



Furthermore, as industrial output would expand much faster than in the 
past, the labour force in artisan-type industry could be more quickly absorbed, 
and the average product per worker would then be increased ipso facto.

Lastly, external competition within the framework of inter-Latin American 
trade may constitute an important factor in the expansion of productivity.
Much emphasis has been placed on this in the present report. Of course, 
competition must be introduced by very gradul degrees, for two principal 
reasons. In the first place, industry must be fiven time to adapt itself to 
the new conditions thus created. Secondly, this process of adaptation must 
evolve alongside the expansion of demand; less difficulty is experienced 
when demand increases rapidly than when it does so at a sluggish pace.

On the other hand, the integration of key industries cannot be deferred 
for long, since it is a step of primary importance if a higher rate of develop
ment is to be achieved. Suffice it to bear in mind that any considerable 
increase in investment requirements will mean that they have to be met largely 
through the production of capital goods within Latin America. If, as has 
happened hitherto, import substitution in respect of capital and intermediate 
goods is attempted on the basis of the individual country markets, its cost 
will generally be higher— and in many cases much higher— than in the consumer 
industries, where the substitution process has already almost reached satu
ration point. The heavier the cost of substituting domestic production for 
imports of capital goods, the more exacting will be the task of raising the 
investment coefficient, by no means easy in itself. Moreover, this heavier 
cost will offset the favourable effects of the improvement in industrial 
productivity on the expansion of established industries.

In the 8 per cent hypothesis, as will be recalled, it is assumed that 
the growth rate of the product per worker in the industry group, which was 
3 per cent in the past, rises to 4 per cent. Here too, as in the case of 
agriculture, this is a ceiling figure related to development at the rate 
of 8 per cent. A higher rate of increase in productivity would, of course, 
entail still further accelerating the rate of economic development; otherwise, 
the labour-absorbing capacity of the industry group would diminish, and it 
would take longer to correct the distortion in the occupational structure 
of the labour force. A lower rate would have a better effect on this process, 
but would not offer the same possibilities of relieving social tension in the 
big towns, an objective which should on no account be forgotten.

(c) The case of services

What will happen in the heterogeneous group constituted by services? As 
has been shown, they will continue to absorb manpower, but in a decreasing 
proportion, and at a rate of increase much slower than that of the demand 
corresponding to this sector. By degrees, as less manpower is incorporated 
into the administration and the public services, the basic services, trade 
and transport will be able to absorb their own redundant labour force and



-  90 -

increase their product per worker. These are labour-absorbing activities. In
the labour-expelling activities too -especially the immense range of unskilled
or semi-skilled jobs— income levels will also improve as the proportion of the 
labour force that used to find its way into these occupations gradually declines. 
And in the course of this process structural unemployment may be reduced. Its 
evolution will inevitably he slow, since the transfer of redundant manpower 
from agriculture to the services sector has been going on for two decades. A 
higher rate of development will be an indispensable requisite for speeding up 
this reabsorption of manpower.

Hence the question of productivity gives rise to the following reflec
tion. In many countries surplus manpower is a cause of concern, especially 
in the administration and the public services, which are fulfilling a spurious, 
not a genuine, labour-absorbing function, inasmuch as they are obliged to 
employ people for whom there is no room in the industry group. It would be 
over-simplifying the problem if they merely got rid of redundant staff and 
shut their eyes to the consequences, disregarding the economy's labour-ab
sorbing capacity. To turn disguised into overt unemployment or into other 
forms of redundancy would he no solution at all.

The same might be said of the marketing of agricultural commodities 
and of the retail trade. They follow outdated patterns which still persist—  
although not to so marked an extent as before— largely because the economy's 
dynamic impetus is not strong enough. Accelerated development would enable 
this problem too to be tackled from a more favourable vantage-point than at 
present.

3. Foreign trade requirements

In order to form an initial impression of the development requirements 
that will next he discussed, some of the figures recorded in the past should 
be recalled. Chapter III outlined the main factor that went to determine a 
rate of development of 5-2 per cent in I95O-I965. In the first place, the 
purchasing power of exports increased at an annual rate of 2 .7 per cent, and 
the effect of the net inflow of external financing on the growth rate of the 
product amounted to 0.5 per cent; in other words, the incidence of total 
external resources was 3-2 per cent. Secondly, import substitution enabled 
the product to increase at a rate 2 per cent higher than the 3*2 per cent 
growth rate of external resources.

What requirements would be entailed if a rate of 8 per cent was to 
be reached by the end of the 1970s? The first and most essential relates 
to imports. It is common knowledge that an acceleration of the growth 
rate of the product brings with it significant changes in the composition 
of aggregate demand in the economy, which influence import requirements.
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According to estimates prepared jointly by ECLA and the Institute, 6/ if the 
growth rate of the product were 8 per cent, by 1980 demand for goods at present 
imported would expand at a rate of 8.8 per cent.

How could potential demand for imports possibly increase faster than 
the product? The explanation lies in the aforesaid changes in the composition 
of demand. As a result of the acceleration of development itself, there would 
be a more rapid expansion of demand for those goods which are mainly obtained 
from abroad. For example, a higher growth rate means a higher rate of invest
ment, and capital goods still have to be imported on a substantial scale.

This poses a major problem: how would the region be able to afford an 
8.8 per cent growth rate of demand for imports by the end of the current 
decade? That is the question which will now be briefly analysed with the 
help of the carefully-prepared projections appearing in the ECLA/lnstitute 
study referred to above.

The task in hand is to ascertain the various possible means by which 
such an import growth rate could be covered. To this end, Table 19 is 
presented, showing as a first possibility an annual rate of expansion of 
exports calculated at 4.9 per cent (on the basis of current exports and 
an estimate of the prospects for their development). Secondly, the very 
moderate assumption is adopted that the net inflow of external financing 
would cover 0.4 per cent of the import growth rate. Consequently, total 
external resources accruing from exports of the type hitherto effected, 
plus funds from abroad, would represent 5*3 per cent of the rate in ques
tion. The proportion remaining to be covered would thus be 3*5 per cent.

How would it be possible to make up this remaining percentage? There 
are no alternatives but to promote the intensive development of industrial 
exports to the rest of the world and to pursue import substitution policy 
much more energetically than in the past. In my own view, however, given 
existing conditions in Latin America, this substitution policy would have 
to be resolutely founded on regional and subregional integration of basic 
industries.

The above figures, as previously stated, in no way represent a forecast, 
or even targets at which a Latin American strategy should aim, inasmuch as 
strategy must be formulated at the national level, with due co-ordination 
in the field of inter-Latin American co-operation. Accordingly, the purpose 
of the figures is to give an idea of the various directions in which efforts 
should be made and of their order of magnitude. They also make it clear that

See El estrangulamiento externo y la escasez de ahorro en el desa- 
rrollo de América Latina. Análisis de los problemas y algunas de
las soluciones." (Santiago, March 1970).
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Table 19

LATIN AMERICA: MEANS OF COVERING THE POTENTIAL DEMAND FOR IMPORTS 
CORRESPONDING TO AN 8-PER-CENT GROWTH RATE OF THE 

PRODUCT AT THE END OF THE CURRENT DECADE

Percentages
1, Annual growth rate of the demand for imports

that would have to be satisfied 8,8

2. Means of covering this demand

- Exports currently effected, and their
expansion 4*9

- New industrial export lines 0*5
- Import substitution 3«0
- Net inflow of external financial

resources 0.4

Source: Latin American Institute for Economic and Social Planning.
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if some of these efforts are not as vigorous as they should he, others will 
have to he intensified in compensation, if a rate of development that will 
remedy the economy's lack of the required dynamism is to he attained.

For example, if exports failed to expand as indicated above, it would 
he essential to step up the import substitution process; and if that proved 
overwhelmingly difficult or impossible, the only recourse would he to obtain 
a larger net inflow of external financing, for a greater length of time.

In that case, a situation would arise which deserves comment, for— as 
suggested in the relevant section of the present report-- after the 1970s 
Latin America as a whole might conceivably generate enough savings to cover 
all the investment implied by the 8 per cent growth rate of the product. If 
this were achieved, continued recourse to external financing would he dic
tated by trade reasons, that is, by the necessity of counteracting the 
tendency to an external-sector bottleneck, because exports had not yet been 
expanded sufficiently or because the advance of the import substitution 
process had not been rapid enough.

Attention will now he devoted to the various factors of which brief 
mention was made in connexion with Table 19. There are several solutions 
which mast be appropriately combined. None of them could be over-emphasized 
without the risk of entering, so to speak, upon the stage of diminishing 
returns on effort. Thus, the way in which the different possibilities are 
combined must he such as to ensure a rational distribution of effort among 
all of them.

(a) Expansion of exports

The average annual growth rate of total exports is assumed to he 5-4 
per cent (see table 19 above). Once again it must be repeated that this 
figure is neither a forecast nor a target but an estimate of rates that 
might be attainable, as far as can he judged at the present time on the 
basis of the available data. Traditional primary exports are included under 
this head, and another assumption adopted is that in addition to the increase 
resulting from the growth of world demand for these commodities, trade in 
some of them would expand considerably by virtue of certain programmes that 
are under way. Cases in point are afforded by copper in Chile and Peru, tin 
and petroleum in Bolivia, and possible new agricultural export lines--com- 
prising tropical products in particular— such as are being developed in some 
of the Latin American countries. Another example is the action that is being 
taken to promote tourism.

In recent years, exports of manufactured goods to the rest of the world 
have increased at a rate of 9*2 per cent. This especially reflects the 
promising industrial export drive started some years ago by several of the 
Latin American countries. But an even more vigorous effort would have to 
he made if appreciably higher rates were to he attained.
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What rates? It would be unwise to give the imagination free rein in 
this field, without taking into consideration what other countries have 
managed to do. In the ECIA/lnstitute document referred to, study is devoted 
to the cases of four countries--Australia, Finland, Spain and Yugoslavia-- 
which have been successful in this direction, and the composition of their 
industrial exports is taken into account. On the assumption that in each 
of the groups of goods analysed Latin America would make an effort similar 
to the action taken by these four countries, it is estimated that the region 
could expand its industrial exports at an annual rate of about 15 per cent. 
Any greater increase could not reasonably be projected for the coming decade. 
This does not mean that such a figure could not possibly be exceeded or that 
every endeavour should not be made to do so, but it was decided to take this 
percentage as a point of reference for assessing how much should be expected 
of the other possible means of solving the problem.

(b) Further remarks on industrial exports

The growth rate of 9>2 per cent given above for industrial exports 
relates to sales to the rest of the world. With the addition of intra-re- 
gional exports, which increased at an annual rate of 25.5 per cent, the 
aggregate growth rate of industrial exports between 1961 and 1967 rises to 
12. k per cent.

It is worth while to note in passing that even though progress in the 
direction of a Latin American common market is still unsatisfactory, the 
fact that inter-Latin American exports of manufactured goods have expanded 
at so exceptionally high a rate suggests how great is the potential of this 
type of trade.

The composition of intra-regional exports of manufactures differs sub
stantially from that of Latin America's exports to the rest of the world.
As can be seen from Table 20, the products exported to countries outside 
Latin America are generally those characterized by simpler processing and 
slower growth rates; they include, for instance, food items--canned meat, 
fruit and vegetables— and petroleum products. In contrast, the goods 
produced by industries in which more advance techniques are used and the 
proportion of industrial value added is higher 7/ are exported mainly within 
Latin America. On an average, more than two-thirds of the products of the 
metal-transforming industries are intended for the region's markets, and 
in some cases the corresponding proportion is virtually 100 per cent.

A very high proportion of Latin America's total exports of manufactured

For example, the products of the metal-transforming industries, such 
as machines for office use, pumps for liquids, sewing machines and 
machinery for the textile and publishing industries.
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Table 20
LATIN AMERICANI EXPORTS OF MANUFACTURED GOODS, BY MARKETS OF DESTINATION, I967

Item
Millions of dollars Percentage of total

Latin
Amerioa

Rest of 
world Total Latin

America
Rest of 
world

Canned meat 0.2 II6 .5 11Ó.7 0.2 99.8
Canned fish - 2.4 2.4 m 100.0
Canned fruit 2.1 26.8 28.9 7.3 92*7

Canned vegetables 0.6 7.8 8.4 7.1 92.9

Petnoleua products 21.5 690.9 712.4 3.0 97.0

Paper products 1.1 8.3 9.4 1U7 88.3

Clothing, Including furs 1*2 4.4 5.6 21.4 78.6

Phanaaooutloal products 14.8 20.6 35.4 41.8 58.2

Machinery other than eleotrlcal 39.7 I8.5 58.2 68.2 31.8

Machines for office use 9.2 7.9 17.1 53-8 46.2
Machinery for specialized uses 1?.6 5.3 24.9 78.7 21.3

Electrical machinery 12.5 5.7 18.2 68.7 31.3

Motor vehicles 3.7 1.0 4.7 78.7 21.3
Ships 1.5 2.2 3.7 40.5 59.5
Printed matter 22.3 4.9 27.2 82.0 18.0

SourceI Latin American Institute for Economic and Social Platinili, "Elementos Para la elabora
ción de una política de desarrollo con intartraoión para Amtrioa Latina" (mimeographed 
test)*

2/  On the basis of a seleotlon of countries (eomprisl:̂  Argentina, Brazil, Chile, Colombia, 
Mexico and Venezuela) vhioh in 1967 aooounted for 82 per cent of Latin America's total 
exports of manufactured goods*



(Percentages)

Semi-logarithmic scale

Figure A

EVOLUTION OF IMPORT COEFFICIENTS



-  96 -

goods, both intra-regional and to the rest of the world, is constituted 
by only fifteen products or fairly homogeneous groups of products. The 
fifteen types of goods included in Table 20 account for more than 73 per 
cent of the total industrial exports of the group of six countries studied, 
whose sales of these products of course represent a very large share of 
the Latin American total.

The significance of this point is worth stressing. The fact that the 
promising expansion which has taken place has been confined to very few 
goods and largely to inter-Latin American trade is suggestive of the pros
pects that would be opened up if the number of products were increased, and 
an endeavour were made to break out of the Latin American market and seek 
advantageous outlets in the rest of the world, especially the industrial 
centres.

The development of extra- and intra-regional exports of manufactures 
would have an increasingly powerful impact not only on the structure of 
Latin America's foreign trade but also, of course, on its internal industrial 
structure. Should the assumptions presented in Table 19 be fulfilled, the 
share of industrial exports in Latin America's total external sales would 
rise from its present level of about 9 Per cent to some 17 per cent in ten 
years' time, and, if the same rate of growth were kept up, to approximately 
¿K) per cent in the space of twenty years.

This would be a process of vital significance, since it would lead to 
the gradual metamorphosis of an outdated structure of foreign trade, which, 
as is all too well known, is stifling the development of Latin America. The 
change in the composition of exports would enable the region to gain a 
steadily increasing share in the more dynamic international trade flows and 
to shake off its dependence upon exports of primary commodities, demand for 
which grows slowly, while their prices are always subject to gravely preju
dicial changes.

As the process in question took place, new requirements would supervene. 
And they would no longer consist in the attainment or maintenance of very 
high export growth rates-fully justified in the transition period— but in 
the progressive assimilation of new technologies which would make it possible 
to increase productivity, improve the quality of the goods manufactured and 
participate intensively in world trade flows on a competitive footing.

The hypotheses presented in this document— especially where the scale 
of the requisite effort is concerned— demonstrate the need for the Latin 
American countries to avail themselves of the recently-created machinery 
to obtain a progressive relaxation of the restrictions hindering the entry 
of their goods into the United States, and for this machinery to be extended 
to other industrial centres. In pursuit of this same end, the region should 
continue to join forces with the other developing countries in the campaign 
that is being conducted at the world level.



-  97 -

The same might he said of general and non-discriminatory preferential 
treatment for industrial exports. This would he a valuable incentive, but 
by no means sufficient in itself. Preferences would simply afford oppor
tunities. It would he up to the Latin American countries to take advantage 
of them.

To this end, it would he essential for all the countries of the region 
to adopt a number of measures such as have already been very successfully 
applied by some of them: for example, the abrogation of a number of taxes 
that increase the burden of industrial costs. In addition, promotional 
action is needed, ranging from technical and financial assistance in the 
improvement of productivity to market studies and export credits. A clear 
awareness of all these requirements — both internal measures and interna
tional co-operation— is now growing up.

Stress must he laid here on the role of private foreign investment.
Whether through the transfer of technology— to which reference is made 
elsewhere—  or through knowledge of external markets, it may he of great 
importance for industrial exports, especially sales to the rest of the 
world. The policy to he pursued should he very flexible, in order to 
encourage such investment and at the same time ensure that, except in very 
special cases, it is effected in combination with domestic enterprise.

Furthermore, attention has already been drawn elsewhere to the impor
tance of progressively encouraging industrial compétition in Latin America 
with a view to securing increases in productivity and improvements in 
quality. Otherwise it will be difficult, if not impossible, to reach worth
while industrial export targets.

The strong opposition which all this arouses in the industrial centres 
should always he borne in mind. It has been clearly evidenced in the case 
of preferences. Unquestionably, if the Latin American countries do all they 
should to take advantage of any preferences conceded, the initial opposition 
may swell to more formidable proportions. It will not he enough to obtain 
the preferences; persistent and well-concerted action vis-à-vis the industrial 
centres will be needed for the attainment of the objective in view.

In the light of my experience in UNCTAD, it seems to me that the Latin 
American countries could carry much greater weight in the determination of 
this issue if they showed themselves resolved on their own part to give 
vigorous impetus to their reciprocal trade. They have not done so hitherto; 
they have urged the need for the industrial centres to adopt a trade policy 
favourable to Latin America's exports, and have demanded a definite programme 
for the elimination of tariff and other restrictions; but they are far from 
having displayed the same zeal in the cause of inter-Latin American trade.



k. Import substitution

In commeting on Table 19 at an earlier stage, it was noted that import 
substitution has a very significant role to play in covering part of the 
considerable increase in potential demand for imports— i.e., 3 per cent 
out of a growth rate of 8.8 per cent. The question is, what share in this 
function will be incumbent, respectively, upon the continuance of the 
traditional substitution process at the national level and upon import 
substitution on a regional basis.

No precise dividing line can be drawn, inasmuch as this is an area 
which, notwithstanding its importance, has not been properly explored.
There is room for grave doubts as to whether the substitution process can, 
as before, be carried out to any considerable extent on national bases, 
since the import items for which domestic production must be substituted 
in this phase--capital goods and intermediate products— are just those 
whose manufacture generally calls for complex technology, broad markets 
and heavy investment.

As shown elsewhere, countries forming a group which carries decisive 
weight in Latin America's total product have rapidly reduced their import 
coefficient in the last two decades. The process had begun some time before, 
as can be seen from figure A, in which the three countries that have reached 
the most advanced stage of industrial development are dealt with separately. 
It will be noted that in the last few years the downward trend tends to 
flatten out, or is interrupted altogether. Is this the result of passing 
circumstances? Or is it a sign of progressive exhaustion in the substitution 
process?

The possibilities of quickening the recent tempo of import substitution 
on the basis of the national market alone largely depend upon the cost which 
each country would be prepared to incur. As a general rule, this cost has 
been very high in the past. And, broadly speaking, it may well prove much 
higher still when the industries involved are— as in the future they will 
primarily have to be— those producing intermediate and capital goods.

A policy of regional co-operation would mean that each country, instead 
of substituting domestic production for a wide range of goods imported from 
the rest of the world, would import some items from other Latin American 
countries, to which it would export its own manufactures in return. Private 
enterprise, especially in the case of industries based on foreign investment, 
has been beforehand with the governments of the region in this respect, and 
distributes production of certain goods among various countries.

There is a point to be clarified here. In alluding to the regional 
market, I have had in mind no special form of such a market, but simply a 
joint effort made by a number of the Latin American countries--not neces-
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sarily all of them— to relieve the external sector bottleneck.

The ideal formula, of course, would he for the whole of Latin America 
to he drawn in as soon as possible, hut this does not detract from the value 
or the merit of more limited arrangements, provided that the parties to them 
do not lose sight of the more ambitious objective; or, in other words, provided 
that they regard what they are doing as a stage on the road towards the regional 
common market. This applies particularly to the Andean Group. As pointed out 
elsewhere, it would seem that the aim of this Group is to advance faster than 
the Latin American Free-Trade Association (LAFTA) towards the common market, 
while at the same time linking up with the Association. It is of interest 
to form a first impression of what the problem discussed in these pages would 
mean for the Andean Group.

According to preliminary studies which are being carried out by ECLA and
the Institute at the request of the Heads of Planning Offices of the countries
signatories to the Cartagena Agreement, an average annual rate of development 
of 6.5 per cent between now and 1985 would imply a potential demand for 
imports expanding at a rate of 9-2 per cent, whereas the relevant projection 
places the annual growth rate of the purchasing power of traditional exports 
at 3-6 per cent. A first approximate estimate of substitution possibilities 
within the Andean Group suggests that the aforesaid rate of 9«2 per cent 
might he reduced to 6.5 per cent.

A wide margin would thus remain to he covered by achieving a more rapid 
rate of increase for exports both to the rest of the world and to other Latin
American countries. The higher level of industrial efficiency attained in
the Andean Group would presumably he a major factor in stepping up the 
exports in question. It must be recalled that a specific experiment in joint 
action at the subregional level already exists in the shape of the Central 
American Common Market. The growth of inter-Central American trade has 
signified an intensive import substitution process.

But let us go back to the projections relating to Latin America as a
whole. It is assumed that the contribution of import substitution efforts 
of a purely national character would cover 0.8 per cent 8/ of the growth 
rate of demand for imports, and that the remaining 2.2 per cent would have 
to he coped with by means of regional import substitution. It would he
interesting at this point to see what the latter process would mean for the
import coefficient of Latin America as a whole, which is currently 11.5 per 
cent, and, if the substitution process were not carried farther in the 
coming decade, would rise to 14.2 per cent. The value of this estimate— a

This estimate is based on the assumption that the import substitution 
process at the national level would continue at the same tempo as in 
the past.
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purely hypothetical one, since in the writer's view it could not he ful- 
filled-lies in the idea it gives of the magnitude of the substitution 
process that would have to be undertaken. Meanwhile, if imports from the 
rest of the world were replaced by domestic production as envisaged in 
Table 19, the coefficient would he reduced from l b .  2 to 10.2 per cent.

If this coefficient is viewed in relation to the imports of those 
Latin American countries which have reached the most advanced stage in 
the substitution process--in particular, Brazil--it does not seem excep
tionally low, but if it is compared with those of a group of industrialized 
countries in Europe, it turns out to he lower than many of them (see Table 
21). Macroeconomic comparisons of this kind do not, of course, prove very 
much. It would he truer to say that in the present case they are significant 
only in so far as they offer further evidence that this problem has not been 
sufficiently studied in Latin America and that in-depth research on it is 
urgently needed.

5. External financial resources

The figures mentioned here with respect to the various possible means 
of covering the 8.8 per cent growth rate of demand for inports, although 
conservative estimates, imply a very intensive effort in all the directions 
indicated. Whatever was not achieved in one of these fields, therefore, 
would have to he made up for in the others. The basis for postulating so 
arduous an effort was the idea that the net inflow of external funds should 
be reduced in the greatest possible measure, as (in line with our hypothesis) 
domestic resources were progressively generated to cover the investment 
required for raising the rate of development to 8 per cent.

However, if by 1980 the suggested combination of trade expedients had 
not sufficed to cover the whole of the growth rate of imports, it would be 
essential to obtain a bigger net inflow of financial resources from abroad.
The net contribution assumed in our hypothesis is estimated on the supposition 
that Latin America would receive 15 per cent of the international financial 
resources obtained by the developing countries under the terms of the UNCTAD 
recommendation that the developed countries should transfer the equivalent 
of 1 per cent of their gross product. But in the past Latin America's share 
of the total inflow was larger, amounting at one time to considerably more 
than 20 per cent. Consequently, if additional funds were required, the 
region's former margin of participation would still not be exceeded. 9/

It must be remembered that this decrease in Latin America's share is 
largely due to the fact that the heavy burden of the short-term debt led 
several governments to reduce the scale on which they resorted to external 
financing until their balance-of-payments position inproved.
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Table 21
SELECTED COUNTRIESï IMPORT COEFFICIENTS IN RELATION TO 

GROSS NATIONAL PRODUCT
(Percentages)

Country- 1960 I960

Federal Republic of Germany 14.2 15.2
France 9.5 11.0
Italy 14.0 13.8
United Kingdom 17.7 18.3
The Netherlands 40.3 37.0
Finland 21.5 19.7

United States 3.0 3.Ô
Canada 15.4 16.7

Japan 10.3 9.2

Source: United Nations, Monthly Bulletin of Statistics»
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In conclusion, viewed, from the standpoint of the external bottleneck, 
the attainment of a rate of development which will enable a clear and 
reasonable answer to he given to the redundant manpower problem calls for 
the complementary application of measures to promote intra- and extra-regional 
exports of manufactures and, at the same time, measures providing for inter
national financial co-operation on much more favorable terms than in the past.

Far from representing alternatives to each other, regional co-operation 
and the opening-out of the economy towards the rest of the world are both 
indispensable as components of a development strategy for the Latin American 
countries, and both mast be energetically promoted. Another inference that 
can clearly he drawn from the foregoing exercises is that if these two 
policies were jointly applied, it would not be necessary to push the corre
sponding measures beyond reasonable limits in order to attain an annual rate 
of development of 8 per cent within the next ten years and keep it up there
after. It is worth while to repeat, however, that we must not let this blind 
us to the magnitude of the effort that would have to he put forth in each of 
the suggested fields, or to the changes— in the whole apparatus production, 
in technology and in access to foreign markets, inter-alia— that would he 
implied in making these targets feasible.
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c

Capital formation and international financial co-operation

The contention of the present report is that owing to serious short
comings in international co-operation, as well as in the development measures 
adopted by the Latin American countries in general, the foreign capital re
ceived has not succeeded in fulfilling two of its primary objectives: first, 
to promote the mobilization of domestic investment resources until they suf
fice for the maintenance of a satisfactory rate of development; and secondly, 
to contribute to the progressive alleviation and ultimately the complete 
elimination of the external sector bottleneck in the economy.

The exceptional intensity of the export drive which will have to be 
made to relieve the external bottleneck has already been indicated in earlier 
pages. The next question to be discussed is capital formation and the role 
of international financial co-operation.

The development policy of the Latin American countries, and the need
ful convergent measures at the international level, should include among 
their aims both the above-mentioned objectives, for unless they are achieved 
it will be impossible to give the economy the additional dynamics required.

The fact is that the period of transition from an inadequate to an 
adequate rate of development is bound to be difficult. For the rate must 
be adequate to ensure not only the productive employment of manpower, but 
also the attainment of the two objectives aforesaid. It is by no means es
sential that both should be attained at the same time. That would be mere 
coincidence. In the hypothetical case presented here, the point at which 
a net inflow of foreign capital was no longer necessary would be reached in 
the not too distant future, sooner than the point at which the structure of 
foreign trade would be such that exports could be allowed to develop normally 
and the exceptional effort made in the transitional period could be disconti
nued. Everything depends upon the assumption adopted. If it were possible 
for the export drive to be even more vigorous than has been estimated, the 
point at which foreign trade was normalized could be reached earlier. It 
must always be borne in mind that this is not a forecast, but a method of 
analysis of requirements and possibilities.

With regard to the point at which domestic saving suffices for the 
maintenance of an appropriate rate of growth, the following observation 
will not be out of place. A country cannot continue borrowing from abroad 
indefinitely. Adequate domestic investment resources must be a primary 
objective. Accordingly, as a given country gradually approaches this goal,
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a time will come when the net inflow of foreign capital, after attaining a 
maximum, begins to diminish. Meanwhile, the amount represented by payments 
of interest and profits naturally continues to increase. And in the course 
of the process, these service payments first come to equal the net inflow 
of new capital and later to exceed it; thus a net outflow of funds takes 
place.

Such is the logical evolution of this process. Logical is the oper
ative word, for it is this logic that has not existed in Latin America. If 
a country is to reach the point at which total service payments exceed the 
net inflow of capital in normal fashion, without disturbing consequences, 
an essential prerequisite is that it should have satisfactorily expanded 
its exports and reduced its import coefficient. The net outflow of financial 
resources can thus be afforded comfortably, without prejudice to the imports 
required for development. During this process, the coefficient of domestic 
saving will have to be raised gradually so that a smaller and smaller net 
inflow of foreign capital is needed.

This is the logical evolution which has not taken place in Latin 
America. The net inflow of funds from abroad has progressively diminished, 
and in many cases the stage of a net outflow of resources has been reached, 
long before the essential changes have been effected in the structure of 
foreign trade, and also long before the capacity to generate domestic saving 
has become adequate.

Herein lies the basic flaw in the process. The stage of remitting 
funds abroad in excess of the net capital received is reached by a country 
too early, when it has not yet entered upon the phase of development in 
which the remittances can be covered without consequences that defeat the 
ends pursued. The stage in question is, of course, inevitable; it is bound 
to come sooner or later. The only trouble is that the Latin American countries, 
have gradually approached and have actually reached it abnormally far ahead 
of the proper time. According to our hypothesis, which is not based on com
placent assumptions with regard to domestic effort — quite the contrary— , 
the Latin American economy as a whole would attain sufficient maturity to 
cope with the effects of the logical evolution described only in the 1980 
where savings are concerned, and later still in respect of external financial 
resources 10/ — always provided that the postulated foreign trade effort is 
made to good effect and that a reasonable international co-operation policy 
is applied.

10/ On the assumption that new loans would he issued on the terms proposed 
in alternative A which will be introduced further along.
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1. The requisite adjustment of external financial resources 
and of the terms on -which they are obtainable

What could be considered a reasonable financial co-operation policy? 
Reasonable on both sides: on the Latin American side, where it should be
accompanied by stringent measures to ensure the progressive increase of the 
domestic saving coefficient, as well as efficacious foreign trade measures; 
and on the international side, where it is assumed that by 1975 the net 
transfer of capital would reach the target of 1 per cent of the gross product 
of the industrialized countries recommended by the United Nations and adopted 
up to a point in the Pearson Report, ll/

As stated above, Latin America's share in net transfers of capital has 
been 15 per cent. If the target indicated were reached in the year suggest
ed and approximately the same proportion were maintained thereafter, the net 
inflow of foreign capital would make a significant contribution to the satis
faction of the requirements implied in our hypothesis.

Let us now consider the terms of this reasonable policy. The follow
ing observation is important as a point of departure. If the burden of 
financial remittances — profits and interests, amortization and debt repay
ment—  were eased in the manner about to be described, it would not be neces
sary to obtain a larger gross inflow of foreign capital than in 1966-1968. 
Accordingly, as a benchmark, an amount slightly smaller than the average 
for that three year period is postulated; and it is assumed that this quantity 
would gradually increase in accordance with the assumptions mentioned above, 
namely, that by 1975 the 1 per cent target for net transfers of capital, would 
he reached, and that 15 per cent of these transfers would fall to the share 
of Latin America.

If these assumptions are fulfilled, the proportion of Latin America's 
gross product represented by the gross inflow of capital will gradually 
decrease. From the data analysed in chapter III, it can he inferred that 
in 1966-1968 this proportion was 3-8 per cent. But since the product has 
continued to increase, if the gross inflow of capital remains approximately 
the same, the proportion will of course decline. For our present purposes, 
therefore, it is assumed to be initially 3 per cent of the product.

If internal measures were duly taken to raise the savings coefficient, 
this proportion would not be maintained, but would gradually decrease. The 
explanation is simple. According to our hypothesis, the growth rate of the 
gross product in Latin America as a whole will rise from the 5-2 per cent 
that it averaged in 1950-1968 to 8 per cent in 1980, whereas the estimate of 
transfers of capital from the developed countries is based on the assumption

ll/ See Chapter V.
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that they will continue to increase their gross product as in the period 
1957-1967, i.e., at an average annual rate of U . 5 per cent.

To make this point clearer Figure B-l has been prepared, in which the 
variables we are considering are presented in relation to the gross product; 
while in addition, in Figure B-2 they are quantified in absolute terms.
The relevant data are also shown in Table 22.

The upper curve in Figure B-l relates to the gross inflow of foreign 
capital to which allusion has just been made. Let us now look at the amor
tization curves. While amortization payments constituted 2.3 per cent of 
the product in I966-I968 — and somewhat more in the two preceding three- 
year periods--, in the initial year of our hypothesis (1970) the proportion 
falls to 1.2 per cent. As will be seen later, this substantial reduction 
of amortization payments explains why the proportion that the gross inflow 
of foreign capital is assumed to represent need not be higher than in the 
recent past in order to complement and encourage domestic saving. But it is 
also necessary to ease the burden of remittances of interest and profits, 
as will be explained later. By dealing with one thing at a time more light 
will be shed on the problem.

Outgoings under the head of amortization and debt repayment have been 
really very heavy, and an additional drain has been the flight of domestic 
capital abroad, totalling sums of which it has not been possible to make a 
reliable estimate. It is thus of primary importance to stretch out the 
amortization period, adjusting it to the capacity for external payments. 12/

I do not think the need to relieve Latin America's financial burdens 
need be urged further. A consensus of opinion has been reached in this 
respect, and it was not long ago that President Nixon stressed the neces
sity of easing the load. As a result, the Inter-American Committee on the

12/ This idea of a stretch-out reminds me of a personal experience in Argenti
na. The world depression of the 1930 and the sharp fall in agricultural 
prices which it involved placed the Banco Hipotecario Nacional (National 
Mortgage Bank) in a critical position. Mortgage service payments fell 
into very considerable arrears, which made it increasingly difficult for 
the Bank to meet its commitments on the "mortgage bonds" — as they were 
called—  issued on the market to obtain the funds for making loans. There 
was constant talk of the collapse of this institution, just as there had 
been four decades previously in the case of other State financing agencies. 
The crisis was unexpectedly overcome by the rescheduling of the mortgage 
bonds and loans. It was an orthodox, not a forced rescheduling, which 
enabled the rate of interest to be lowered from 6 per cent to 5 per cent, 
and the amortization period, which had become very burdensome because the
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Alliance for Progress (CIAP) has been recommended to present specific propos
als such as are also under study in other international agencies. In the 
meantime, estimates based on two recent reports are submitted here. The 
Pearson report recommends cutting down annual rates of interest on official 
loans to not more than 2 per cent, which implies heavily subsidizing the 
rates of interest in question; while another report (which has not been 
published yet, but which the writer has had an opportunity of consulting) 
considers it reasonable that service payments on the external debt outstand
ing (excluding direct investment of private capital) should he reduced to 
10 per cent, of which 6 per cent would correspond to interest and 4 per cent 
to amortization payments. It should be recalled that at present the propor
tion of the debt outstanding represented by such remittances is approximately 
18.9 per cent.

The estimates given here present these two alternatives for the rates 
of interest — 2 per cent (alternative A) and 6 per cent (alternative B)-- 
and a single amortization rate of 4 per cent in both cases.

To revert to the graph, the decline in the proportion of the product
represented by amortization is due to the application of this latter rate 
of k per cent. For caution's sake, however, it is not assumed that the
whole of the debt outstanding would be amortized at this rate, but simply
the gross capital inflows received from the initial year of the projection 
onwards. It is further assumed that the whole of the existing short-term 
debt — which has caused so much trouble for years on account of its un
satisfactory average duration—  would be replaced by new inflows amortizable 
at the rate of 4 per cent.

The time has now come to take a look at the curve representing the net 
inflow of capital, that is, the gross inflow minus amortization payments. 
There are some important points to note in this analysis. The curve indicat
ing the proportion of the product represented by the net inflow of capital 
shows extremely erratic fluctuations in the past. 13/ Our basic assumption

12/ (cont'd) average duration of the loans in force had been considerably
shortened by the actual mechanics of financial servicing, was once again 
extended to thirty years. This operation, carefully planned and executed, 
sufficed to reduce the arrears in loan service payments to very modest 
proportions and to normalize the activities of an institution which 
enjoyed great prestige in Argentina and abroad.

1 3 / It rises rapidly from 0 .36 per cent of the product in 1950 to 2.3^- 
per cent in 1957- 1959, then drops to 1.08 per cent in I 963- I 965 
and climbs again to 1. per cent in 1966- 1968. The average for the 
whole period works out at 1.U8 per cent.
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is that the net inflow of capital would constitute 1.77 per cent of the 
product, for the reasons already given, and would rise little by little 
■until it reached 2.09 per cent in 1975? afterwards declining by gradual 
and regular stages as Latin America's product increased faster than that 
of the countries transferring the capital.

It remains to explain the movements of interest and profits in terms 
of their relation to the product. 1h / Here the influence of the two alter
native rates of interest is clearly in evidence. In alternative A (2 per 
cent for new loan operations) the proportion of the product represented by 
interest payments decreases from 1.90 per cent at the start to 1. 67 per 
cent in 1975* subsequently continuing its downward trend. In the case of 
alternative B , the curve remains higher than that of alternative A, through
out the decade.

Before the significance of all this is discussed, it is worthwhile 
to pause for a moment to glance at the last curve in the figure, i. e, the 
net inflow of financial resources, or, in other words, the net inflow of 
capital minus interest and profits. In the past, as will be recalled, there 
was no net inflow, but a net outflow in relation to the product, except in 
1957-1959 and I96O-I962, when a net inflow did take place, albeit in the 
second of these periods it was virtually negligible. Alternative A postu
lates a continuing net inflow, although it declines after 1975; whereas in 
alternative B the net outflow becomes more marked from that year onwards.
In estimating the export growth rate that should be achieved in intra- and 
extra-regional trade alternative A was adopted, and even in this case the 
requisite export effort proved to be considerable. Given alternative B, it 
would have to be greater still. This difference is very important on account 
of its internal implications. A point to bear in mind here is that an outflow 
of funds affects the resources available for consumption and investment.

2. Raising the coefficient of domestic saving

Let us first consider the terms in which this problem presents itself.
The total investment coefficient would have to be raised from 18. 3 per cent 
in I966-I968 to 26.5 per cent in 1980 in order to attain a rate of develop
ment of 8 per cent by the latter year (see Table 23 and Figures C-l, C-2 and 
D). Given the foregoing assumptions as to the gross inflow of foreign capital 
the coefficient of domestic investment resources 15/ would have to be increased.

l k / In these projections it is assumed that private investment will represent 
20 per cent of the total gross inflow jf capital and that remittances of 
profits will be equivalent to 10 per cent of the total figure for cumu
lative direct investment.

15/ The concept of "domestic investment resources" represents the real amount 
of financial resources available for this purpose, i.e., the proportion 
of domestic saving which can make an effective contribution to the fi
nancing of investment. It can therefore be quantified by subtracting 
the amortization of the external debt from domestic saving.
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Table 23
LATIN AMERICA; TOTAL GROSS INVESTMENT COEFFICIENT AND BHARE OF 
DOMESTIC RESOURCES AND OF GROSS INFLOW OF FOREIGN CAPITAL

(Percentages of product)

Domestic Gross inflow of Total gross
Period, or year resources a/ foreign capital investment

1966-68 14.5 3.3 13.3
1930 24.0 2.5 26.5
1990 24.6 1.9 26.5

Source : Latin American Institute for Economic and Social Planning,
a/ Including the additional domestic savings effort required to meet the

implications of the 8-per-cent growth rate, as will be shown later.

Table 24
LATIN AMERICA; PER CAPITA PRODUCT AND PERCENTAGES ASSIGNED TO 

CONSUMPTION AND TO INVESTMENT a/

Average 
per capita 

Period product 
or year (Dollars)

Percentage 
assigned to

Total percentage 
growth rate in 
relation to 
1966-1968

TotalConsumption Investment Consumption Investment

1966-68 400 85 15 - - -
1930 630 75 25 2.6 7.5 3.6
1990 1 030 75 25 3.6 6.2 4.2

Source; Latin American Institute for Economic and Social Planning, 
a/ Excluding outflows of financial resources abroad, as indicated in the text.
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Viewed a posteriori, the problem of raising the coefficient of domes
tic investment resources from 1^.5 per cent to 2k per cent looks very simple. 
In I98O the per capita product for the whole of Latin America — after deduct
ion of the above-mentioned outflows of financial resources—  would be much 
higher than in the base year (see Table 2 k ) . Thus, the vigorous growth of 
the product available for consumption and investment would make it possible, 
if appropriate measures were adopted, for the domestic resources allocated 
to investment to increase as postulated above and at the same time leave a 
considerable margin for the expansion of per capita consumption in absolute 
terms. But this would be the goal reached at the end of the first decade.
The real problem is how to get there. The initial effort would have to be 
arduous indeed. It must be borne in mind, first and foremost, that during 
the transition period saving must increase faster than the product and con
sumption less rapidly. Once the target coefficient had been attained, it 
might be possible for consumption and saving to grow at the same rate as 
the product. I underline the word "might" because, if it were decided that 
the amount of the external debt was to be gradually reduced, saving would 
have to continue to increase more rapidly than the product.

An estimate was perviously presented — one among the many that might 
be formulated-- of the gross inflow of external capital which could be 
obtained during the transition period. Accordingly, the problem here 
consists in determining how great an effort would have to be made in respect 
of domestic saving, given this assumption with regard to foreign capital.
But we must beware of misinterpretation. In practice, the necessary saving is 
not of a residual nature, or, in other words, does not represent what must 
be done to supplement foreign capital. Just the contrary: once the domes
tic savings effort has been quantified — with due regard, of course, to the 
possibilities of obtaining funds from abroad—  the amount of external capital 
required can then be estimated.

Foreign capital must act as a spur to domestic saving. This would 
be possible in the economy as a whole if the gross inflow of foreign capital 
— especially in the early years—  stimulated the growth of the product to 
such an extent that in order to increase saving current consumption would 
not need to be restricted, but only the additional consumption which the 
rise in the product would permit. This is the first assumption adopted in 
our hypothesis, i.e., that the growth rate of the product would climb 
steadily during the first decade until it reached 8 per cent as the invest
ment coefficient increased, and that in this coefficient the importance of
the gross inflow of foreign capital would be considerable to begin with,
and subsequently would gradually diminish in relation to the product, as
the mobilization of domestic saving was stepped up. The purpose of this
assumption is to assess the extent to which the consumption increment would 
have to be restricted and the various ways in which this might affect the 
broadly-classified income distribution strata.
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From the social standpoint, this is a vital aspect of the subject, of 
supreme concern to the political art of development, -which cannot be effect
ively practised in default of an objective presentation of the main develop
ment options for decision-making purposes.

This topic of saving is one on which only conjectural evaluations 
relating to Latin America as a whole can be hazarded. They must, therefore, 
be taken as such — very rough estimates of orders of magnitude-- and the 
wide inter-country disparities must not be overlooked.

One of the key notes of the present report is equitable income distribu
tion. The social integration of the masses relegated to the lower income 
strata is an imperative necessity. Accordingly, the projections envisage 
an acceleration of the rate of increase of their personal income. The present 
level of consumption among the groups in question is so low that to restrict 
its expansion is unthinkable, at any rate in the early years of the period 
considered. The additional savings effort would therefore be incumbent upon 
the higher strata. To facilitate the exposition of the problem, the conject
ural estimates, by strata, included in the ECLA/lnstitute study previously 
referred to 16/ are presented in Table 25-

Table 25

LATIN AMERICA: CONJECTURAL ESTIMATES OF INCOME DISTRIBUTION AND USEI960

Stratum

I
II

III
IV

Proportion
of

population

Propor
tion of personal 
income

(Percentages)
i+0
20
35
5

9
10
50
31

Average monthly Use of personal income
income per house^ (Percentages)________
hold (Dollars) Consumption Taxation Saving

35 
82 

228 
1 000

90
80
77
57

10
20
20
25

3
18

Source: ECLA/lNSTITUTE, El estrangulamiento externo y la escasez de ahorro en
el desarrollo de América Latina. Análisis de los problemas y algunas 
de las soluciones (Santiago, March 1970).

16/ See footnote 6/. Unfortunately, no more recent data — at any rate none 
systematically organized—  are available for the purposes of the present 
commentary. However, there are indications that the situation has under
gone no radical change. At all events, it should be recalled that this 
document is not concerned with formulating proposals, but represents an 
illustrative exercise.
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It will be noted in Table 25 that the highest income stratum consti
tutes a relatively small proportion of the Latin American population and 
absorbs a substantial share of total income. Understandably enough, it is the 
members of these groups that pay the highest taxes and show the highest 
rate of saving. Taxes account for 25*1 per cent of their income and 17.7 
per cent is saved; thus, the remaining 57- 2 per cent is spent on 
consumption.

It is worthwhile to pause for a closer look at these figures. If 
the whole burden of the additional savings effort postulated were to be 
shouldered by the highest stratum, its per capita consumption would have 
to be reduced — through increased saving and heavier taxation—  by 0.8 per 
cent yearly during the first of the two decades covered by the projection. 
Thus, in view of what these two items represent today, the proportion of 
expenditure on consumption in this social group would be cut down to 35*6 
per cent of average income per household.

This highest stratum is far from homogeneous. Its expenditure on 
consumption, according to Table 25, probably averages about 570 dollars a 
month per household. In a group within this stratum that constitutes not 
more than 2 per cent of the region's population, the corresponding figure 
must certainly be appreciable higher, and there would seem to be no doubt 
that the capacity of this group to increase the present proportion exceeds 
that of the remainder of the stratum.

Other possibilities must now be explored. The middle income groups 
have been increasing their consumption at an annual rate of 2.3 per cent 
per household. According to our hypothesis, average consumption per house
hold could expand faster, owing to the postulated growth of average income. 
For example, it might increase at an average annual rate of 2.7 per cent, 
and still leave a considerable margin for saving either directly, or indi
rectly through taxation. And in that case, what savings effort would the 
highest stratum have to make instead of that assumed above? The answer 
is as follows: although in the early 1970s the expansion of consumption
per household in these groups would have to be restricted, over the whole 
decade their consumption could increase at the significant average annual 
rate of 1.7 per cent.

In any event, the foregoing figures are conjectural, and these 
comments on them should on no account be interpreted as proposals, for 
which there would be no foundation. Nevertheless, they do indicate an 
appropriate course to follow in the study of the various specific situa
tions in Latin America. One conclusion which I hold to be important can 
safely be drawn. If in the early years of application of a development 
strategy a policy of expanding economic activity is pursued, whereby the 
product can be increased fairly quickly, it should be possible to make the 
additional savings effort without insurmontable difficulties, provided it 
is also accepted that in order to give so powerful an impetus to the Latin
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American economy, a reasonable degree of discipline in the capital formation 
process is essential.

Table 26 shows trends in consumption, saving and taxation in the 
various strata under consideration, in line with the hypothesis to which 
reference has been made; it is assumed that in the two lowest strata con
sumption and income will grow at the same rate as the product.

In the first decade the product would increase by 1+7 per cent. Conse
quently, this would represent the rise in the level of consumption of the 
lower strata. The middle income groups, on the other hand, would have 
expanded their consumption by 31 per cent and the highest stratum by 18 per 
cent, owing to the savings effort made. During the first decade, for the 
reasons already explained, saving would have to increase much more than the 
product. But if the growth rate of the product had reached 8 per cent by 
the end of the 1970s, so exceptionally strenuous an effort would no longer 
be necessary in the second decade. Thus the expansion of consumption could 
approach the increase in the product, which would total 65 per cent. This 
would facilitate income redistribution measures designed to hasten the social 
integration of the lower strata.

There is room here for various alternatives, calling for very careful 
consideration of incentives to economic activities, on the one hand, and of 
the growing social investment and expenditure requirements on the other. 
Exploration of this field would be inappropriate here. However interesting 
the speculations it might lead to, it would overload this part of the report.

It is assumed in this context that the lower strata spend the whole 
of their income on consumption, a state of affairs which, although consonant 
with existing conditions, might be altered during the process described 
above. And it would be a good thing if this could be brought about through 
measures to encourage saving, for even with the investment coefficient neces
sitated by our basic proposition, it would be impossible to wipe out the 
considerable hpusing deficit existing in Latin America. If a modest propor
tion of the increase in the income of the lower strata were earmarked for 
saving, it might mean that a great deal more low-cost housing could be built.

3. Borne aspects of development strategy and 
international co-operation

The transition period is beset with difficulties. The significance 
of what was termed in Chapter I development discipline — meaning the tena
cious and systematic effort which would have to be made over and above the 
structural changes required to clear the way for the forces of development-- 
will now be readily understood. Discipline in overcoming external constraint;



-  115 -

Table 26

LATIN AMERICA: PROJECTION OF CONSUMPTION, SAVING AND TAXATION IN THE
VARIOUS INCOME STRATA

(Percentages)

Annual growth rate of per capita consumption Proportions used, for
saving and taxation

Stratum
At beginning of first

decade_________________Average rate At end of
1970-1971 1971-1972 1970-1980 1960s 1980

I 2.3 2.7
Hypothesis A

3.9 10 10
II 2.3 2.7 3.9 20 20
III 2.3 2.7 3.9 23 23
IV 2.3 2.3 —0.8 43 64

I 2.3 2.7
Hypothesis B

3.9 10 10

II 2.3 2.7 3.9 20 20
III 2.3 2.7 2.7 23 32
IV 2.3 2.3 1.7 43 54

Source : Latin American Institute for Economic and Social Planning*
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discipline in making efficient use of resources from abroad, and building 
up more and more capital with internal resources, in order to accelerate 
the pace of development; discipline in adapting, assimilating and creating 
technology; discipline, in short, in implementing an economic and social 
development plan embracing these and other matters of vital importance.

The saving postulated in our hypothesis will gradually increase 
proportionally as the product grows. In the logical sequence of events, 
the savings effort should become less and less exacting until the requisite 
savings coefficient is attained, and then kept constant without any addition
al effort.

As regards foreign trade,the rate of expansion of new export lines 
will have to be much faster than the growth rate of the product. Exports 
of manufactures will be of decisive importance. But as the composition of 
aggregate exports changes and the share of the new export lines is enlarged, 
their growth rate will decline naturally as the goal established in our 
hypothesis is approached. This goal is the point beyond which no out-of- 
the-way effort would need to be made to increase exports much more rapidly 
than the product. Such a rate of expansion would be necessary only when 
the import substitution process, in spite of being carried out on broader 
bases than each individual country's narrow market, had arrived at a stage
at which it could no longer be continued at the same rate as before.

Attention has repeatedly been drawn to the important role of capital 
from abroad during this transition period. Apart from its direct effects 
on investment, its function could be summed up as follows: to-stimulate 
the domestic savings effort, and to relieve the external bottleneck until 
the foreign trade measures listed above were yielding full results.

It is assumed in our hypothesis that the product will grow at a
steady rate and that saving should increase along with it, although less
rapidly. However, there are possibilities of giving a stronger initial 
impetus to the growth of the, product. It is a well-known fact that when 
in the course of the external fluctuations which characterize the Latin 
American economy exports expand or the flow of external capital increases, 
the growth rate of the aggregate product rises by two or three points.
This is primarily due to the existence of idle capacity in the economy, 
the utilization of which enables the product to be increased without a 
correlative expansion of investment. A more powerful external stimulus, 
with its multiplier effects on overall demand and income, suffices to 
ensure that the upward movement will spread throughout the economy. This 
is what has happened in some of the Latin American countries in recent 
times.

Instead of deriving spontaneously from an impetus originating in the 
external sector, this positive result might be deliberately brought about.
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Precisely herein lies the initial dynamic role of external financial resources. 
They are indispensable for the purposes of making investments which will 
boost overall demand.

No domestic activity, however important, could promote demand on its 
own account by the mere expansion of its production, since only part of the 
income thus generated would give rise to demand for this larger output. The 
rest of the demand created— or to be more accurate, most of it— would be 
channelled towards other goods and services. The resulting surplus on the 
supply side would call the expansion of production to an enforced halt.

It is true that the other activities among which the increase in demand 
would be distributed would also have to expand in order to meet it; but this 
process would take too long for the imbalance in the activity originating the 
demand to be righted.

To put it briefly, neither industry nor the other economic activities can 
provide their own stimulus. What is required is an over-all increase in demand 
which will simultaneously encourage the whole body of economic activities and 
speed up their expansion. The role of promoting this was formerly discharged 
mainly by export activities. Their expansion causes an over-all increase in 
domestic demand, while the corresponding production increment is marketed abroad, 
without giving rise to internal disequilibria. When the impetus given by exports 
slackens, import substitution activities come to the fore. The additional demand 
thus engendered is also spread throughout the economy, but without causing 
internal imbalances, since the new lines of production barely fill the gap creat
ed by import restrictions.

Exports no longer play the same dynamic role as before in the expansion 
of the economy, through demand, although this does not mean that the movements 
of internal demand are not powerfully affected by their fluctuations. But they 
will continue to be the corner-stone of the capacity to import, and as such 
they set the limit to the growth of the economy: a limit which can still be
extended by means of import substitution, above all if this process is not 
conducted within the narrow framework of the individual country markets.
Hence, neither exports nor substitution industries have ceased to be important 
in the development process, but their role is no longer the same as before.

Some explanation must be given of the significance attaching to the more 
rapid expansion of demand. Briefly, it must be given sufficient impetus to 
permit the attainment of the highest rate of development envisaged as a 
target. This impetus must be deliberately promoted until the economy attains 
a new growth rate and adapts itself to the ensuing requirements. The problem 
then changes its character. It is no longer merely a question of speeding 
up the growth rate, but of lessing the elements of instability in the system.
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During this phase of transition from one rate of development to another, 
State investment in economic and social infrastructure is called upon to set 
the machinery of reciprocal demand in motion in all the economic activities of 
the system. The expansion of public expenditure may produce the same effects. 
But perhaps investment should be assigned a higher priority because of the 
great unsatisfied needs that generally present themselves, because of its 
strategic importance, and because of its social significance. Investment of 
this type differs from direct investment intended to expand the economy's 
production apparatus. The latter tends to follow in the wake of demand, 
meeting its requirements as it increases, but is powerless to originate an 
acceleration of demand, for the reasons explained above; whereas investment 
in infrastructure creates new flows of demand which raise employment and 
income to higher levels and thus impart greater momentum to the operation 
of the whole system.

Consequently, the expansion of investment in economic and social 
infrastructure must help to give the initial "big push" to the acceleration 
of development. Some types of investment in this field do more than 
others to increase employment. If the emphasis is placed on these, the 
multiplier effects will make themselves felt at an early stage; an over-all 
expansion of demand, higher employment levels and utilization of the idle 
capacity in the economy, additional income and new increases in demand and 
employment, and so on in succession. This is the familiar multiplier 
pattern. But as the process is completed, and idle capacity is put to use, 
first in some activities and then in others, new investment in the various 
branches of production becomes necessary to enable them to keep pace with 
the growth of demand. Accordingly, this new investment is added to the 
initial investment in infrastructure and shares in its dynamic role. And 
as this happens, the proportion of total investment represented by invest
ment in infrastructure can be gradually reduced, in line with the order of 
priority deemed advisable for the application of investment resources.

Generally speaking, the need for new investment would not seem to 
be pressing in industry, except in a few specific cases. The existing 
idle capacity should make it possible to cope with the initial upswing 
of demand without much additional capital. The same would be true within 
limits, of the stepping-up of agricultural production by means of more 
efficient land use.

This possibility of expanding the product with relative ease pertains 
to the opening phase of the transition period. And by following this line of 
action it is less difficult to raise the savings coefficient, whether the 
increase in consumption is restricted less than in our basic hypothesis, or 
whether its restriction is equally stringent and thus enables the target to 
be attained more quickly.
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All this looks very simple, hut let us not be led astray by a mirage.
A policy of this kind is no easy matter, and stress must be laid here on the 
possibility that it may be partly or wholly unsuccessful in producing its 
effects, and may even defeat its own ends, in default of that development 
discipline whose indispensability cannot be too strongly urged.

The object of the expansionist process described is to give the initial 
impetus to the implementation of development strategy, not to replace it by an 
immediatist view of the problem. As the economy expands, however, increasingly 
acute tensions arise, owing to difficulties either on the entrepreneurial or on 
the labour side among others. These difficulties prevent expansion from 
continuing, as the idle capacity is used up, without serious inflationary 
problems. In any case, this policy— we repeat— must be the beginning of a 
development programme which gradually prepares the economy for higher rates of 
growth. Its expansionist effects might also be largely frustrated if advantage 
were not taken of this phase to launch from the outset a number of measures 
designed to relieve the tensions aforesaid, to tap savings and to promote 
exports.

In other words, the phase of expansion is the time for taking the 
sort of action which has generally been neglected during export booms, 
and thus giving lasting impetus to development.

In any event, the contribution made by external capital would seem 
an indispensable requisite for covering any increase in imports that the 
rapid growth of the product may involve. Without this contribution, the 
additional imports could only be afforded if exports expanded to the 
necessary extent, or if there were a clear margin for import substitution.
But unless this were the case— as is highly unlikely, save in the event 
of a temporary coincidence with one of the periodic spells of external 
prosperity, which seldom last long--external financing would be needed to 
cope with the growth of import requirements. These resources might come 
at an early stage, in order to stimulate the expansion of demand, or, if 
this expansion had been achieved by means of more liberal internal credit, 
later on, to compensate balance-of-payments deficits.

The amount of external financial resources previously postulated in 
this report might or might not prove insufficient to sustain the initial 
economic expansion that we have been discussing. If that were the case, 
the inflow of such resources would have to be increased. But any surplus 
contribution received at the beginning would mean that so much the less 
was needed later,as the savings capacity of the economy expanded. In 
other words, the effort would have to be particularly strenuous in the early 
years of the decade, instead of being evenly distributed throughout the 
period.
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Possibly, however, if additional foreign capital were needed, it 
might he mainly to cover the effects of product growth on imports.
Imports of capital goods would not be greatly needed as long as there 
was still a margin for full utilization of existing installed capacity.

In the context of investment, there are a few observations to be 
made of importance from the standpoint of the external bottleneck. It 
might take longer to relieve this constraint than to reach the point at 
which domestic savings suffice to meet requirements. This is the infer
ence to be drawn from our hypothesis, in which every endeavour has been 
made to avoid rash assumptions, however true it may be that those formulated 
in respect of foreign trade would entail very intensive effort. In such 
circumstances, the region would have to continue receiving more external 
capital than has been estimated as indispensable for the purpose of 
supplementing internal saving. This does not mean that the extra capital 
should be used for consumption. That would be a most unwise proceeding, 
for huge economic and social investment requirements still remain to be 
met. Much as it deserves comment, however, it is not this aspect of the 
problem but the following that will be dwelt on here.

The alleviation of the external bottleneck will call for clearly 
defined and continuing co-operation on the part of international credit 
institutions, in addition to the technical assistance needed. Clearly, 
such co-operation could only be based on the relevant government decisions, 
although the institutions concerned could do much in the sphere of persua
sion and could draw upon their experience and their resources to contrib
ute to pre-investment studies, with the support of the United Nations 
Development Programme.

The International Bank for Reconstruction and Development (IBRD) 
and the Inter-American Development Bank (IDB) are called upon to play 
an important part in the financing of the projects concerned, whether 
they relate to the promotion of exports to the rest of the world or to 
regional or subregional import substitution. Close co-operation between 
the two institutions would he highly desirable, hut the emphasis of their 
activities could differ in accordance with their individual experience, 
although this would by no means imply a strict division of functions.
The IBRD group, by virtue of its wide experience and its important links 
with the industrialized countries, could give vigourous support to projects 
concerning exports to the rest of the world, with due regard to the advis
ability— to which attention has already been drawn— of promoting Latin 
American initiative in both national and multinational enterprises. On 
the other hand, IDB, because of its experience in the Latin American 
countries and its close contact with their economic and political situa
tion and with their men of action, should play a stronger part in the pro
motion and financing of subregional and regional import substitution projects.
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The establishement of a subsidiary or branch office to promote and support 
Latin American private enterprise, both technically and financially, would 
be a very appropriate means to this end.

Here again, no strict dividing-line can be drawn between projects 
concerned with exports to the rest of the world and integraation projects.
In this case too it is a matter of emphasis.

If the moment were politically opportune, and the governments felt 
it to be so and adopted the relevant decision, one of the most important 
examples of this poding of effort might be the formulation of an integration 
programme for the iron and steel industry. Latin America has already 
learnt to produce iron and steel. This is an industry which is almost 
entirely in national hands. All that is lacking is to make it economic, 
through the expansion of markets and the rational distribution of 
production. Preliminary studies have shown that integration could result 
in a saving of investment and a reduction of costs in an industry of such 
fundamental importance for the manufacture of capital goods. None of the 
countries currently producing iron and steel would have to cease to do so. 
Far from it. It would simply mean manufacturing a different range of 
products on much more economically sound §md rational bases.

Apart from its economic significance, starting the integration 
process with this industry would be of unquestionable political importance, 
since it would provide specific evidence that the primary purpose of 
integration is not to open up new fields for foreign private enterprise 
— however justifiable it might be— but to encourage Latin American 
initiative and help the region to make up its technical and financial 
leeway. Moreover, it would afford a shining example of what a purely 
Latin American multinational enterprise could be.

It will not be superfluous to recall that concern is felt as to the 
imbalance which might arise if this and other integration possibilities 
were considered separately, instead of in the aggregate. It is true that 
in many cases the products of a single branch of industry could be dis
tributed among various countries. But should there not be enough to go 
round, it would be necessary to resort to other projects in order to en
sure the practical operation of the system of reciprocal benefits.

In import substitution industries, both at the national and at the 
regional level, association with foreign private enterprise would be valu
able in cases .where the technology is not readily accessible or heavy in
vestment is required.

In any industries installed to export to the rest of the world—  and 
particularly to the industrialized centres— , knowledge of the market and 
of means of gaining access to it is of the highest importance. In this
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respect foreign enterprise can play a very significant role, and although 
the aforesaid association with domestic initiative would also he advisable, 
a flexible approach would be necessary in those industries in which Latin 
American countries have not yet acquired sufficient experience and whose 
technology is highly complex. But this flexibility should not be allowed to 
weaken the basic considerations formulated in the present report in respect 
of Latin American private enterprise.

Outstanding among these considerations are those relating to the exter
nal bottleneck, especially in the transition period. Foreign enterprise 
must help to eliminate the bottleneck, not to aggravate the constraint, as 
it does when it acquires control of enterprises or invests in industries 
whose techniques are already familiar. This is a point worth stressing.
If satisfactory rates of development are to be reached, great care will 
have to be taken to see that external payments— at least in the transition 
period— are limited to what is absolutely essential. From this and other 
standpoints, and as long as technological considerations so permitted, the 
financing of Latin American enterprise by the multinational credit institu
tions at relatively moderate rates of interest would be preferable to 
foreign private investment, unless investors were willing to limit their 
remittances abroad and to reinvest their profits during the long transition 
period through which the region will inevitably have to pass.

These cautions with regard to external payments also apply to imports. 
Freedom to import at will, subject to the payment of reasonable duties, is 
often counselled from outside, with strong backing in some internal circles. 
How far this advice could be followed in the transition period it would be 
impossible to tell beforehand. The foreign trade effort would be arduous, 
and it would not be surprising if supplementary measures had to be adopted 
to restrict certain imports, although in the light of Latin America's plenti
ful experience it seems desirable for this to be done through general 
measures rather than by means of direct controls.

Conceivable, too, in consequence of import pressures,the possibility 
of influencing the consumption patterns of the upper and middle income 
strata might be studied, with a view to investigating their direct or in
direct incidence on imports and how it could be lessened.

To sum up, one of the conclusions to be drawn from the present report 
is that it is not advisable to go on being content with rough approximations, 
and that the time has come for a more thorough analysis of the possibilities 
of combating the external bottleneck through regional or subregional import 
substitution— especially in respect of intermediate and capital goods— and 
through restriction of certain non-essential imports. This would not, of 
course, detract from the importance of encouraging exports by every possible 
means.
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With all the appropriate reservations, the estimates formulated 
here are justifiable only as preliminary pointers to possible solutions, 
as has already been stated. But although this method of dealing with 
so important a problem is inevitable for the moment, to persist in it 
would he a mistake.

At this point I should like to add a pertinent comment. So great 
is the concern aroused by the difficulties of the transition period, that 
some allusion must be made to the incidence of military expenditures on 
the balance of payments and on domestic capital formation. This is an 
extremely delicate subject, and I am totally unqualified to express an 
opinion on its technical aspects. But I do wonder whether the time has 
not come to think of looking into the possibility of concerting agree
ments on the limitation of armaments compatible with unavoidable defence 
measures.

U. Domestic capital formation

One of the vital factors in the success of any national strategy 
for the acceleration of development in Latin America consists in raising 
the coefficient of domestic investment resources until, with the passage 
of time, they can cover the whole of the investment required. There is 
no need to stress this further after what has already been said in the 
present report. The trends recorded in the past do not set a good 
example. Except in two cases, as was explained earlier, the coefficient 
decreased in the period under consideration (I95O-I968). The increasing 
burden of financial outflows in the shape of profits and interest, 
amortization and debt repayment, together with the deterioration of the 
terms of trade, have affected investment rather than consumption. Inter
national co-operation could help to keep these outflows from exceeding 
all proportion as they have in the past. But of course that would not 
he enough. It is absolutely essential to adopt energetic and persever
ing internal measures to promote a steady rise in the coefficient of 
domestic investment recources.

This is unquestionably the most important and the most difficult 
task relating to the acceleration of development. In view of the expla
nations already given in the present report, it can he summed up in very 
few words. The Latin American economy is not saving enough to speed up 
its development as rapidly as is needful. Incentives could be provided 
to encourage saving and to improve the existing instruments for tapping 
the resulting resources, and the tax systems in force could be made 
more efficient and turned to better account as sources of capital forma
tion through the State.
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All this is important, but it falls short of the exceptional 
effort implied by a rapid increase in the coefficient of domestic 
savings, as postulated here. Why this assertion? Because we have 
reached the conviction that this objective cannot be attained in 
default of the vigorous mobilization of all the productive resources 
which the Latin American economy is wasting because of the vicious 
circle in which it is trapped.

Generally speaking, Land is inefficiently used; the same is true 
of capital goods: and redundant manpower is still left in the rural 
areas, while only a minimal proportion of the labour force that has migrated 
to the cities in the last two decades has succeeded in finding employment 
at a satisfactory level of productivity, and the rest has needlessly- 
gone to swell the ranks of the services sector. There is no need to 
dwell further on this problem. What is the vicious circle of which 
I spoke? The economy is at a deadlock. To put it succinctly, and with
out reference to the complex of factors mentioned above, the economy is 
not saving what it should because it is wasting its production potential, 
and that potential is being wasted because the economy is not saving more. 
Latin America must break out of this vicious circle. And that will be 
impossible without an initial "big push" to set the machinery of accelera
tion motion.

A key contention of the present report is that international finan
cial resources would make a valuable contribution to this start-off, pro
vided that they were invested in conformity with a clearly-defined and 
unswerving strategy. Such support would considerably lighten the initial 
capital formation effort; but even in default of it, the effort will have 
to be made, if the oppressive vicious circle is to be broken.

It is in the light of these considerations that the subject of the 
present section will be ex?imined. First and foremost the following 
question must be asked: if the vicious circle were broken and the expan
sionist forces of the economy were able to realize their potential, so 
that new investment opportunities were created, how far would a rise in 
the savings coefficient be spontaneously brought about? In other words, 
if the expansionist forces were curbed, saving may have been curbed as 
well. Should they be released, could saving increase of its own accord?

Presumably the mere fact that the product rose rapidly during the 
initial phase of the transition period would suffice in itself to increase 
marginal savings, as usually happens in such circumstances. But the 
effort needed to reach the requisit e coefficient would be so great that 
it could hardly be made unj.ess it were powerfully and deliberately stimu
lated. This is the point at issue. The question is how incentives to 
private investment and discouragement of non-essential consumption would
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have to he combined with tax and other fiscal measures that would tap 
some proportion of the additional income generated, in order to hasten 
the process of capital formation.

In other words, the problem to be faced is the delicate one of 
balancing these various means to the end pursued. Resource to taxation 
as an instrument of capital formation does not necessarily imply that 
the State will widen the radius of its direct economic activities. It 
is perfectly conceivable that the resources thus obtained might be chan
nelled into private enterprise, through suitable institutional machinery, 
and in the context of an investment programme under a development plan.
This point will be discussed later, but in the meantime some comments may 
be made on the encouragement of saving and private investment. Latin 
America has an interesting stock of experience in this respect which must 
be turned to account, but the scale of the effort required is so great 
that the imagination naturally looks for out-of-the-ordinary ways of reach
ing the goal in view.

We were asking a moment ago how far it would be possible to stimulate 
an adequate savings effort by means of the new investment oportunities 
opened up. This is a vitally important point where firms and enterprises
are concerned. How can they be induced to invest a bigger proportion of
their profits? Would tax measures to encourage investment and discourage 
the distribution of profits be enough?

How far could this mechanism be effective? Would it not incite to 
over-investment in labour-saving equipment, as seems to have happened in 
some cases in Latin America? This is a matter which calls for more careful
study. So does the following question. In view of the exigent demands of
the transition period, might not limits conceivably be set to the distribu
tion of profits, so that they could be used for investment, either in the 
same firm or enterprise or in others, or in public or private savings institu
tions? This measure is worth some thought, since it would allow production 
incentives to be reconciled with the need for capital formation and the
necessity of restricting the expansion of consumption during so difficult a 
period.

There is another observation worth making in connexion with the atti
tude of enterprises towards capital formation. We have urged the need to 
lengthen amortization periods and lighten debt servicing in order to adjust 
them to a country's external payments capacity. But this does not mean 
that enterprises, whether public or private, must necessarily be subject 
to the same terms. In most cases they might be able to carry heavier 
financial burdens. Full advantage would have to be taken of such possi
bilities, not, however, in order to generate yet another increase in 
remittances abroad, but with a view to building up more domestic resources 
for financing purposes.
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From another point of view, the IDB has carried out highly interesting 
studies on the promotion of capital markets in Latin America. These 
might he useful instruments for helping to increase the savings coefficient 
rather than merely to change the form in which savings were effected.

Consideration should also be given to other expedients with regard 
to saving in the middle and even some of the lower income strata. The means 
which might be efficaciously employed include, of course, the creation of 
capital markets and the more widespread use of instruments for tapping 
savings— such as adjustable bonds—  which have already been successfully 
tried out in Latin America, in cases where inflation had seriously weakened 
the propensity to save.

But would these methods he a sufficient spur to savings-consciousness,
or would new procedures also have to be resorted to? If a policy whereby
income could be increased quickly were implemented, would it not be possible 
to interest the staff of firms and enterprises in the idea of investing part
of the increase in their real income in shares or bonds issued by their own
or other firms? Here again new incentives would have to he considered. If 
the enterprises needed national or international public credit to expand 
their production system, could they not conceivably use a reasonable propor
tion of medium or long-term credit from such sources to offer their staff 
facilities for buying shares or bonds issued either by the enterprises they 
work in or by other concerns?

Elsewhere in the present report emphasis is laid on the importance 
of basically Latin American multinational enterprises in the integration 
process, and on the role of the IDB in promoting them. The idea of exploring 
this possibility in relation to enterprises that would mean so much for 
Latin American life is certainly alluring. If they were not to he exposed 
to the temptations associated with monopolies, however, it would be indis
pensable for their establishment to go hand in hand with commitments to 
reduce the external tariff by gradual degrees, until a point was reached 
that would facilitate competition from the rest of the world. It could 
thus be brought home to entrepeneurs and workers alike that the source of 
profit must he efficiency, not protection. This of course is equally 
applicable to enterprises operating at the national level.

Needless to say, this is not the only way in which saving could be 
encouraged in the middle and part of the lower strata. As pointed out 
elsewhere in the present chapter, even the latter could be drawn into the 
savings effort, mainly through low-cost housing incentives.

Increased capital formation in all the social strata should depend 
not only upon the encouragement of saving and investment, but also upon 
the discouragement of certain forms of consumption of which mention has 
already been made. Taxation is an appropriate instrument for this 
purpose. But it is not the only one. It is somewhat paradoxical that
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here in Latin America, where there are so many unsatisfied investment 
requirements, incitements to consumption have continued to proliferate 
in wide variety. They axe provided partly by mass communication media, 
and partly by the constantly increasing consumer credit facilities 
that enable the higher and middle income groups — which are 
those that benefit by them most-- to use a significant propor
tion of the community's savings potential for expenditure of 
this type.

Reference has been made to the importance of taxes as an instrument 
of capital formation. The taxation picture in Latin America is far from 
uniform. There are some countries in which tax pressures are unquestion
ably severe. In others a margin of tax potential is still available, and in 
others again — though these are 'fewer—  the tax burden is moderate. And this 
last group includes some very interesting cases in which the State has 
managed to mobilize increasing resources by means of savings certificates.

The vicious circle in the Latin American economy also affects the 
State. Reactivation of the economy would permit of a considerable increase 
in tax revenue, thus creating the right conditions for certain adjustments 
which would make for a more equitable distribution of the tax burden. The 
progress made in tax organization and administration in several countries 
during recent years is deserving of mention. But tax evasion, although 
less widespread than before, continues on a considerable scale, and this, 
apart from its intrinsic effects, is a factor making for inequity.

Consequently, the acceleration of the growth rate of the product and 
the aforesaid tax adjustments would enable the State's financial resources 
to be appreciably increased. But this is only one side of the picture; 
the other is expenditure and investment, to which brief reference will next 
be made.

The State should invest on a large scale in economic and social infra
structure, both because of the requirements implicit in the social integra
tion of the under-privileged masses, and because of the need to lay broad 
foundations for the expansion of economic activity. It will also have 
to increase its social expenditures — especially on health and education—  
and, of course, to keep up with the natural growth of other current 
expenditure.

The State has been compelled to expand its current expenditure in 
order to absorb redundant manpower. And this has been prejudicial to 
investment in infrastructure and social expenditure. If the lack of the 
required degree of dynamism was gradually made good, the State would be 
able to regulate such current expenditure more satisfactorily, so as to 
rationalize the distribution of its resources. It could not, therefore, 
shirk the development discipline of which we have spoken. On the contrary,
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it would have to give this discipline expression in a clearly defined 
programme of expenditure and investment, based on an order of priorities 
consonant with the national development strategy.

In several Latin American countries workers are paid less by the 
State than by private enterprise, and this situation — apart from what it 
implies from the standpoint of equity—  has made for a loss of efficiency.
To restore the level of efficiency is an indispensable requisite.

Alongside public enterprises which operate normally in Latin America, 
there are others which are inefficiently run. This affects capital 
formation and economic development; and its importance is all the greater in 
the case of enterprises concerned with basic services or operating at key 
points in the system of production.

But the deficit shown by such enterprises is not always a symptom of 
mismanagement. In many cases it has been impossible to increase tariff 
rates, however justifiable it would have been to do so, and this is often 
on account of understandable social considerations or economic development 
aims. The deficit orginating in this way may have a demoralizing and 
distrubing effect on the operation of the enterprises concerned, leading 
to further disequilibria whose financial implications adversely affect 
capital formation and the role of the enterprises in the economy.

If the State considers that it ought to subsidize the price of 
certain public services, it should do so explicitly, transferring the 
resources directly to the enterprises in order not to distort their 
operation. It is true that in many instances the enterprises themselves 
want reorganizing, and well-defined objectives need to be established, 
together with management criteria.

In these brief remarks, it is impossible to pass over the concern 
aroused in Latin America by the serious defects generally characterizing 
the social security system, both because of its own intrinsic flaws, and 
because of its high administrative costs. The adverse repercussions of 
these deficiencies would be all the greater if the system were extended, 
as it should be, to the whole of the rural and urban masses. As in the 
preceding case, the financial deficit thus generated militates against 
capital formation.

Elsewhere in this report stress has been laid on the necessity of 
applying the spur of competition and gradually reducing excessive protection 
in order to induce private enterprise to improve its productivity. A great 
deal of productivity potential is wasted, and consequently substantial 
possibilities of capital formation are thrown away.
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It is not only capital formation in itself that is at stake, however, 
hut the capital goods in which it must take concrete shape. If the 
inevitable import substitution policy continues to be implemented at the 
national level, the cost of those goods which will have to be home-produced 
on a very large scale will be extremely high, and this will add to the 
difficulties of the capital formation process.

In other words, it is essential that Latin American prices — beginning 
with those of intermediate and capital goods, which have so direct an 
incidence on production costs—  should draw progressively closer to 
world market quotations; not merely for the foregoing internal reasons, 
but so that Latin American industry can enter the world market on a 
competitive footing.

It is often said that Latin America's internal nrice system needs 
to be made more fluid and efficacious. Perfectly true. But it is 
generally forgotten that a necessity for that purpose is a close linkage 
with the world market price system.
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D

The technique and political art of development

The effort entailed in giving the economy the requisite additional 
dynamism will be very great and very complex. This has been emphasized 
over and over again. Now, at the end of this chapter, we must ask 
ourselves whether in advocating this effort we have not been guided by 
the tenuous thread of a visionary ideal. Can such an effort possibly be 
made in Latin America? And, at the same time, will it be possible to 
induce the industrialized centres to adopt a clear-sighted policy of 
international co-operation?

The world would have made very little headway if the triumph of an 
idea had been fought for only when the probabilities of success were great. 
Conviction is what matters, and it is with deep-rooted conviction that I 
write these pages. They are a summons to rationality and foresight. They 
are addressed to the holders of a whole range of opinions. To those who 
do not want change, in order to show them that it will come in any event 
— since the Latin American economy cannot go as it is, with its present 
seriously inadequate degree of dynamism—  and to open their eyes to the 
supreme importance of the political and social cost of failing to bring 
the changes about in time. To others, who are convinced of the need for 
these changes, in order to discuss with them the inexorable demands of 
hard fact and to look calmly and objectively at the political assumptions 
underlying the various methods of influencing economic forces. And to 
those who want to destroy in order to rebuild on new and radically different 
lines, so that their model can be considered in relation to those inescapable 
terms imposed by reality itself, and to certain imperative demands of the 
present state of world affairs. Rationality and foresight are indispensable, 
it must be repeated, both in order to transform and in order to rebuild.

But there is no need to go so far. We should not allow the turmoil 
of politics and ideological controversy to trouble us too much, because 
in Latin America there is a substantial fund of common sense, and in this 
patrimony the masses too have their share. I am certain that a clear, 
honest and persistent presentation of the great problem of development 
can clear the way for new ideas. New ideas which will enable each of the 
social groups to understand that the discipline asked of it will not be 
in vain.

I do not think it fanciful to suppose that a large measure of agree
ment can be reached on basic points in a development strategy, especially 
on those which cannot be side-stepped if the necessity of accelerating 
development is universally recognized. In any case, a vast field of major
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differences would still remain, chiefly in connexion with the ways and 
means of distributing the "burden of capital formation entailed "by develop
ment. It would be well worth while even to reach agreement on the need 
for this capital formation and on the proportions it should attain. I 
should like to think that this will be possible if action at the national 
level is governed by a strong sense of continuity and a clear-sighted 
view of the future.

And also insight into the present and its immediate needs. A 
strategy which shelved these questions would not be politically viable.
It is a great temptation to establish targets for ten years hence and 
demonstrate their feasibility with the logic that will then be valid, 
not with the logic of today, and today's pressing demands. Hence the 
present report emphasizes the necessity of starting this strategy with 
an expansionist policy which, while taking into account the immediate 
needs that will not brook delay, will at the same time initiate the 
far-reaching measures which will gradually bear fruit in the course of 
the decade. Of this decade — I would insist with strong conviction— , 
this decade that has already begun.

I should also like to see new impetus given to national strategies 
and to their co-ordination at the Latin American level. I am not blind 
to the great difficulties that have to be surmounted, but neither do I 
fail to recognize that time will not solve problems of its own accord, 
but, on the contrary, steadily makes them worse. This is exactly what 
has been happening in Latin America.

If wait we must, let us not wait too long. This I say also to the 
decision makers upon whom the new turn to be taken by international 
co-operation will depend. In default of a long-term view of trade and 
financial questions, the basic assumptions of our hypothesis would have 
to be drastically overhauled. It would no longer be a matter of slipping 
new equations into the computer, but of changing the political assumptions; 
and perhaps of taking the extreme way out represented by development through 
coercion. Only the trouble is that in the course of formulating this new 
hypothesis certain inescapable requirements, both internal and relating to 
international co-operation, would once again present themselves.

The object of this study is also to call for rationality and foresight 
at the inter-Latin American level. It is to be hoped that the more advanced 
countries, in their relations with those that are less developed, will in
creasingly be prompted by basic principles of economic, political and human 
solidarity.

Let me now bring a little grist to my own mill. I believe that ECLA., 
together with the Insititute, which operates under its sponsorship,
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must resolutely enter upon another stage which will extend their radius of 
persuasive influence to the maximum- It is not enough to conduct research 
and present substantive reports to governments. This is very important 
work, of course, and it must be done, and carried into new fields. Neither 
is it enough to train a select group of economists in development techniques 
and strategy. These boundaries must be crossed with determination. We must 
reach the men who are active in politics, in the economy, in the trade 
unions, especially those who belong to the rising generations: the men who
move in other spheres of thought and action. With all of them opportunities 
of fruitful dialogue must be sought. Not mere Socratic dialogue — stimulating 
as it is in itself—  but such dialogue as may culminate in the discovery of 
common ground, in a pragmatic consensus of opinion conducive to the action 
that can no longer be put off.



Chapter V

INTERNATIONAL CO-OPERATION AND DEPENDENCE 
1. Concepts of primary importance

(a) The international co-operation picture
As was remarked elsewhere, considerable progress has been made in 

recent years in international co-operation, but mainly in the intellectual 
field. Only to a limited extent have the developed countries adopted the 
major decisions which must go to shape a genuine co-operation programme.

Such decisions are, of course, of a political nature, and while 
some countries have adopted them or are intending to do so, others, in 
particular the United States, find serious difficulty not only in ex
panding their programme but even in preserving its continuity. Neverthe
less, recognition must be accorded to what has been achieved in relation 
between the Latin American countries and the United States.

Encouraging signs of a measure of progress are already visible on 
the horizon. Through the Special Committee on Latin American Co-ordinat
ion (CECLA), the Latin American countries are able to speak with a single 
united voice in the affairs of the hemisphere. With the help of sound 
technical advice, CECLA has begun to strengthen the position of the devel
oping vis-à-vis the developed countries. The United States in turn 
seems to be reacting constructively, inasmuch as it has begun to eliminate 
some of the impediments to co-operation on its part and to allow its loans 
to be used for making purchases in Latin American markets.

Another step forward that deserves mention is the United States' 
announcement of a new policy of channeling more of its aid through multi
lateral than through bilateral conducts. Care should be taken, however, 
to see that the increase in multilateral contributions does not signify 
a decrease in the total inflow.

In all fairness, likewise, certain favourable events in recent 
years must be underlined. The Inter-American Development Bank (IDB) has 
opened up new channels and fulfilled highly important functions; and a 
very promising field of action lies ahead of it. The Inter-American Com
mittee on the Alliance for Progress (CIAP) represents a valuable exper
iment in new ways of coming to an understanding and new lines of concrete 
action, which will have to be further developed on a liberal scale. The 
Agency for International Development (AID) has rendered effective services 
to the Latin American countries, especially in respect of the financing of 
programmes. A substantial technical assistance effort has been made. More



-  134 -

recently, at the last meeting of the Inter-American Economic and Social Coun
cil (IA-ECOSOC), Special Committee for Consultation and Negotiation was set 
up, which may prove of great efficacy in relations between Latin America 
and the United States. And, above all, the basic principles of the Charter 
of Punta del Este still hold good. The principles themselves must not be 
confused with the attempts that have been made to put them into practice.

Be this as it may, further advances could perhaps be made if a clear 
distinction were established between the conception of an international co
operation policy and the specific measures adopted to implement it. What 
is essential is that the policy and its objectives should be defined, even 
if present circumstances are such that the measures cannot take concrete 
and appropriate shape in all cases until later on. Thus the progress a- 
chieved in the realm of ideas can be consolidated and the lessons of ex
perience turned to account, both in operations and in institutional ma
chinery .

In the light of experience, it would seem extremely important for 
the measures comprised in an international co-operation policy not to be 
of a residual character, but to be assigned a high order of priority in 
the developed countries.

However, temporary circumstances must not be held responsible for 
everything that is happening. Certain attitudes exist which for some time 
past have been hindering the crystallization of an international co-opera
tion policy. There are many who seek in such a policy instruments for ne- 
tiating with the Latin American countries and obtaining economic or polit
ical benefits as and when occasion arises. Thus, co-operation would not 
be prompted by the intention of genuinely helping to speed up the accel
eration of the Latin American countries* development. In this connexion, 
it is consoling to note that none of the reports mentioned in Chapter I 
contains even a remote suggestion of views like these. But there can 
be no doubt that they still exist and that their roots still strike deep.

The United States and the other developed countries could not pos
sibly be expected to sacrifice their own national interest to such a co
operation policy. It would be idle to suppose that any country would do 
so, however strong its moral sense. Everything depends on the concept 
of national interest itself. It would have to be based not short-term 
considerations, but on the sort of long-term outlook which is needed in 
all the fundamental problems of community life. An outlook farsighted 
enough to discern a great deal of common ground between the national in
terests of the countries offering co-operation and those of the countries 
receiving it.

One of the great merits of the Peterson report is that it recognizes 
the need for adopting this long-term outlook and dismissing considerations 
of immediate interest. "This country," it says, referring to the United
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States, "should not look for gratitude or votes, or any specific short-term 
foreign policy gains from our participation in international development.
Nor should it expect to influence others to adopt United States cultural 
values or institutions. Neither can it assume that development will neces
sarily bring political stability. Development Implies change--political 
and social, as well as economic--and such change, for a time, may be dis
ruptive" .

And the report goes on to stress those long-term objectives with re
gard to which the interests of the developing countries and of the United 
States are the same: "the building of self-reliant and healthy societies
in developing countries, an expanding world economy .from which all will 
benefit, and improved prospects for world peace". i/

(b) The autonomy of development

Where the Latin American countries are concerned, the intention to 
develop their economies is closely linked to a consideration whose import
ance is beyond question: the compatibility of international co-operation
with an unequivocal sense of autonomy in decision-making. Concern is thus 
aroused by the possibility that external loans may involve conditions which 
violate this autonomy. Naturally, a country must make its decisions in 
line with what its own interests counsel, and taking into account its rela
tions with other countries, in the light of that long-term outlook to which 
reference was made in the preceding section. But it should not tailor them 
to the short-term demands of a commercial or financial negotiation.

In default of this autonomy in decision-making it would be impossible 
to work out politically sound and stable formulas, however palpable were 
the direct effects of international co-operation measures.

Up to a point, the image of the past is still projected into the pre
sent. In the days of outward-looking development, significant contradictions 
between international action and the nature of that development seldom arose. 
But the Latin America of today is no longer that of yesterday. The Latin 
American peoples have a different concept of the world they live in, and 
cherish different aspirations. And the world in which they live is constant
ly changing. From the economic standpoint, these countries used to consti
tute a sort of prolongation of the industrialized centres--their periphery--, 
and here the developed countries came to purchase the primary commodities 
they needed; there was no such thing as a trade policy problem. And invest
ment was effected, in one way or another, in relation to primary exports;

l/ See U.S. Foreign Assistance in the 1970s: A New Approach. Report to 
the President from the Task Force on International Development (U.S. 
Government Printing Office, Washington, D.C. March 1970), p.2.
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there was no such thing as a financial co-operation problem either. Nor 
were there complex internal development problems. Outside the activities 
linked to foreign trade, the bulk of the population--except in a very few 
instances--stood passively aside while economic development passed them by.

The ruling groups in the Latin American countries fitted into the re
quirements of this phase of development. Sporadic conflicts might arise, 
but they did not affect the underlying coincidence of interests between the 
industrialized centres and the Latin American periphery. No serious con
tradictions emerged, nor did the beguiling image of other economic and 
social systems beckon from the horizon.

This outline description suffices to point up the contrast between 
those days and the present time. Nowadays it is difficult to export, 
owing to the effects of technical progress and the protectionism prevail
ing in the industrialized centres; a strenuous and tenacious effort is 
needed in order to sell them manufactured goods, and it must be made with
out lapsing into new forms of dependence. Foreign capital is needed, but 
this time for internal development.

Internal development poses problems which could hardly have been 
glimpsed in the past. Not only economic problems, but also problems of 
a political social and cultural character. There is the population ex
plosion to reckon with. And new forces are emerging, mainly in the middle 
strata of society, which have expanded considerably. It is mainly from 
these middle strata that the men who are striving to transform the Latin 
American economy have been coming to the fore. Not in vain have long de
cades gone by. These men— who are not very many, but whose significance 
is great--are conscious of their own worth, of their ability to learn and 
assimilate things that others can do and to assume their own responsibil
ities. They are tired of being background figures on the development 
stage. They want to be leading actors. They are animated by the very 
legitimate desire to achieve something better than peripheral status.

Unless due allowance is made for this maturation process which has 
been taking place mainly in the middle strata of the Latin American soci
eties, it is impossible to understand certain apprehensions increasingly 
aroused by foreign private investment. Nobody could question the useful
ness of such investment when, in addition to bringing in financial re
sources on reasonable terms, it introduces technologies which are needed 
for the type of development aimed at, and which for the moment are inacces
sible to Latin American industry. But it is essential that foreign private 
investment should help to overcome the technological and financial handi
caps of Latin American enterprise, rather than make for ther perpetuation.

What might at a superficial glance seem like hostility or antagonism 
to foreign private capital is at bottom an expression of the sense of eco
nomic and social upward mobility among the dynamic elements in the Latin



-  13T -

American community. Social mobility is not a question of education and 
technical training along, but also of tangible possibilities of learning 
to do what the technicians from abroad can do already. It signifies the 
definite idea that the nationals of any given country are not debarred from 
the opportunity of assuming their own responsibilities and developing their 
aptitudes at all technical and economic levels. This calls for energetic 
national promotion measures, and in addition, on the part of foreign private 
investment— wherever it is needed--, new attitudes of willingness to offer 
openings for the initiative and creative ability of the people of the coun
try concerned, by means of new formulas which were not and had no reason 
to be dreamt of in the past.

Just as real social mobility is of great importance both for the 
acceleration of economic development and in the political evolution of the 
Latin American countries, it also has a significant part to play in the de
vising and establishing of patterns of international co-existence different 
from those prevailing today.

The United States is a geographical, economic and political reality 
in this continent, with which Latin America must come to a sound under
standing. On both sides a clear-sighted and systematic effort is needed.
I do not think that this essential objective would be attainable if foreign 
private enterprise, by virtue of its very financial and technological supe
riority were to make its way progressively into all those fields of action 
which offer the most attractive prospects, whether in relation to internal 
development or in connexion with the advance towards a Latin American com
mon market. Left to its own resources, Latin American enterprise would be 
unable to stand up to the superiority in question, and would fall behind 
completely in the absence of a firm supporting policy. Hence the impor
tance of finding appropriate formulas for partnership or combination of 
interests with foreign private enterprise in cases where its admittance 
is deemed necessary or desirable.

Precisely because the aforesaid modus vivendi must be arrived at 
and must cover the whole set of reciprocal relationships, this delicate 
matter must be discussed in the clearest terms possible. If a policy of 
support for Latin American enterprise were not applied, the infiltration 
of foreign investment would become impossible to control. And if this were 
to happen under a system of North-South preferences which increasingly chan
nelled Latin American trade towards the United States, the economic results 
might be spectacular for the moment; but the bases of political co-existence 
would be very seriously undermined.

The conjunction of the trade and financial interests of the Latin 
American countries with those of a hegemonic centre, as in the system of 
outward-looking growth, could not be reproduced today. Sooner or later, 
such constellations would be doomed to destruction, perhaps with serious 
attendant upheavals. For far from ensuring equality of opportunities for
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national enterprise, they would keep it at a disadvantage indefinitely.

This point may he further stressed by means of an analogy. A country 
in which education is accessible only to a few does not offer equality of 
opportunities in the economic development process, however loudly it may 
raise the cry of education for all. The same applies to foreign investment; 
there will be no equality of opportunities for domestic enterprise in de
fault of an enlightened policy designed to put the region on an equal tech
nological and financial footing.

In this connexion, the primary thesis of the present chapter is that 
it suits the permanent interests of Latin America to discover new formulas 
for harmonious co-existence with the United States and the rest of the de
veloped world. It is also in the interest of the industrialized countries, 
and this forms part of the same thesis. If such formulas are not discov
ered, and the inferiority of domestic enterprise becomes more and more mark
ed, the resentment and frustration of those who are capable of assuming 
responsibilities and playing their proper part in development might be re
flected in political disturbances, since they would have plenty of popular 
backing, which would be all the stronger, the farther the process of social 
integration of the under-privileged masses had advanced.

Not in vain has Latin America participated, and is continuing to 
participate, in a contemporary upsurge of cardinal ideas on political ev
olution, equality of opportunities, national responsibility and autonomy 
in development. Great as may be the difficulties encountered in putting 
these ideas into practice, they could only be dismissed at a heavy polit
ical cost.

Nor has the experience of other economic and social systems lacked 
significance for Latin America. Although in the past it seemed a Utopian 
fantasy to think of approaching, if not attaining, the level of technology 
of the countries in the vanguard of progress, it has now been proved that 
this fantasy can become a reality. Two centuries of ever-advancing in
dustrial revolution can be short-cut if the developing countries show a 
firm determination to do so. Peoples which were formerly ignorant and 
oppressed are now being found to possess an enormous latent potential of 
imagination and creative ability, which are essential ingredients of tech
nology, development and agriculture. The Latin American countries are not 
as far as they were from their own industrial revolution. It has already 
begun. All that is lacking is to define what they want it for and in 
what form they want it.

It must be acknowledged that ideas of this kind on the role of 
foreign private enterprise take time to find acceptance. This is not 
tine of international technical assistance. Its underlying principle is 
precisely the idea that a country which is unfamiliar with certain tech
niques essential for its development should be visited by experts who can
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teach, it the techniques in question. Nobody supposes that these experts 
are to remain permanently in the country to do work that its own nationals 
cannot. Their mission is to show the local technicians how to do it. But 
this objective is usually overlooked when foreign private capital is con
cerned. Naturally enough, such capital is attracted by the possibilities 
of making profits, and this must be the point of departure for any relevant 
formula. But it is not incompatible with arrangements for an appropi-iate 
combination with domestic enterprise on lines that will guarantee this 
latter training in the requisite know-how- This will ensure fruitfull, 
co-operative relations in the future.

(c) Development as a transitional phase
It is not surprising that matters should stand thus, since the in

fluence of the past is still very strong. The peculiar nature of Latin 
America's development phenomena is not always understood outside or even 
inside the region. They are phenomena pertaining to a phase of transition. 
The economy is neither what it was yesterday nor what it will have to be 
tomorrow. To reach this future stage it needs international co-operation. 
The position of the developed countries is different. Even a small one has 
at its disposal a capacity for domestic saving which enables it to continue 
growing at an even pace without needing to resort to foreign capital. It may 
or may not wish to do so for financial or technological reasons, but its rate 
of development does not depend upon a regular inflow of international funds.

The same applies to foreign trade. The developed countries, thanks 
to their own economic structure, move on a plane of interdependence. The 
continuance of their development is not contingent upon a change in other 
countries' trade policy--as is the case in the developing countries--, 
since they are all integral parts of a machinery which operates effectively, 
and which only needs to be watched and gradually adapted to the changes that 
take place. Size does not enter into the question. However important a 
country's dimensions may be at the military and political levels, it is 
equally true that at the level of the world economy, there is seldom any 
strict correlation between differences of size and a country's degree of 
autonomy, that is, its ability to make decisions without outside interven
tion.

In all these respects, there is a marked contrast between developed 
and developing countries. The former have established a network of eco
nomic relationships in which the risk of arbitrary decisions is consider
ably reduced. In the field of foreign trade, for example, there is the 
contractual system of the General Agreement on Tariffs and Trade (GATT), 
which embodies principles worked out in the course of long experience.
Among the various developed countries a certain balance of benefits exists, 
which none of them can disturb at will without suffering adverse effects, 
either under the GATT system or through the very interdependence of trade 
relations. Something similar has been happening with respect to inter
national monetary affairs.
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The implications of this should he thoroughly understood. By virtue 
of their own economic structure, the developed countries of small and medi
um size feel no need for the larger countries to adopt special measures for 
their benefit, but participate in the steadily expanding world trade flows, 
to whose changing requirements they adapt themselves. Very different is 
the situation of the Latin American countries in the transitional phase 
through which they are passing. They are not in a position to gain by par
ticipating in the major world trade flows. They are largely dependent upon 
the decisions adopted by the developed countries for the reduction or re
moval of the impediments that hamper their export trade in primary commod
ities . And they are likewise dependent upon the developed countries where 
their exports of industrial products are concerned, since in addition to 
their own endeavours they need special measures to offset the competitive 
disadvantage at which they find themselves in the world market at present.

Thus, the countries of Latin America, like the other developing 
countries, are in a peculiar position in the world trade complex. This 
is why the application of GATT principles has not signified the same 
guarantees for them as for the advanced countries. What is more, it is 
no exaggeration to say that if at any time one of the developed countries 
has wished to deviate from those principles, there has been nothing to 
stop it from doing so.

To eliminate the disadvantages under which the developing countries 
are labouring, their own efforts alone are not enough. The co-operation 
of the industrialized countries is an inescapable necessity, and will con
tinue to be so until the two groups have built up between them a trade 
structure which will guarantee a relative balance of reciprocal benefits 
such as already exists among the developed countries. Hence the supreme 
importance of joint action on the part of the Latin American countries 
within their own hemisphere and, in concert with the other developing re
gions, at the world level.

There can be no doubt that reciprocal benefits do attach to the 
expansion of trade between the countries of Latin America and the devel
oped countries. The unhindered development of trade would be advantageous 
to both groups from the outset. Here as in other respects, however, it 
is not long-term considerations but immediate interests that usually pre
vail. What generally carries the day is the opposition put up by specific 
activities in the developed countries which might be affected by the growth 
of the developing countries* exports. It is true that these exports would 
be encouraged, and that the aforesaid benefits of world trade would thus 
be secured. But they are potential benefits, not immediately visible or 
palpable. The influence exerted by interests which fear they may be in
jured is therefore disproportionate.

On the contrary, once a new trade structure had been established, 
and the period of transition left behind, the interplay of reciprocal
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advantages would be plainly evident. In the meantime, the developing 
countries will continue to be dependent on the goodwill of the developed 
countries. This dependence is not imputable to trade in itself, but to 
the fact--which must be stressed yet again--that the structure of inter
national trade has undergone no change in response to the direct and in
direct impact of technical progress. Thus, the problem lies in trans
forming it until it ensures that practical balance of reciprocal bene
fits by which trade among the developed countries is characterized.

The transitional period through which the Latin American countries 
are passing is therefore marked by certain relationships which, however 
different from those existing in the past, are still forms of dependence, 
in the domain of trade and finance as well as at the technological level. 
What the Latin American countries should seek to do is to modify this 
dependence by gradual degrees, without waiting until they reach the stage 
at which they can be termed developed countries. If the process is to 
acquire certain basic attributes other than those of a strictly economic 
nature, the modifications in question must be introduced during the tran
sition period itself, not after it is over. Hence the importance of 
multilateralism both in financial matters and in trade.

2 . International financial co-operation

(a) Political importance of multilateralism

Where finance is concerned, multilateralism means that the granting 
of financial resources depends in each specific instance on the decision 
adopted not by a single country, but by a group. The Inter-American Devel
opment Bank (iDB) and the International Bank for Reconstruction and Devel
opment (IBRD), with its affiliated organizations, afford cases in point.
The idea that these multilateral institutions should be used as the means 
of channelling an increasing proportion of financial resources is gaining 
ground.

This idea is one which the developing countries have long been 
striving to propagate. It has been taken up in all the reports mentioned, 
as representing an objective to be attained by progressive degrees. The 
Government of the United States has also endorsed it. Furthermore, the 
Peterson Report suggests that even United States funds for bilateral aid, 
to be extended through an autonomous institution, should be channelled 
within a multilateral framework.

Undoubtedly, this represents a significant step forward, inasmuch 
as neither IDB nor IBRD has anything to do with the immediate political 
interests of the countries that provide financing. But it must not be 
forgotten that these countries virtually hold the power of veto in the
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institutions named. Whatever might be the arguments in favour, it would 
be unrealistic to suppose that matters could be otherwise, at least for 
a longer period than the present study envisages. Were it not so, more
over, the indispensable expansion of the flow of resources might be 
seriously jeopardized. Other ways of tackling the problem must therefore 
be sought.

First and foremost, mention must be made of the experience of IDB. 
During the first ten years of its existence it has done a very great deal 
to promote Latin American interests. In reality, in an international 
credit institution, neither the developed countries supplying the resources 
should take precedence over the countries receiving them, nor vice versa. 
What is needed is to arrive at a consensus, and that is no easy task. I 
believe IDB is managing to accomplish it. In this respect moral authority 
is as important as technical competence.

Consequently, it seems to me that convergent action on the part 
of IDB and of IBRD would be a significant factor in the practice of multi« # 
lateralism in Latin America. As I have just pointed out in another text,-/ 
IDB possesses a telluric virtue: it has deep roots in the Latin American
countries, and sees men and events in the region in a light in which nat
urally only Latin Americans can view them.

This last point is of great importance in relation to the analysis 
of development plans and of progress in their implementation. The idea 
of planning is tacitly or explicitly accepted in the reports to which ref
erence has repeatedly been made. It is now strongly supported by IBRD as 
well. But this task of analysis has always posed a delicate problem. A 
development plan is the expression of a country’s development strategy, 
and strategy is of course a private matter, a manifestation of an autonomy 
which must be inviolable. On the other hand, international credit insti
tutions could hardly earmark resources for the financing of a plan without 
analysing its content, without making sure that the use to which those 
resources are put will really contribute to the more rapid attainment of 
the stage in the development process at which it can be carried on without 
special international co-operation measures.

As already stated, in the past two decades external resources have 
not helped the Latin American countries to draw gradually nearer to this 
objective; nor have convergent internal development measures been adopted, 
at any rate on an adequate scale. The mobilization of domestic resources 
has not been stepped up, and the external bottleneck has certainly not been

2/ See my introduction to Una década de lucha por América Latina. 
La acción del Banco Interamericano de Desarrollo (Fondo de 
Cultura Económica, México, 1970) .
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relieved, to say the least. Essential importance must be attached to these 
two objectives in the analysis of a plan. What is more, they are among the 
aims which justify the need for planning, both from the standpoint of the 
Latin American countries and from the angle of the international credit in
stitutions .

Although these aspects of the problem seem straightforward enough, 
they are not really so, for the mobilization of domestic resources and the 
relief of the external bottleneck would alike require a number of internal 
measures in respect of which the risk of intervention in what is exclusively 
the business of the country concerned could not be obviated altogether. In 
the light of their experience, the international credit institutions have 
been able to establish certain evaluation criteria. But there is not al
ways a clear-cut dividing line between objective and subjective considera
tions. Accordingly, the definition of such criteria and their application 
to individual cases should be the object of mutual agreement, so as to en
sure that national autonomy is not impaired.

No formulas exist in which the solution of this problem could be 
crystallized once and for all. But it must be recognized that the ex
perience of the institutions referred to has been very valuable. It has 
taught many lessons. If we call to mind the opposition put up to indus
trial development, the doctrinarian objections to planning, the reluctance 
to issue loans to public enterprises on grounds of principle, and other 
attitudes such as, for example, those which formerly prevailed with regard 
to inflation, we can see how long a road has been travelled. Much more is 
now known about development problems than before, and extremely able per
sonnel have been formed in the multilateral institutions. But perhaps the
time has* come for these institutions to share with others the responsibility 
of analysing development plans.

(b) The practice of multilateralism

Just as governments are jealous of the autonomy of their decisions, 
so also are the international credit institutions, for they could not tol
erate outside influence in the exercise of their power to take those fi
nancing decisions which are pertinent to their nature and their responsi
bilities .

These institutions, however, should avail themselves of the author
ized opinion of experts who are neither on their own staff nor dependent
upon the governments whose plans are under consideration. The Interna
tional Bank for Reconstruction and Development has just given proof of its 
receptivity to outside opinion by asking a group of independent personal
ities to give their views on the form that international co-operation 
should take. This was the origin of the Pearson Report. And the present 
report, requested by IDB, bears witness to the same tendency. Of course,
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the institutions in question are under no obligation whatever to accept 
these opinions. They are obviously entitled to endorse them, modify them 
or dismiss them altogether.

The desirability of hearing these independent views which do not 
necessarily reflect the opinions of governments and credit institutions 
was the consideration borne in mind in the Charter of Punta del Este, when 
a group of experts was established to review development plans submitted 
by the Latin American countries for the purpose of obtaining international 
financing. Thus the "Panel of Nine", as it was called, came into being.
The weakness of that group was largely due to the concern evinced to pre
vent it from becoming a supra-national agency, which had never been any
one's intention. It was not an organic body, and lacked the indispensable 
cohesion.

To this innate defect was added another, possibly more serious.
Owing to what was perhaps over-anxiety to ensure the complete independence 
of the group, it did not include representatives of the international cred
it institutions that had to grant the resources for financing plans.
The unwisdom of this exclusion was soon demonstrated by facts . Because 
of it, the Panel could not invoke the authorized opinion of the repre
sentatives of the institutions in question. And these agencies went on 
making their own analysis, which took precedence of those of the Panel of 
Nine, and which, from a practical standpoint, were much more important, 
since upon them the granting of financial resources depended. I have ob
served a justifiable anxiety on the part of the Latin American governments 
to avoid the duplication of plan evaluations, inasmuch as this double fil
ter through which their aspirations are screened may be not so much a help 
as a hindrance in obtaining development resources.

In any event, it may well be asked, in the light of this recent ex
perience, whether the Latin American governments might not appropriately 
consider the desirability of establishing multilateral groups of recognized 
technical competence to review their development plans and their require
ments in respect of international financing to facilitate plan implementa
tion. To be effective, and to obviate the risk of duplication, the groups 
would have to include experts representing the financing agencies . They 
should comprise, on the one hand, experts from IDB, from IBRD, and from 
the Development AID Committee (DAC), representing the countries members 
of the Organization for Economic Co-operation and Development (OECD), as 
well as from the International Monetary Fund; and, on the other, experts 
independent both of the governments and of the international financing 
agencies.

In this connexion, it would be essential for the credit institution 
experts to be empowered to make commitments on behalf of their agencies at 
the technical level, in order to pave the way for their executive organs 
to take the necessary decisions with respect to granting the development 
funds required.
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The verdict of these groups on each of the development plans reviewed 
would he submitted to the consideration of CIAP, an agency in which, by its 
very nature, political points of view might carry weight, as well as tech
nical considerations. Needless to say, however greatly CIAP might be 
strengthened in this way-- which is a very important point--, the final 
decision would have to be made by the international credit institutions in 
question.

It would also be highly advisable for the expert groups to take part 
in the annual analysis of the progress made by the various Latin American 
countries in the implementation of their development strategies and plans. 
Their opinion would be of great value to the members of CIAP, who could 
then base their pronouncements on this impartial technical analysis, with 
due regard to broader political considerations.

To ensure proper linkage between the expert groups and CIAP, it 
would be an excellent thing for them to have the same Chairman, by which 
means the indispensable liaison between the technical and political levels 
would be established in the most natural way.

Through their periodic reports on the development of Latin America 
and its problems, the expert groups should also help CIAP to fulfil its 
delicate functions with maximum efficacy. Experience suggests that the 
positive action of such groups would depend essentially upon their power 
of persuasion at different levels. It would be all the greater if every
thing that might smack of monitoring were eliminated, so that emphasis was 
placed on the group's true nature as a body of experts co-operating with 
countries in the study and solution of their development problems. This 
would help to avert all anxiety on the grounds of dependence or subordi
nation in negotiations for international financing.

The following would be another very important function of these 
groups of experts. In recent times, various ideas have been put forward 
as to the need for a technical body--operating, of course, at the level 
of the United Nations--to discuss development problems and international 
co-operation and to formulate the relevant recommendations. Members of 
the technical groups could contribute their experience in Latin America 
to the deliberations of such an international body, in addition to that 
of the regional agencies of the United Nations and the Organization of 
American States (OAS).

One further observation is worth making here. If plan financing 
is to be obtained, it is only natural that the development plans should 
be analysed by those who have to assume the responsibility of granting 
resources. Much the same thing applies to major projects: credit in
stitutions study the payments capacity and the financial policy of the 
country concerned before adopting decisions.
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Any given country may legitimately be anxious to see that this 
analysis does not lead to results which may violate its sovereignty.
Such risks are largely— if not altogether--obviated in the case of a 
multilateral analysis effected with the balanced participation referred 
to in the foregoing pages. It is understandable that in specific cases 
the path of bilateralism may be chosen on the grounds that it might be 
more favourable at a particular juncture. But perhaps this detracts from 
the weight which should be carried in any event by economic considerations, 
and to safeguard which is the aim of multilateralism, since in the long 
run it protects all concerned against damaging political interference.

3. The volume of international financial resources

The proposals of the recent reports on international financial co
operation coincide so closely with what the countries of Latin America and 
the other developing countries had been suggesting that there would be no 
point in dwelling on any but a few of the important issues involved.

The need to increase the volume of financial resources transferred 
and to lighten the unduly heavy burden of remittances abroad is universally 
recognized. Universally recognized, too, is the absolute necessity of re
ducing these service payments in relation to the present debt and to avoid 
repeating the mistakes of the past in future operations.

It is likewise recognized that tied loans, which greatly raise the 
cost of certain operations, should be abolished. The Government of the 
United States has already allowed the resources it grants bilaterally to 
the Latin American countries to be used for purchasing capital goods in 
any of the countries of the region. The Peterson Report goes still farther, 
inasmuch as it suggests that all the countries granting international finan
cial resources should agree to untie credits altogether. And it proposes 
that in the meanwhile credits should be freely usable in any of the devel
oping countries, even outside Latin America.

As has just been noted, the need to increase the flow of interna
tional financing is fully acknowledged. The Pearson Report endorses the 
UNCTAD recommendation 3/ according to which net transfers of official 
funds ©f various kinds should amount to 0 .7 per cent of the gross product 
of the developed countries. The report proposes that this should be the 
target for 1975, whereas in UNCTAD shorter time limits had been mentioned

3/ See the interesting comparative analysis prepared oy David Pollock, 
which will be presented as an annex to the final version of the 
present study.
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and it had been recommended that the target should be raised to 1 per cent 
of the gross product, including transfers of private capital as well as 
public funds.

Although the Peterson Report also unequivocally recommends that the 
flow of such funds should be expanded, it mentions that the Task Force 
"has reservations about the usefulness of any formula to determine how 
much assistance the industrial countries should provide". It suggests that 
"instead, the starting-point and the test" for transferring such funds 
"should be the determination of developing countries to mobilize their own 
resources and to adopt policies that will ensure the effective use of funds". 
And it adds that if results prove satisfactory, "the industrial countries 
should be prepared to make available the necessary amount of development 
assistance", pointing out that "in the end, this may mean greater or less 
assistance than would be called for by any predetermined formula".

Experience seems to indicate that there is no real conflict between 
the two ideas. It has been pointed out that one of the disincentives to 
planning in Latin America, over and above the shortage of resources, is 
the great uncertainty felt as to the possibility of relying on international 
funds during the lifetime of the plan. A commitment on the part of the in
dustrial countries to increase the amount of funds they transfer until the 
above-mentioned targets were reached would be highly significant. For it 
would enable bilateral and multilateral financing agencies likewise to plan 
their own commitments with the developing countries, which has hitherto 
been done only in exceptional cases.

The Peterson Report is quite right to link the transfer of funds to 
the measures adopted by the developing countries, as a means of ensuring 
good results. But it would be a mistake to wait until such measures became 
effective before determining the amount of international funds required.
There would be a risk that further delays might seriously effect plan im
plementation and, above all, that by force of circumstances a relatively 
low order of priority might once again be assigned to international finan
cial co-operation, just as at present.

The possibility that the opposite might happen--i,e., that the in
ternational funds to be transferred in accordance with a predetermined 
formula exceeded the amount of which the countries could make effective 
use--would seem remote on the whole, if the targets referred to were met; 
should it materialize, nothing would be lost, since the granting of the 
funds in question could simply be postponed. I do not think concern on 
this account is justifiable, since it is common knowledge that even today 
the capacity to absorb external loans would suffice to deal with a volume 
of resources approximately equivalent to 1 per cent of the gross product 
of the industrialized centres.
" K fSee US Foreign Assistance in the 1970s > op .cit., pp .36 and 37-
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Undoubtedly, targets of this nature are far from perfect. A refine
ment upon such formulas is conceivable; for instance, transfers might be 
related to average per capita income in the developed countries. But so 
much progress has been made in the acceptance of the proposed targets by a 
considerable number of countries that it would be a pity to turn back in 
quest of better formulas. This should be left until international finan
cial co-operation policy is consolidated.

However great the defects of the formulas suggested, they have the 
twofold merit of providing for continuity, and for the expansion of re
sources as the product of the industrialized countries increases. With 
regard to continuity, the Peterson report says that "foreign assistance, j-/ 
like domestic programs, cannot be changed drastically from year to year",4/
adding later that "it involves continuing programs, the actions of many
other nations and a functioning international framework--for all of which 
the position of the United States is of the greatest importance" . And--a 
still more significant point--attention is drawn to the fact that "disrup
tion of the United States (foreign assistance) program could undermine the 
entire system of international co-operation in this field". For all these 
reasons, the report categorically declares that "the downward trend in 
United States development assistance appropriations should be reversed".

Furthermore, the idea of continuity is implicit in the proposal to 
set up an International Development Bank in the United States which would 
be initially endowed with real or potential resources for which annual
authorization by Congress was not required.

The content of the Peterson report is in general so positive that 
it is a pity to find certain reservations still maintained with regard to 
the targets for the transfer of resources. It is understandable that the 
difficulties through which the United States is passing should have coun
selled great caution. But perhaps it would not have been incompatible 
with such caution to establish a period of five years in which to reach 
the 1 per-cent target recommended by the United Nations, together with 
that of 0.7 per cent for public funds suggested in the Pearson Report.

All this is bound to be of supreme interest to the Latin American 
countries. For if increasingly wide acceptance is accorded to the idea 
of setting up development targets whose attainment will gradually give 
the economy the additional dynamism it lacks, it would seem essential to 
be reasonably sure of obtaining enough international co-operation to 
support an intensive effort to mobilize domestic resources.

It is therefore worth while to take a brief glance (on the basis

5/ U.S. Foreign Assistance in the 1970s« op. cit., p .36
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of Table 27) at what would be implied if the two targets mentioned above 
were met in respect of net financial resources from all the OECD countries, 
if they were reached by 1975* and if the Latin American countries retained 
the minimum share of about 15 per cent which fell to their lot in 1964- 
1967. In I96O-I967 the corresponding proportion was 16.5 per cent, and in 
1956-1959 if was 26.4 per cent.

In the projections presented in Chapter IV, Table 22, and on the 
basis of certain reasonable assumptions there set forth, it was calculated 
that net transfers of capital to the Latin American countries would grad
ually increase during the current decade until the sum of about 4,100 
million dollars had been reached by 1980.

These figures, besides providing orders of magnitude of unquestion
able interest, point to the road that it would be rational to take during 
the 1970s. It is a road with two-way traffic. On the one hand the Latin 
American countries would gradually project, in the course of time, the 
amount of international capital they needed in order to reach certain de
velopment objectives; and, on the other hand, the industrial countries 
would determine, in accordance with the targets referred to, the resources 
they would place at Latin America's disposal to stimulate its development.

It is common knowledge that in this field of the transfer of in
ternational financial resources there has been retrocession rather than 
progress (see Table 28). Whereas in i960 the resources transferred by 
the OECD countries represented O .89 per cent of their gross product, this 
proportion had fallen to 0.77 per cent by 1968. It should be noted that 
these figures include private capital, as well as transfers of official 
resources.

4. The continuity and terms of financial co-operation

It was shown above that recognition is accorded to the need for 
continuity in financial co-operation. This is highly important because 
of the contradiction existing at the present time. On the one hand, the 
Latin American countries are urged to pursue a realistic development 
policy, with clearly-defined objectives, and an appropriate order of 
investment priorities. On the other hand, institutional limitations are 
maintained which make it impossible to commit financial resources for the 
whole of the period covered by such development plans.

This is an aspect of the problem to which special consideration 
should be given, in order to increase the effectiveness of international 
financial co-operation by combining it with internal effort. The en
largement of the sphere of multilateral operations, in the first place, 
and, secondly, the experience acquired by CIAP in its functions relating
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Table 27

PROJECTION OF NET TRANSFERS OF CAPITAL FROM OECD COUNTRIES THROUGH 
MULTILATERAL AGENCIES, AND POSSIBLE SHARE OF LATIN AMERICA a/

(Thousands of millions of dollars)

Total net transfers Transfers to Latin America
Target:0.7 per cent Target: 1.0 per cent Target:0*7 per cent Target:1.0 per cent

Year of product of product of product of product

1967 (Present 11.3 1.8
amount)

1975 ̂  15.4 22.0 2.3 3.3

1980 ̂  19.3 27.5 2.9 4.1

Source: Latin American Institute for Economic and Social Planning.
a/ It is assumed that the product of these countries grows at the same average

annual rate as in 1957~*1967 (4.5 per cent); that the share of the Latin 
American countries in transfers of resources would be 15 per cent; and that 
the targets would be reached by 1975* the same level being maintained in 
subsequent years.

b/ Projection.
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Table 28

NET FLOW OF CAPITAL FROM OECD COUNTRIES TO DEVELOPING COUNTRIES

Country
Total net flow of 
official and 
private capital

Share of each 
country in 
total, 1968

Per capita gross 
national 
product, 1968

I960 1968
(Percentage of gross 
national product)

■> (Percentage of 
total)

(Dollars)

France 2.19 1.17 12.0 2 510
Netherlands 2.11 1,09 2.0 1 980
Federal 
Republic of 
Germany 0.88 1.26 10.2 2 190
Belgium 1.59 1.17 1.4 2 150
United Kingdom 1.21 0.75 7.3 1 850
Switzerland 1.83 1.41 1.1 2 790
Japan 0.53 0,74 7.6 1 410
United States 0.75 0.66 49.6 4 380
Australia 0.38 0.67 1.6 2 330
Sweden 0.37 0.50 1.1 3 230
Austria 0.09 O.65 0 .4 1 550
Canada 0*39 0.49 2.3 3 000
Italy 0,88 0,73 2.5 1 360

Norway 0.23 0.64 0.3 2 360

Denmark 0*64 0.59 0.2 2 540
Total 0*82 0*22 100.0 2 770

Sources: Pearson Report, p* 145, and OECD, Development Assistance: 1969
Review, p. 293* 

a/ This average includes Portugal,



to the analysis of external financing requirements, may help to overcome 
the difficulties indicated above.

As a planning incentive, the international credit institutions and 
the bilateral credit mechanisms should be empowered to assume financing 
commitments for periods ranging from 3 to 5 years. The idea of consortia 
of international, regional and bilateral credit institutions seems much 
to be recommended in this connexion, so that their action and responsibil
ities could be co-ordinated at a level transcending the mere approval of 
individual projects; but this would undeniably call for considerable ef
fort both on the part of the interested countries and on that of the inter 
national financing institutions and agencies.

Another aspect of the question, linked to the foregoing, is that of 
the financing of the domestic expenditure component in a country’s invest
ment. It is essential to introduce greater flexibility in the financing 
of local expenditures. From a rational viewpoint, external financing 
should bridge the gap between investment requirements and the domestic 
resources that a country engages, in principle, to mobilize intensively 
under a development plan, if this plan is judged acceptable. What matters 
is that all investment should be covered by saving, whether foreign or do
mestic, without recourse to inflationary expedients and without detriment 
to essential projects, and that saving should not be used to finance con
sumer expenditure. It has been the practice of external sources of finan
cial co-operation to confine themselves to financing the import content 
of specific projects. But there is nothing in this procedure to prevent 
a country’s internal resources from being used for investment or expend
iture which has not a high priority. Only an investment programme enables 
the country itself to determine an order of priorities, which, in addition 
facilitates evaluation of the plan. This idea has been making headway, 
but not yet sufficiently for so sound a principle to be generally applied.

By these means it would be possible to eliminate another of the 
difficulties that usually arise. As the external providers of financial 
co-operation feel a very understandable interest in participating in the 
financing of important or attractive projects, there are other projects 
left which, however properly integrated in an investment programme, can 
usually rely neither on external financing, nor on a share in the inad
equate supply of domestic resources.§ J

From another standpoint, a development plan is indispensable for 
the effective application of supplementary financing. The continuity of

6/ The Chairman of CIAP has drawn attention to the necessity of 
meeting these residual financing requirements.
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a development plan, as regards its investment objectives, is often broken 
by the external vulnerability of the Latin American economy. The purpose 
of supplementary financing is to provide additional resources so that the 
plan can be implemented without major setbacks when an unforeseen decline 
in exports occurs.

This matter has been the subject of lengthy discussion. In the end, 
the Trade and Development Board (in June 1969) decided to request IBRD to 
put into effect a supplementary financing programme in line with certain 
suggestions formulated in its report. The idea finally adopted was that 
IBRD should have discretionary powers to grant such financing, without the 
previous commitments envisaged in the original plan. It is to be hoped 
that the Bank will shortly be in a position to announce the terms on which 
supplementary financing will be granted.

Supplementary financing is not incompatible with stabilization agree
ments relating to primary commodities, partly because stabilization would 
not in any case be absolute and would leave an appreciable margin for fluc
tuations in a country's external income, and partly because there are some 
commodities on which such agreements cannot be concluded. It would be a 
good thing if international financing were also available for buffer stocks. 
This is an idea which CIAP and, of course, UNCTAD firmly support.

It would not entail any more resources than were needed for supple
mentary financing, since the greater the extent to which prices were sta
bilized, the less would be the external vulnerability of the producer 
countries and, therefore, the less also their supplementary financing re
quirements. The International Bank for Reconstruction and Development and 
the International Monetary Fund (IMF) would appear to be willing to take 
positive action in this respect.

5. The international monetary reform and financial co-operation

In view of the difficulties at present encountered by some countries- 
-the United States, for example— in attaining the targets for transfers of 
funds, it is a pity that advantage has not been taken of the creation of 
international monetary reserves to augment the flow of financial resources 
into the developing countries. It is estimated that in the next three years 
the reserves will be built up to about 9*500 million dollars, of which, un
der the distribution procedure now adopted, about 2,500 million would cor
respond to the developing countries. Latin America's share in this amount 
would be approximately 870 million dollars.

Prior to this reform, it had been suggested that at least 50 per 
cent of the new monetary resources thus created should be earmarked for
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increasing financial transfers to_the developing countries through the in
ternational credit institutions. Unfortunately, no decision was adopted 
to this effect. And it must be admitted that the Latin American countries 
— with a few exceptions— did not show much energy or persistence in sup
porting the idea.

As is common knowledge, the reform encountered serious difficulties, 
which were fortunately overcome. Possibly it would not have been wise to 
add an extra complication prematurely. But the position is different now, 
and perhaps the time is ripe to urge the proposal in question.

There is nothing in it that could affect the satisfactory operation 
of the new system. It is beyond question that even if the new monetary 
resources were transferred as suggested, they would have to be created in 
accordance with strictly monetary considerations, and not as a function of 
the financial needs of the developing countries. Moreover, the voting 
system established for the adoption of the relevant decisions forestalls 
the possibility of any deviation from this principle.

It must also be borne in mind that the proposal to which we refer 
is more closely in line with what has always happened. New gold from the 
mines has never been distributed in accordance with a pre-established pro
cedure . Countries have had to purchase it by means of their exports of 
goods and services. If the monetary resources now being created were 
channelled into the developing countries, through the international credit 
institutions, the developed countries would have to tap them too by means 
of the competitive power of their exports.

In these circumstances, the developed countries would clearly not 
be able to secure additional monetary resources at little cost, any more 
than in the case of their reserves of bullion. They are, of course, in a 
position to acquire the resources in question through their export trade. 
Equity is certainly not much in evidence when the developing countries 
have to shoulder an oppressive burden of service payments in return for 
the resources lent them, while the developed countries obtain substantial 
resources free of charge to augment their monetary reserves.

7/ See UNCTAD, International Monetary Reform and Cooperation for Devel- 
opment (United Nations publication, Sales No: E.70»H.D.2j; A Proposal 
to Link Reserve Creation and Development Assistance, Report of the Sub
committee on International Exchange and Payments, Joint Economic Com
mittee of the United States Congress (Washington, 19&9) and Interna
tional Monetary Reform and Latin America, report to CIAP by a group of 
experts (CIAP/4, 9 March 1966), pp.24-25«
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6. Foreign private investment

(a) Need for new formulas

At the beginning of the present chapter reference was made to for
eign private investment and to the problems it poses in the Latin American 
countries. This subject has been dealt with in a number of reports re
quested by CIAP, the findings of which have been assembled in a document 
in which the main ideas are set forth and discussed. §/

The starting-point is the idea that former investment patterns, 
which were dictated by the requirements of the outward-looking phase of 
development, are no longer consonant with the existing circumstances. But 
efficacious formulas to solve the problem have not yet been devised. Ex
cept in cases where extreme doctrinarian positions are adopted, foreign 
private investment is recognized as desirable when it implies a positive 
contribution in the shape of production techniques, organization and knowl
edge of foreign markets. On the other hand, as was likewise pointed out 
above, Latin American enterprise clearly wants to acquire the know-how that 
at present it does not possess, at all those levels of technology.

Development is basically the responsibility of the countries which 
are proposing to develop. If this is so, private or public enterprise in 
these countries must progressively make up its leeway as regards its abil
ity to make use of technology. Otherwise, there will be a flagrant con
tradiction between the sense of responsibility and the existence of activ
ities whose technical complexity renders them inaccessible to domestic 
enterprise.

Thus, it is of the greatest importance to discover formulas where
by foreign private investment will help to remedy the region’s technolog
ical inferiority instead of prolonging it indefinitely, though of course 
this does not imply disregard of the significant role that must be played 
by other methods of transferring techniques.

This consideration is very important in itself, but there are 
additional points which are also causing serious concern. It has already 
been pointed out that a process is taking place in Latin America whose 
gravity is beyond question. In fields of economic activity where the

8/ The conclusions were condensed in a report which I submitted to the
Chairman of CIAP under the title "La inversión privada en el desarrollo 
latinoamericano" . M r . Roberto Campos and M r . Aldo Ferrer submitted 
different points of view.
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technology is already familiar in the country concerned, local firms are 
passing into foreign hands, sometimes for want of enough domestic credit 
to finance their current operations. The psychological and political 
effects of such take-overs are very important. And if we want to find 
sound and mutually beneficial co-operation formulas, some way of prevent
ing the continuance of the process will also have to be devised.

Moreover, the change of hands affects remittances abroad. This 
is not a fact to be lightly dismissed when--as shown in Chapter IV--the 
external bottleneck is and will continue to be a formidable problem. 
Investment policy must help to relieve it rather than to aggravate it.

Apart from these considerations, the take-over of domestic enter
prises by foreign concerns arouses keen anxiety when decisions are made 
abroad which are of importance for national life. This applies particu
larly to enterprises which have long been exploiting natural resources. 
Here a very significant process of evolution has begun in those cases 
where a country seeks to negotiate agreements under which domestic con
trol of such enterprises can be acquired immediately, or in a reasonable 
space of time.

Another motive of concern is the infiltration of foreign invest
ment into a given country's bank system, together with foreign take-overs 
of banks which used to be in national hands. The foreign bank or its 
branch office has a specific and limited function when it is linked to ex
ternal investment or trade operations. But the extension of this function 
to other activities creates unnecessary problems against which it is ad
visable to take precautions in good time. Some countries have very far
sighted legislation in this field, and perhaps the most stringent is that 
of the United States, with respect not only to take-overs, but also to the 
establishment of foreign banks.

There are other mainsprings of national life which are equally un
suited to handling from abroad. Mass communication media afford a sig
nificant case in point. At the end of the present report (in Chapter VII), 
attention is drawn to what these media imply when they are at the service 
of any form of concentration of power. And the implications are all the 
more serious where foreign influences prevail.

(b) Some of the formulas suggested to CIAP
Reference will next be made to the main conclusions to be drawn 

from the report on private investment and development mentioned above. 2 J
But one remark must come first. With regard to foreign private investment

2/ See footnote 8/ above.
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a country may take the very serious decision to do without it altogether, 
or may choose to throw the doors wide open to it. Again, the country 
concerned may draw up a foreign investment policy. But what it cannot 
do, if it wants such a policy to be successful, is to disregard the other 
party. Consequently, frank discussion is indispensable as a means to the 
discovery of formulas which, while helping to dispel the enxieties aroused 
by foreign investment, will not discourage it in cases where a country is 
interested in attracting it.

This interest should be clearly and explicitly expressed. Govern
ments should demarcate those fields in which they deem foreign investment 
to be desirable, either on account of the inflow of funds it signifies, 
or because it brings with it know-how which for the time being is not 
accessible to domestic enterprise.

In this demarcation of the areas of interest, primary importance 
attaches to balance-of-payments considerations. Foreign investment must 
contribute to the expansion of exports and to import substitution. And 
as substitution possibilities at the national level are becoming seriously 
limited, industrial integration agreements will have to be concerted, in 
which domestic enterprise will be called upon to play a leading role, ex
cept in those cases where, in order to incorporate new technologies--not 
only technical know-how proper, but the techniques of organization and of 
gaining a foothold in foreign markets--, it is felt that the doors should 
be opened to foreign private investment. This does not mean that such 
investment cannot be useful outside the selected fields; but balance-of- 
payments considerations, in addition to those already mentioned, must al
ways be borne in mind.

As regards investment itself, the idea of the mixed or joint enter
prise has made great progress, although not yet enough. There are impor
tant foreign firms which are still reluctant to associate themselves with 
domestic enterprise. It is in these cases that powers of persuasion will 
have to be intensively exercised.

In this connection, the procedure recommended to CIAP is the stage- 
by-stage approach to association of interests, when it is not considered 
advisable for foreign enterprise to operate by itself. For a reasonable 
period of time, the foreign enterprise would hold all the share capital 
if it did not wish to enter into association with Latin American initiative 
straight away. But from the very outset a procedure would be established 
whereby a major proportion of the capital would eventually pass into the 
hands of domestic enterprise.

Another possibility envisaged is that of agreeing upon the transfer 
of all the capital. It is argued, however, that the foreign enterprise 
would lose interest in contributing its continually evolving technology, 
although there would be cases in which full domestic ownership might be
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accompanied by agreements on technical co-operation and use of trademarks. 
In this connexion, an adequete degree of flexibility would be essential 
to the attainment of the end pursued.

Some such formula, it may be hoped, would help to overcome one of 
the biggest of the obstacles that are holding up the advance towards a 
Latin American common market. It is thought, and not without justification, 
that in industrial integration or complementarity agreements foreign enter
prise would play the leading part, to the detriment of Latin American ini
tiative. Multinational enterprises are being energetically developed. The 
industrial estate, i.e., the combination of heterogeneous activities in a 
single large-scale enterprise, has also come to the fore and is expanding. 
But an understanding must be reached as to terms. Generally speaking, the 
executive arm is multinational, but the decision-making centre is at the 
national level.

All these enterprises are formidable for their size, their power 
and their efficiency. They are a source of misgiving even in the advanced 
countries, which are observing with understandable apprehension these new 
forms of concentration of economic power. Much more understandable still, 
therefore, is Latin America’s anxiety as to the incluence of these enter
prises in a common market. Hence the importance of a formula whereby 
Latin American enterprise--after the reasonable period of time alluded to 
above— could acquire control of the share capital in those cases where the 
admittance of foreign enterprise is considered desirable.

(c) Support for Latin American private enterprise

But to devise formulas of this kind is not enough. It is also 
necessary to ensure their feasibility. To this end, financial support 
for Latin American private enterprise is indispensable. This applies not 
only to concerns operating in association with foreign investment, but to 
Latin American private initiative in general. State enterprise is not of 
course excluded. But it already has access to international financial 
resources. On the other hand, there is no suitable machinery for inter
national financing of the region’s private enterprise. It is true that 
loans can be obtained from international credit institutions; but these 
agencies cannot underwrite share capital except in the very limited case 
of the Finance Corporation of IBRD.

Hence the idea of setting up a subsidiary or affiliated branch of 
IDB, empowered to underwrite shares both in the case of entirely Latin 
American enterprises and in that of enterprises partly based on foreign 
capital. This subsidiary might initially take over part of the capital 
and gradually transfer it into Latin American hands, in conformity with 
special agreements under which the personnel of an enterprise, or, more 
broadly, its workers, would be given the opportunity of purchasing shares.



-  159 -

In cases where a major proportion of the share capital was to be trans
ferred, the support of this new institution might prove of decisive impor
tance . Among other possibilities, it is conceivable that from the date of 
entry into operation of a joint enterprise, the IDB subsidiary might under
write preferential shares without voting rights, which would afterwards be 
converted into ordinary shares in the proportion it needed in order to hold 
most of the capital. These shares, preferential or ordinary as the case 
might he, would gradually be transferred into Latin American hands.

All this necessitates a long-term outlook. In relation to the inter
play of immediate interests, it may perhaps be difficult to understand how 
an advanced country could contribute financial resources in order to enable 
Latin American private initiative to obtain control of undertakings which 
would otherwise remain in the hands of the developed country's private en
terprise. But this would be too short-sighted a view. From the longer- 
term standpoint, it is essential to discover formulas whereby a basic iden
tity of interests can be established between foreign private enterprise and 
national development. The continuing process of technological improvement 
will leave foreign enterprise ample scope for action, since as soon as do
mestic initiative has acquired a controlling interest in certain enterprises, 
new opportunities for association on a basis of reciprocal benefits will 
supervene.

It is unlikely, of course, that these possibilities will be exhausted 
as Latin American enterprise gradually makes up its technological leeway.
On the contrary, better co-operation patterns will have been arrived at, 
more reciprocally advantageous than in the past. Plurality of interests is 
very important in all this; and the more the sources of private foreign cap
ital are diversified, the greater will be the efficacy and the political 
viability of its co-operation.

7. International co-operation in the field of trade
(a) The UNCTAD recommendations and concerted Latin American action

For the Latin American as for all the other developing countries, the 
expansion of their foreign trade is of vital importance. This is no longer 
called in question. The ideas which had long been under discussion in the 
United Nations, and which in recent years have been crystallized in the 
UNCTAD recommendations, are at last making headway. The Pearson Report has 
endorsed them, and, in addition they are among the non-controversial issues 
in the Rockefeller Report.

The Latin American countries, in conjunction with the other developing 
countries, struggled hard to get negotiatory groups set up in UNCTAD with a 
view to the formulation of a programme under which the customs duties and non
tariff restrictions hampering their export trade would be gradually eliminated.
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At the time they were unsuccessful. But good ideas are gaining 
ground. Not long ago, at a session of the Inter-American Economic and 
Social Council (IA-ECOSOC), the Latin American Governments and the Govern
ment of the United States agreed that the Council should establish a spe
cial committee to assume these negotiatory responsibilities. This is one 
of the positive results of the action of the Special Committee on Latin 
American Co-ordination (CECLA).

Another promising development is the decision of the Latin American 
governments to extend CECLA*s sphere of influence to relations with the 
other developed countries, including the socialist countries. Thus impor
tant conversations will have to be held with the European Economic Commu
nity (EEC).

The significance of such a step is great. Up to a short time ago 
there was patent reluctance to undertake concerted action of this kind. 
Preference was accorded to bilateral arrangements. Now it has been recog
nized that far from being imcompatible with multilateral action, bilateral 
agreements find in it their most solid framework. ¿2/

This is what was lacking: an effort to get the developed countries
to adopt the political decisions required in order to put the UNCTAD re
commendations into effect. Such concerted action on the part of the Latin

When the European Economic Community was constituted, the govern
ments of the member States sent a joint note to the Latin American 
countries, to each of which it was transmitted by a single common rep
resentative. Despite repeated negotiations, it was impossible to arrange 
for the note to be answered in common as well. Each Latin American Coun
try sent a separate reply.

The Community's note was not merely protocolar. It declared EEC's 
willingness to co-operate and proposed a kind of standing committee to 
consider problems of common interest. The bilateral attitude of some of 
the Latin American countries was among the reasons why this proposal was 
implemented.

More recently, when I was working in UNCTAD, I had several oppor
tunities for discussion with EEC officials. As at a certain meeting I 
had levelled severe criticism, in my personal capacity, at some of the 
Community’s attitudes towards Latin America, a high official told me 
frankly that if matters stood thus it was largely due to the Latin 
American countries' failure to join forces in determined defence of 
their interests. I record these facts to underline the significance 
of the course of action which has now been embarked upon.
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American countries should in no way weaken the solidarity of their rela
tions with the rest of the Third World. There are a number of common 
denominators on which this solidarity is based, despite marked differences 
in degrees of development and in economic and social systems.

Concerted action is an imperative need both at the level of the 
hemisphere and at that of the world at large, since the advances achieved 
in the realm of ideas are far from marking the end of a long campaign.
They are barely the beginning, for in the developed countries formidable 
obstacles stand in the way of the developing countries’ primary exports 
and exports of manufactures alike. Competition with domestic production 
is feared. In reality, the liberalization of trade will entail certain 
adjustments in the developed countries* production which will have to be 
introduced sooner or later in any event, if the developing countries— as 
is maintained elsewhere in the present report--are to be incorporated in 
a new world trade structure on a basis of reciprocal benefits.

The fear of competition is exaggerated, and there are various ways 
of preventing serious distortions, especially when the expansion of con
sumption allows imports to grow without undue ill-effects on domestic 
production.

It must be recognized, however, that the Latin American countries 
are not in a very strong position to dispel the exaggerated apprehensions 
of the developed countries, when similar and equally exaggerated misgivings 
are holding back the movement towards a Latin American common market.

All this is extremely serious, because no alternative solutions 
exist. As contended in chapter IV, if Latin America is to speed up its 
growth rate--as it inevitably must--the progressive restructuration of its 
exports is a sine qua non. While everything possible should certainly be 
done to encourage its exports of primary commodities, the proportion of 
its total exports represented by its external sales of manufactures should 
steadily increase, both in inter-Latin American trade and in trade with 
the rest of the world. This calls for an exceptionally energetic and per
severing effort, until a change has been brought about in the composition 
of Latin American exports which will enable them to participate normally 
in world trade flows.

(b) The problem of preferences

The trade measures which the developed countries are being asked 
to apply are too well-known for mention of them to be warranted in the 
present report. All that will be dealt with here is an important aspect 
of the problem of preferences. The widespread acceptance of the idea of 
general and non-discriminatory preferences, which formerly encountered so 
much opposition, encourages the hope that the relevant political decisions 
may shortly be adopted. What matters is to get a system going, even if 
its content still leaves something to be desired. Experience will show
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how it can he gradually improved. But this, at best, will barely afford a 
margin for the developing countries* own effort. As far as Latin America 
is concerned, this effort will have to he strenuous and sustained. Nobody 
will come from outside the region to look for the products of Latin American 
industry. We shall have to manufacture them well and sally forth to sell 
them on competitive terms.

In view of the possibility that the system referred to may not be 
established at an early date, however, the idea of vertical preferences 
crops up here and there. This offshoot of the problem is so thorny a 
question that it calls for brief comment.

As is common knowledge, in Latin America support of preferences of 
this type represents a very understandable reaction to the discriminatory 
preferences granted by the European Economic Community to some of the 
African countries and to other European countries in the Mediterranean area.

The Community carries a responsibility of great historical importance. 
Obviously, its system of preferences could not simply be dismantled without 
replacing it by a definite policy to promote the development of the African 
countries apparently benefiting by tbe discriminatory preferences regime; 
and I say "apparently", because they find they have to pay more dearly for 
their imports in an anachronistic context of reciprocity. The Community has 
not only maintained this policy, but has widened its radius of application; 
this may perhaps be partly attributable to the reluctance of the Latin Amer
ican countries to join forces in collective action vis-à-vis the EEC, as has al
ready been pointed out.

The Community's adherence to this course incurs the risk of a re- 
crudenscence of those trends of thought which, both in the United States and 
in Latin America, advocate a system of hemispherical preferences. Under 
such a system, the developing world would be divided into areas of influence 
of major developed countries of the North. Nobody has set forth this thesis 
of a vertical division of the world with greater force and clarity than a 
former Under-Secretary of State and ex-Ambassador to the United Nations of 
the United States. In effect, what Mr. George Ball says is that "there is 
a large body of support in Latin America for the United States to set up a spe
cial trading system for the hemisphere", under which it would grant Latin 
American products favourable treatment in its market, possibly in return 
for similar preferential treatment for the products of the United States, 
on a basis of reciprocity. He adds that "the rich nations can never effi
ciently work together in assisting the poor nations unless they reach some 
common agreement as to the general shape and structure of the totality of 
these North-South relations" . This leads him to ask whether the United 
States "should move avowedly towards some tacitly or explicitly agreed 
allocation of geographical responsibilities, which cannot and should not 
be disassociated from the whole question of spheres of influence". And he 
ends by saying: "if the European Economic Community continues to expand its
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system of preferences for Africa, should we not make it clear that we will 
look to the nations of the Community to carry the burden of economic assist
ance and--where necessary--political tutelage for those African countries 
that enjoy such preferences?" 11/

It must be said in Mr. Ball's favour that this leaning towards the 
system of hemispherical preferences is attributable to his having reached 
the conclusion, in the light of his own experience, that there would be no 
possibility of the Community's altering its policy.

These opinions gave rise to deep concern among the developing coun
tries in UNCTAD. In a recent article, however, this distinguished statesman 
and diplomat has been candid enough— to his honour be it said— to call atten
tion to what a system of hemispherical preferences would imply: "Yet for us 
to create a closed system with Latin America would, it seems to me, have 
certain obvious disadvantages. First, it would tend to generate a kind of 
commercial claustrophobia, since, if we were to grant Latin America preferred 
access to our markets as against the products of other developing countries, 
our own producers would certainly press for preferred access to Latin American 
markets as against the producers of other industrialized countries". ¿2/

It is gratifying that in the Consensus of Vina del Mar the Latin Amer
ican countries categorically declared that it was necessary "to make joint 
efforts to eliminate, within the near future, discriminatory preferences 
militating against the sale of Latin American primary commodities in the 
markets of certain developed countries, and to suggest measures or actions 
which will enable and encourage developing countries favoured by those pref
erences to give them up"; and likewise "to stress the urgent need to put into 
effect, within the specified periods, and in accordance with the timetable of 
scheduled meetings, a general, non-reciprocal and non-discriminatory system 
of preferences to facilitate the exportation of manufacturers and semi-manu
facturers from the developing countries. Within this framework, measures 
should be considered which will allow the relatively less developed coun
tries to make full use of the ensuing advantages".

The United States continues to sustain the thesis of multilateral 
trade as against vertical arrangements. This is in accord with the long
term interest of the Latin American countries . There is also a basic iden
tity of interests between the Latin American countries and almost all the 
countries of the European Economic Community. There too, powerful forces 
are opposed to vertical preferences. We must have the skill to enlist

11/ See George W. Ball, The Discipline of Power (Little, Brown and Company 
in association with the Atlantic Monthly Press, 1968), Chapter XII, 
pp. 236-24-1.

12/ See The Washington Post, l4 December 1969»
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their support, for EEC’s potential in Latin American trade is considerable.

Nevertheless, the danger of a system of hemispherical preferences 
is far from having vanished, and it is imperatively necessary to lose no 
time in co-ordinating Latin American action for the purposes of effective 
negotiation. It is not only the lot of such-and-such a product which is 
at stake— important though that is— but a design which cannot and should 
not be jeopardized for the sake of obtaining certain advantages: the de
sign of building up an international trade structure which will be fully 
compatible with the Latin American countries* development objectives and 
autonomy in decision-making, on a plane of genuine international co-op
eration .

8. Inter-Latin American co-operation

(a) The movement towards a common market and the Montevideo Treaty
However determined the Latin American countries may be to speed up 

their rate of development, they will never be able to do so unless they 
counteract the persistent tendency towards an external bottleneck. This 
is where inter-Latin American trade has an extremely important part to play. 
Accordingly, the whole subject needs to be frankly discussed in the light 
of the experience of the last ten years.

Advocacy of the expansion of inter-Latin American trade implies the 
pursuit of two primary objectives. The first is to make the import sub
stitution process more rational and economic, by looking beyond the narrow 
horizon of the individual country markets; and the second, consists in the 
progressive introduction of competition into Latin America’s industrial 
development process.

With these objectives in view, the idea of a Latin American common 
market, or rather of a movement towards such a market, was conceived long 
ago. The distinction just drawn is necessary to prevent confusing mis
apprehensions. In ECLA’s initial recommendations, 13/the common market 
was conceived as a target to be reached by gradual stages. The first

13/ See The Latin American Common Market (United Nations publication,
Sales No.: 59 *11*0.4), Part Two, pp.28 et seq, the reports of the 
first and second sessions of the Working Group on the Latin American 
Regional Market. These sessions were held at Santiago, Chile, from 
3 to 11 February 1958* and at Mexico City, from l6 to 27 February 
1959« On both occasions, the chair was taken by Mr. Galo Plaza.
The membership of the Working Group was as follows: Mr. Carlos D ’Ascoli
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stage, in the light of pragmatic criteria, was envisaged as a preferential 
area which would be built up by means of industrial complementarity or 
integration agreements--whichever term is preferred--and also agricultural 
agreements, in line with a programme for the gradual and automatic reduc
tion of tariff duties and the conversion of non-tariff into tariff restric
tions . The idea was not to eliminate duties completely, but to reduce them 
within specified limits, which would be different for three categories of 
countries, according to their stage of economic development. This phase 
was expected to last ten years, and when it was over the governments would 
decide how to follow up the movement towards a common market, in the light 
of the experience acquired.

While the Montevideo Treaty was based on these recommendations, and 
adopted the idea of industrial integration agreements, it deviated from 
them in other respects, in particular where the automatic nature of tariff 
reductions was concerned. A more cautious procedure of selective negoti
ations was considered preferable.

The application of the Montevideo Treaty has resulted in a signif
icant increase in trade between the signatory countries, and a few inte
gration agreements have been concerted. But agreements of this kind have 
not yet been concluded in relation to those dynamic industries which are 
of major importance in the development process.

(b) The action of the Latin American Free Trade Association fLAJTA)

On the other hand, a considerable number of selective negotiations 
— micronegotiations, as it is the fashion to call them— have been conducted. 
But their number is tending to decrease, although the possibilities for new 
negotiations are still far from having been exhausted.

This fact, which had been causing concern for some time past, revived 
the idea of programmed or automatic tariff reductions. For example, at the 
Punta del Este Conference, the Presidents of the Latin American countries mem
bers of the Organization of American States (OAS) mentioned the need to de 
vise a formula in which this idea could take concrete shape. The aim would 
be to bring a common market into full operation by 1985, with the total 
elimination of tariff duties and restrictions among the contracting parties.

Perhaps this was going too far, and it might have been better to take

(Cont.) (Venezuela), Mr. José Garrido Torres (Brazil), Mr. Rodrigo 
Gómez (México), Mr. Flavian Levine (Chile), Mr. Carlos Lleras Restre- 
po (Colombia), Mr. Eustaquio Méndez Delfino (Argentina), Mr. Raymond 
F. Mikesell (United States), Mr. Juan Pardo Heeren (Perú) and Mr. 
Joaquín Vallejo (Colombia)



-  166 -

up the other idea of progress by stages. It is not surprising, therefore, 
that the decision of the Chiefs of State is not being implemented. What 
is more, there has actually been a retrocession, for at a subsequent meet
ing of LAETA it was decided to go back to the starting point, i.e., to make 
a study of the possibility of establishing a common market, the conclusion 
of which would be considered by the governments in 1974•

What has been achieved in IAITA. is undoubtedly significant. But 
there is no denying that progress towards the common market is weak and 
hesitant. And there have been important instances in which the advan
tages of reciprocal trade would seem to have been forgotten altogether.
A conspicuous example is afforded by the motor-vehicle industry, which 
has been established in several of the member countries— in some cases 
proliferating on an anti-economic scale--without any attempt to concert 
integration agreements. This was done later in respect of parts and 
spares--a slight and belated palliative for an ill which still persists.

(c) The Andean Group and the Central American Common Market

It would, seem to have been these facts that prompted the formation 
of the Andean Group, the importance of which can be seen in Table 29.

Table 29

LATIN AMERICA: SIGNIFICANCE OF THE ANDEAN GROUP AND OF OTHER COUNTRIES
IN RELATION TO PRODUCT AND POPULATION

Product 1968 Population 1970

Country or 
grouping

Millions of 
dollars at 
i960 prices Percentage

Thousands 
of inhabitants Percentage

Andean Group 19 830 11, b 56 212 20,4
Argentina 20 103 11,6 2b 352 6 , 9

Brazil 27 830 2b , 2 93 2bb 33,9
Mexico 29 990 26,3 50 718 18,4
Other countries l6 566 1 ^ 5 50 409 18,4
Total

Latin America n 4  102 100,0 27^ 935 100,0

Source : Latin American Institute for Economic and Social Planning.



The objective pursued is a sub-regional common market based on the 
two essential requisites envisaged for the regional market, i.e., the 
conclusion of integration agreements and the automatic reduction of tariff 
duties within a reasonable space of time, in addition to the elimination 
of non-tariff restrictions.

The Andean Group goes farther than the Montevideo Treaty not only 
in this respect but in relation to other points worth mentioning. Only 
two of them will be dealt with here: first, the more advanced countries’ 
assumption of responsibility to support the industrialization process of 
the relatively less developed countries, i.e., Bolivia and Ecuador; sec
ondly, the establishment of the Andean Corporation for the financing of 
common projects.

It is understandable that Venezuela should be reluctant to join 
the Andean Group. In many of its lines of production, its cost and price 
structures would prevent it from standing up to the competition of the 
other members. But in relation to other products, it could enter into 
reciprocally beneficial integration agreements with the other members of 
the Group. The fact that Venezuela is a full member of the Andean Corpo
ration is encouraging.

Looking to the future, it is a ground for satisfaction that the 
Cartagena Agreement was concluded in the context of LAETA* Yn reality, 
the aim of the parties to it is to advance towards the regional common 
market at a brisker pace than the other LAITA countries. It is highly 
important that the Andean Group as an economic unit should be closely 
linked up with the other members of the broader Association. But this 
depends upon both groups. It is to be hoped that in one way or another 
the possibility of acceding to the integration agreements concluded by 
the Andean Group will be left open to other IAITA countries. Clearly, 
however, if LAITA takes much longer to decide upon adopting a system of 
automatic or programmed reduction of duties, the gaps will be gradually 
widened rather than narrowed, and the passage of time will make it harder 
to reconcile interests.

It is also desirable for all concerned that links should be forged 
between the Central American Common Market and LAITA. This was one of the 
recommendations of the Chiefs of State at Punta del Este. Despite the 
Common Market, Central America’s economic space is limited and requires 
expansion. This is a clear case of relatively less development. The big
ger countries will have to grant concessions which will encourage the in
dustrial development of the Central American countries on a basis of re
ciprocal benefits.
(d) Obstacles to the Latin American Common Market

We will now examine the obstacles to the movement toward a Latin
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American common market. Some are imaginary, others real. All of them 
must he taken into account. Those that are imaginary include the myth 
of supra-nationality. It is a great pity that such an idea should have 
grown up, since no supra-national mechanism is required in order to set 
up the common market. Neither in the original suggestions first put for
ward hy ECLA, nor in the Montevideo Treaty in which these ideas are crys
tallized, is any explicit or implicit reference made to such a concept.
One cannot help being surprised at the insistence with which objections 
to supra-national mechanisms are urged, when the simple truth is that 
such mechanisms neither exist nor are necessary.

In the progressive advance towards the common market and in its 
final organization, it is unthinkable that decisions of importance for 
the economic and social development of an individual member country 
should be subject to the rule of the majority, with the consequent pre
judice to national sovereignty. Everything will have to be the object 
of an agreement, except in the case of minor issues regarding which the 
governments, in the light of experience, may decide that they will all 
alike establish procedures whereby prompt and flexible action can be 
taken.

These considerations lead me to speak of another objection which 
is also apt to crop up when the common market is discussed. There are 
some who dream that political unity may one day be achieved in Latin Amer
ica. Since the time of Simon Bolivar this idea has been intermittently 
resuscitated. Whatever its merits and the possibilities of putting it 
into effect, there is no reason for it to be confused with the concept of 
a common market. As proposed in Latin America, the common market would 
serve no political ends. But if at some future date it were brought into 
full operation, such close Latin American co-operation in the economic 
field might undoubtedly constitute— .should the governments so decide-- 
a firm foundation on which to build up political unity. Even so, what 
is the point of starting now to discuss an issue that in any case will be 
the business of future generations? The effective operation of a Latin 
American common market is perfectly conceivable irrespective of any idea 
of political unification.

Admittedly, however, it is essential to remove some political ob
stacle whose mere existence is not only a barrier to economic understanding 
between countries, but embroils their whole range of relationships. I re
fer to certain frontier difficulties which it has not yet been possible to 
settle.

1k j I set forth these and other considerations more fully in articles 
published onl3 and 14- June 1969 in La Naci6n (Buenos Aires).
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There have also been misunderstandings as to the scope of the con
cept of an inter-Latin American division of labour. For example, there 
are some who believe it to mean that Argentina would have to confine it
self to exporting primary commodities to the common market and importing 
industrial goods. It would be completely irresponsible to think in these 
terms. With or without a common market, Argentina, like the other Latin 
American countries, must energetically develop its manufactures and in 
particular its basic industries. There is no question of returning to 
the trade pattern of the nineteenth century.

The problem is completely different today. The iron and steel 
industry will serve as a case in point. There may be other Latin American 
countries which have better iron or coal; but that would not constitute an 
impediment to the installation of the basic industry. As world experience 
teaches, if a country did not possess those resources and needed to import 
them, it could, still have an economic and efficient steel-making industry, 
based on substantial present consumption and above all on potential con
sumption. The best way to reach a high degree of economic validity and 
efficiency, however, would not be to manufacture products of all types, 
but to specialize in selected lines, both for domestic consumption and for 
export--in particular to other Latin American countries— , and to import 
from those countries other products manufactured by their iron and steel 
industry. The whole proceeding would have to be the subject of integration 
agreements.

Neither, incidentally, are national defence considerations irrecon
cilable with a sound policy for the development of the iron and steel in
dustry. The point is to state clearly what absolutely must be produced 
within each country in the light of defence requirements, and what could 
be covered by integration agreements.

It has repeatedly been declared that no Latin American country 
would accept industrial integration formulas imposed upon it from outside. 
To be more exact, it is not for an international financing institution to 
determine, through its operations, what a country is to produce or to re
frain from producing.

So obvious a point is not worth discussing. This is not the role 
of international credit institutions, however powerful. It is the sole 
prerrogative of governments to adopt such decisions freely, and under no 
form of pressure, in accordance with their countries* interests. And it 
is on the basis of these decisions that the international credit institu
tions should conduct their operations, co-operating with governments, at 
their request, in the corresponding studies. Of course the role of inter
national credit institutions is highly important, particularly in the case 
of IDB, and above all when integration projects are concerned.

Let us take a look at another argument which is often adduced to
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combat the idea of integration. First we must integrate within each coun
try, it is said, and only when this objective has been achieved should the 
economic integration of Latin America be tackled. Needless to say, the 
solution of this internal integration problem is of decisive importance 
for the Latin American countries. Elsewhere in the present report it is 
contended that without regional or sub-regional integration of the dynamic 
industries (apart from other measures), it will not be possible to speed 
up the rate of development; and failing that, the essential objective of 
internal social integration could not be attained.
(e) Latin American enterprise

Among the really significant arguments that are advanced in connexion 
with the common market there is one in which I fully concur. It is feared 
that by their very technical and financial superiority foreign enterprises 
may come to carry preponderant weight in the utilization of Latin America’s 
vast economic space. We have already recognized the existence of this 
danger. With or without a common market, our countries are increasingly 
exposed to the risk that foreign private investment may assume a preeminent 
role in their development. The problem is not insoluble, however, and it 
would be possible to find the common ground of interest between Latin Amer
ican initiative and foreign private enterprise to which allusion has sev - 
eral times been made.

But to this end Latin American enterprise must be given energetic 
backing, as was expressly recognized at the second Punta del Este confer
ence . The Chiefs of State declared on that occasion that "integration must 
be fully at the service of Latin America. This requires the strengthening 
of Latin American enterprise through vigorous financial and technical sup
port that will permit it to develop and to supply the regional market 
efficiently." And they agreed "to mobilize financial and technical resources 
to undertake specific feasibility studies on multinational project for Latin 
American industrial firms, as well as to aid in carrying out these projects."

Careful consideration must also be given to another misgiving ex
pressed in the relatively less developed countries whose markets are unduly 
small. The more advanced countries are naturally in a better position to 
establish complex industries manufacturing intermediate and capital goods. 
This is true, but only up to a point. The relatively less developed coun
tries with small markets could also be parties to integration agreements, 
especially if a policy of definite technical and financial support to this 
end were established, both on the part of the other countries and on that 
of international credit institutions.

But there is no denying the probability--I would almost say the 
certainty--that the relatively more developed countries will take the lead 
in these complex industries. Thus, in many instances other countries would 
have to purchase intermediate and capital goods at prices higher than those
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of similar imports from the rest of the world. Obviously they would ob
tain some compensation if they could in their turn export manufactured 
goods whose prices would also be higher. But this takes time, and in the 
meanwhile an inequitable situation would arise which would have to be set 
right. It is quite conceivable that the integration industries which sell 
the aforesaid intermediate or capital goods to relatively less developed 
countries or to countries with unduly small markets should do so at world 
market prices. I do not think this would be difficult, in view of the . 
relatively small fraction of total sales which these exports represent. ±2J

(f) Reciprocity, protectionism and competition

This forms part of a broader problem. If new trade flows are to 
develop smoothly, to implant the concept of reciprocity is not enough.
It must be nurtured by practical measures which will encourage Industrial 
development in those countries in which this process is only just beginning 
and which may therefore lag a long way behind in the movement towards the 
common market. Technical and financial support would have to be extended 
to all the national industries that could be developed for export purposes.

Furthermore, the concept of reciprocity is of basic importance for 
all the countries of the region. It cannot he put into practice simply 
through the forces of competition; a deliberately-applied policy is needed, 
especially with respect to industrial Integration agreements. Any imbal
ance of benefits would prove impossible to maintain in the long run, and 
would militate against progress towards the common market. Integration 
agreements could stem only from express decisions by the governments, in 
which the distribution of benefits had been carefully weighed. I would 
stress that this applies to the most important cases, to the major dynamic 
industries, for there would be a wide variety of instances in which private 
enterprise would have to be given a free hand and official action would 
only introduce complications that defeated its ends.

This does not mean that competition has no part to play in the cases 
referred to above. It has a role to fill, and a very Important one . In
dustrial integration agreements, whatever the level at which they are con
certed, must leave a reasonable loophole for outside competition, since 
otherwise they might be conducive to monopolistic practices. The most 
effective way of obviating this risk would he a gradual reduction of pro
tection vis-à-vis the rest of the world to a level which would permit ex
ternal competition if and when the difference between the prices of

15/ At the Punta del Este Meeting, President Johnson referred to the 
possibility of establishing a regionally-integrated fertilizer 
industry. I understand that this idea was put forward with an eye 
to the situation of the relatively less developed countries.
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domestically produced and imported goods rose beyond certain limits.

Let us now consider the significance of competition outside the 
sphere of integration agreements. Owing to a number of all-too-well-known 
circumstances, the industrial development process has evolved in the shel
ter of an excessive degree of protectionism, which may have been justified 
in the initial stages, but is no longer warranted. In those early days, 
protection was a great incentive to the installation of new industries.
Now it has become a factor which--when over-protection is prolonged unduly 
--discourages efficiency in production, since industry develops without 
the powerful stimulus of outside competition. I do not of course believe 
that it will be possible at the present stage, except in cases like that 
of the risk of monopolies, to think of opening the market unconditionally 
to competition from the great industrial countries, but it could be done 
with respect to competition from other Latin American countries.

To this end, tariff duties would have to be gradually reduced in 
inter-Latin American trade until a moderate level was reached which, in 
conjunction with transport costs, would imply a reasonable degree of pro
tection in the first stage of the advance towards a common market. The 
time allowed for the full implementation of such a policy could be quite 
long--ten, twelve or fifteen years. This would give industries enough 
time to adapt themselves with foresight to the new situation, avoiding 
major disruptions. In my opinion, the only way of inducing entrepreneurs 
to improve their productivity is by developing this kind of competition.

This policy would have to be applied on a basis of reciprocity, 
with due regard to the necessity of giving special consideration to the 
relatively less developed countries . It would certainly be regrettable 
if a country were to take steps by itself to reduce its tariff duties 
for the other Latin American countries without receiving similar treat
ment from them, since an imbalance might be created which would have se
rious effects. Hence the machinery of the Montevideo Treaty should be 
utilized for concerting the policy in question.

To enable it to be satisfactorily implemented, technical and finan
cial assistance would have to be given to the industries concerned so that 
they could fit themselves to face increasing competition. But, as the ex
perience of other countries shows, it would be a mistake to attach too much 
importance to this aspect of the problem. The gradual development of com
petition within the European Common Market has not given rise to any of the 
distortions which were previously feared; and the same could be said of the 
European Free-Trade Area. 12/

16/ Perhaps I may be allowed to describe what happened to me in Finland 
in this connexion. A little over ten years ago I had the pleasure 
of visiting Finland in my capacity as an ECLA official, and I returned 
there before relinquishing my post as Secretary General of UNCTAD.
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From another standpoint, if the Latin American countries are to 
increase their exports to the developed countries, it is essential for 
their industries to improve in efficiency and productivity, and this will 
not be fully achieved without the spur of tariff reductions.

Perhaps the more developed Latin American countries might first 
apply the reductions to imports from the relatively less-developed coun
tries. But tariff reductions alone are not enough. To facilitate im
ports an active policy is needed in IAFEA> i.e., measures on the part of 
the more developed countries to encourage the establishment of industries 
in those which are relatively less developed, so that these latter can 
take advantage of the tariff concessions. In all this the co-operation of 
international credit institutions, and in particular of IDB, could be 
highly efficacious.

However gradually competition is introduced, it will indubitably 
necessitate a number of adjustments in Latin America’s industrial produc
tion. These are needed in order to increase productivity. But competition 
alone is not enough; another requisite is technical and financial action 
on the part of the State, to enable the adjustments in question to be in
troduced with a minimum of trouble. Otherwise, a number of unfavourable 
conditions which must be done away with might be perpetuated for an in
definite length of time. There are cases in which high production costs 
— even taking into account the small size of the domestic market--are due 
to inefficiency on the part of the enterprises themselves. In others, how
ever, they are attributable to factors beyond the industry’s control, 
above all the high price of the raw materials, intermediate products or 
capital goods which the enterprises concerned have to use. All these 
failings are usually covered up by the high level of protection; and as 
tariff duties are gradually reduced, they will come to light. A little

I6/ (cont.)On the first occasion I found that great anxiety was felt as
to the adverse effects on Finland’s incipient industries which 
might be produced by imports from Sweden and Denmark, countries 
at much more advanced stages of industrial development than 
Finland. On my recent visit, I happened to meet some of the 
people with whom I had conversed before, and had an opportunity 
of asking them how many industries had suffered or been forced 
to close down as a result of the tariff reductions. They were 
astonished by my question, as those early fears had long been 
left behind. Not a single industrial establishment had closed 
down, inasmuch as the gradual reduction of tariff duties had led 
industrialists to improve the efficiency of their enterprises; 
and this had enabled them not only to stand up against competition 
from the other member countries, but also to start exporting manu
factures to the countries in question, thus strengthening their 
competitive power vis-à-vis the rest of the world in addition.
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thought will show that this is not a had thing. Quite the contrary. It 
is favourable to the productivity of the economy as a whole that weaknesses 
should be detected so that they can be cured. As far from constituting an 
argument against introducing competition it is a reason for doing so, but 
--we would repeat--the process must be gradual.

It may possibly happen that competition is falsified in certain 
cases. The most serious of these— which sometimes causes a great deal of 
concern— is that of undervaluation of the currency. Undervaluation enables 
the country practising it to obtain, in given circumstances, export advan
tages which might ve injurious to others in the flow of reciprocal trade. 
The country affected might seek relief by applying compensatory measures; 
but if several countries had undervalued currencies, it is easy to imagine 
the serious complications that would supervene. On the contrary, it should 
be the responsibility of countries with undervalued currencies to impose 
export surcharges to counteract the effects of undervaluation. This is a 
mere suggestion regarding a problem which, despite its importance, has not 
yet been the subject of careful analysis. Where overvaluation exists the 
country which practises it has measures to offset its effects within its 
reach. They could be adopted only under provisions previously agreed upon 
by the governments parties to reciprocal trade system.

Clearly, as it becomes possible to co-ordinate the countries’ 
monetary and exchange policy, difficulties of this type will tend to be
come less important. In this connexion, the payments agreements concluded 
and administered by the Central Banks, first in the Central American Common 
Market and later in IAEEA, are very encouraging. It is to be hoped that 
such agreements can be extended, not only on monetary grounds, but because 
they may generate incentives to putting the principle of reciprocity into 
practical effect. This example also shows how concrete solutions can be 
reached without the least suspicion of supranationality.

(g) The Meeting of Chiefs of State at Punta del Este

To revert to the adjustments which would have to be made in in
dustry, enterprises would need co-operation in order to carry them out 
without disruptive effects. This was recognized by the Chiefs of State 
at Punta del Este when they decided "to mobilize financial and technical 
resources within and without the hemisphere to contribute to the solution 
of problems in connexion with the balance of payments, industrial readjust
ments, and re-training of the labour force that may arise from a rapid re
duction of trade barriers during the period of transition toward the com
mon market" .

In this context, it should also he recalled that President
Johnson sent a message to Congress in March 1967, shortly before be went
to the Punta del Este Meeting, in which he recommended the allocation of
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additional resources to an amount ranging between 250 and 500 million 
dollars over a period of 3 to 5 years, which would begin in about 1970.
These resources would be used to strengthen Latin America’s economic in
tegration process. At the same Punta del Este Meeting, the Chiefs of 
State laid great stress on the need to complete and modernize the phys
ical infrastructure of Latin America, and decided to step up the multi
national action required for execution of the projects involved. Bearing 
in mind that the availability of special financing operates in favour of 
the execution of infrastructure projects, they decided "to mobilize, 
within and outside the hemisphere, resources in addition to those that 
will continue to be placed at the disposal of the countries to support 
national economic development programmes, such resources to be devoted 
especially to the implementation of multinational infrastructure projects 
that can represent important advances in the Latin American economic in
tegration process. In this regard, the IDB should have addition resources 
in order to participate actively in the attainment of this objective".

In recent years the IDB has been acting in practice as a bank for the 
integration of Latin America. For such purposes, it has assumed consider
able financing commitments in respect of intra-regional exports of capital 
goods; multinational projects, in particular highways, hydro-electricity 
works and telecommunications; preinvestment studies; and training, research 
and support for the economic integration process. With expanded resources,
IDB should pursue and extend this work, for which it already possesses a 
most valuable store of technical and financial experience.

Multinational projects of such far-reaching scope call for sub
stantial pre-investment expenditure. To this end, the Chiefs of State 
also agreed to "allocate sufficient resources to the Pre-investment Fund 
for Latin American Integration of the IDB for conducting studies that 
will make it possible to identify and prepare multinational projects in 
all fields that may be of importance in promoting regional integration.
In order that the aforesaid Fund may carry out an effective promotion 
effort, it is necessary that an adequate part of the resources allocated 
may be used without reimbursement, or with reimbursement conditioned on 
the execution of the corresponding projects" .

At the meeting of the Board of Governors of the IDB held shortly 
after this recommendation had been formulated, a resolution to the same 
effect was adopted, making it possible to strengthen the research and pre
investment work which the institution was already undertaking. This is 
a matter in which the United Nations Development Programme is also inter
ested. Unfortunately, the setback which has occurred since the Meeting 
of Chiefs of State has been unfavourable to the application of these 
important recommendations.

The advance towards a Latin American common market is not easy.
But there is no other alternative. It is indispensable for the acceleration
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of development. In turn, the development process, as the favourable 
effects of economic expansion make themselves felt, will tend to lessen 
the difficulty of the adjustments involved.

A few last words on trade in agricultural commodities. The 
speeding-up of development will call for a considerable expansion of 
production. In view of the lack of satisfactory research, this question 
is not dealt with in our projections. It is extremely important, how
ever, and should be given top priority among the subjects to be studied. 
Agricultural integration possibilities too are matters that should not 
be left at the mercy of the interplay of the forces of competition.



Chapter VI

THE SPONTANEOUS FORCES AND DEVELOPMENT STRATEGY IN THE ECONOMIC SYSTEM

Much emphasis has been placed so far in this report on the consider
able development potential of the Latin American economy. However, its 
expansionist forces— which have demonstrated their vigour so often in the 
past, and continue to do so at present— are being seriously obstructed, to 
the detriment of the vast possibilities offered by scientific and techno
logical progress for improving the lot of the population. Clearly, the 
development patterns that have been prevalent in Latin America must be 
discarded. They are already obsolete. A new type of development is re
quired, imbued with great vigour and a strong sense of social equity. To 
achieve this, sweeping structural changes are needed to clear the way for 
the expansionist forces. But they are not all that is needed— far from it. 
The State should take deliberate action to influence these forces, in order 
to resolve the contradictions stemming from the advance of science and 
technology. It is these contradictions that are mainly responsible for 
the serious disparity between capital formation and the growth of the 
labour force, and for the persistent tendency towards an external bottleneck. 
To eliminate these problems is an essential requisite for speeding up the 
rate of development.

State action is also needed, from a different standpoint, with respect 
to technology itself: in technological research and creative work; in the 
acquisition and dissemination of technical know-how and its adaptation to 
Latin American conditions; and in the provision of technical training at 
all levels.

In brief, the present chapter will discuss changes in structures and 
attitudes, and also the need for discipline in order to act upon the forces 
of development. The task of influencing these forces calls for a clearly- 
defined strategy, with planning as its fit instrument of implementation. 
Admittedly, there is some opposition to planning, not so much as a technique, 
but--and this is the worst of the business— precisely because it is the 
instrument of a strategy which also arouses opposition.

1. The structural bases of the system

(a) The agrarian structure
The structural obstacles standing in the way of economic development 

are of great significance. They weaken the incentives to technical progress 
and deprive the economy of the degree of social mobility that is demanded
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by such progress, as well as by considerations of equitable income distri
bution. It is therefore justifiable to devote some attention to these 
obstacles, since neglect of them would mean failure to comprehend the 
dynamics of Latin American development in all their complexity.

It is a well-known fact that the concentration of land ownership and 
the proliferation of minifundia in Latin America are factors which over the 
generations have militated against the introduction of improved techniques 
and the efficient use of the production potential of the land, and have also 
been a major cause of social disparities. Moreover, even where technology 
has managed to penetrate into these outmoded land tenure systems-ras has 
happened in export-oriented activities and is now happening in agriculture 
for domestic consumption--it has generally not been able to break them down, 
but has rather helped to buttress them. It is paradoxical indeed that in 
such cases technical progress should strengthen the traditional concentration 
patterns. Even in countries where the land has been redistributed, there is 
still some tendency for small and medium-sized units to join together to form 
large estates. While the advantages of this process in terms of productive 
efficiency cannot be disregarded, its aggravating effects on concentration of 
ownership and on social disparities are equally impossible to deny.

Further explanation is in order here. Technical progress-either through 
mechanization or through the introduction of farm practices that raise yields 
per unit of land— increases the product per agricultural worker. This does 
not mean, however, that there is a corresponding rise in the income of the 
masses working on the land. On the contrary, if labour is abundant and land 
ownership is concentrated in a few hands, the gains deriving from more 
advanced techniques, in so far as they are not absorbed by entrepreneurial 
profits, will tend to be incorporated into the rent of the land and thus 
increase its value.

Furthermore, the rapid growth of the labour force makes it very much 
easier for the landowner to arrogate to himself the gains accruing from 
technical progress. And the more this happens, the harder it becomes for 
the rural masses to obtain access to the larger amount of land they would 
need to be able to share in these benefits.

Thus the pressure of the active population on the land increases, 
minifundia are divided up into ever-smaller plots, and the number of landless 
peasants grows. In this incredible process of division and subdivision, there 
are some parts of Latin America where peasants inherit a single furrow. The
people multiply, but the amount of land available does not.

It is not only the special way in which the benefits of technology are 
appropriated that intensifies income concentration and social disparities.
Even without technical progress, the rent of the land tends to rise when 
agricultural demand is brisk. And it also rises— to a very marked extent— as 
a result of the means of communication and other infrastructural works
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constructed by the State with resources whose provenance is not usually rural 
property.

For all these reasons, it is understandable that the increase in the 
product per worker in agriculture— which has certainly taken place— has not 
led to a corresponding increase in the income of the rural masses, although 
in some countries movements to organize rural wage-eamers, minimun wage 
regimes and social security systems are bringing about certain changes. None 
the less, there is no reason to assume that matters will improve to any sig
nificant extent until the agrarian structure is changed so as to give land 
to the rural worker who has none at all and to increase the holdings of those 
who have some, to the extent permitted by population pressures. This would 
ensure the rural masses a fairer share in the benefits of technical progress, 
provided that non-agricultural activities make productive use of the redundant 
manpower in agriculture and that the indispensable improvements are introduced 
in marketing methods. Otherwise, social disparities will continue to increase.
(b) Old and new structures

The system of land tenure exerted a dominant influence on the social 
structure of Latin America during the period of outward-looking development, 
before the world depression. Industrial development gained great impetus 
as a result of the depression, and simply superimposed itself on this structure, 
to which it adapted itself to some extent, but which it did not radically 
transform. It did not--as happened in other cases in the past— necessitate a 
redistribution of the land, for as a general rule easily-accessible land was 
available for the expansion of agricultural production. Nor was any need felt 
until recently to open up the vast potential market of the underprivileged 
masses and extend the social range of demand, because an industrial develop
ment process based on import substitution found a market already in existence 
that grew in step with urban growth. But now there are clear signs that this 
process has already begun to lose its dynamic impetus. And that impetus cannot 
be renewed by credit expedients which are designed simply to stimulate demand, 
and which, moreover, adversely affect capital formation.

What is more, industrial development is taking place in watertight 
compartments, under the strong protection of high tariff barriers and of 
restrictions and prohibitions that eliminate external competition and hamper 
the assimilation of technological progress and the efficient use of the 
factors of production.

Nor has industrial development changed the traditional structure of 
Latin America's foreign trade, which is still oriented towards the major 
industrial centres. Primary commodities continue to be exported and industrial 
goods imported in return, although the patterns is less rigid than it used 
to be. Only the composition of such imports is changing, as a result of the 
import substitution process, which is taking place separately in each country,
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for the traditional trade structure did not encourage intra-regional trade, 
except in certain primary commodities.

Import substitution is steadily progressing within a number of industrial 
microcosms, as the ratio of the capacity to import to the over-all product of 
the econony gradually decreases. Industrialization on these lines is inef
ficient and costly for the all-too-well-known reasons: markets are small and 
the spur of competition is lacking. The process bears within itself the 
seeds of its own loss of dynamism, since industrial development takes place 
within a closed circuit of costs and prices which, because it has no contact 
with the world market, discourages exports of manufactures; and these are 
really essential, for industry needs to stretch outwards in order to develop 
inwards in depth.

Admittedly, in the 1930s it would have been unthinkable for the developed 
countries to relax their import restrictions in order to encourage imports of 
manufactures from the peripheral countries. They did not even do so later: 
the Second World War and its immediate aftermath were not propitious to such 
a policy. But more recently it has become a possibility, although nothing 
of any great moment has been done by the developed countries to change the 
structure of their trade with the Third World.

This point is of such significance that it warrants a brief diggression. 
The developed countries have made notable efforts over the past two decades 
to reconstruct world trade, culminating two years ago in the success of the 
Kennedy Round. However, the developing countries have been virtually 
excluded from this process. The seriousness of this must not be disre
garded, for the developing countries need to take their place in the new 
structure so that their commodities and manufactures can play an active 
part in world trade, and the adverse effects that technological progress 
in the major centres has had on exports of commodities can thus be counter
acted. These effects are well known: some are direct, resulting from in
creased production of synthetic substitutes; others are indirect, deriving 
from the fact that demand for commodities is expanding relatively slowly as 
income in the industrial centres rises, with very few exceptions, at a rapid 
rate. Added to this are the ill-effects of these centres' over-protection 
of their own primary production, which is completely exempted from the 
movement towards trade liberalization.

To look at the other side of the coin, the Latin American countries 
for the most part have not yet evinced a firm determination to modify the 
aforesaid structure based on industrial microcosms. Quite rightly, they 
are insistently urging the developed countries to give their manufactures 
favourable treatment; but they have not displayed equal zeal in doing what 
they can themselves in relation to their own reciprocal trade. Gradually 
linking up the industrial microcosms--apart from all that it would involve in 
terms of structural improvements--is a basic essential if the Latin American 
countries are to enter the world market on a competitive footing and become
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effectively integrated in the new order of world trade that the industrial 
centres have been at such pains to construct. It is also essential if the 
region is to develop its trade with the socialist countries, especially once 
these are fully incorporated in the opulent flow of the world trade.

It is no exaggeration to say that these structural changes in Latin 
America’s industry and foreign trade are of decisive importance. Without 
them, it will not be possible to stimulate export expansion or relieve the 
external constraint that is holding down the rate of development. Moreover, 
•unless development can be stepped up— and this warrants reiteration— it 
will not be possible to give the economic system the requisite dynamic 
strength or to make it meaningful from the standpoint of social equity.

This question of social equity has to do not only with the way in 
which income is distributed, but also with the actual sources of income in 
the prevailing social structure. If a large part of the income of the 
upper strata derives from privilege, from their dominant position in the 
system, the incentive to technical progress is weakened. The traditional 
case in point is the appropriation of land rents, both in the rural areas, 
as described earlier, and also in the cities, as a result of development 
itself and of the high rate of population growth.

Privilege also exists when excessive protectionism makes dispropor
tionate profits possible, despite the high cost of industrial production; 
and when restrictions on competition or the backwardness of the domestic 
marketing system allows higher incomes to be obtained than would otherwise 
have been the case. Participation in the power structure, too, usually 
carries with it privileges of this kind. In such cases, there is no strict 
relation between the income of individual persons and their contribution 
to the production process in its broadest sense.

Consequently, in addition to stimulating the growth of income, the 
structural changes that pave the way for development will also gradually 
change the sources of income and thus increase the incentives to technical 
progress.

Social mobility has a very important part to play here. It is both 
a requirement for and a consequence of development, which it likewise 
tends to accelerate. From the standpoint of mobility, development requires 
that jobs be filled as far as possible by those most suited for them, to 
prevent the waste of potential talents. In Latin American societies, with 
their special structures, a number of factors limit mobility. Some are 
structural, such as the concentration of land ownership and of income in 
general; the weakness of incentives to improve industry, resulting from 
over-protection; industry's limited capacity to absorb manpower, with the 
consequent spurious absorption of labour in services, etc. All this means 
that the rate at which new jobs are created at the medium and high levels 
is relatively slow, and thus reduces the possibilities of social advancement.
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Furtheremore, the extremely unequal distribution of income limits access 
to education even at the primary level for many groups, and makes it 
difficult at the secondary and higher levels, with all the waste of human 
talent that this entails. It should be borne in mind, however, that 
education and the development of skills at all technical levels are 
potential factors of social mobility. If this potential is to be realized, 
economic activity must have a keen sense of the need to increase produc
tivity through technical progress. Thus, there is a close linkage between 
technology and social mobility.

It is worth while emphasizing this point because, in our eagerness 
to find simplified solutions to the very complex problems of development, 
we often forget that technical training cannot take place in a vacuum, 
outside the context of economic and social development. Unless the pace 
of development is stepped up, occupational opportunities will be too scarce 
for mobility to become effective. Not only will the effort expended on 
training be wasted, but further cause for resentment or frustration will 
be added to the motives already activating or troubling--as the case may 
be-- the younger generations in Latin America. And there will be yet 
more reason for Latin American professionals to leave their own countries—  
mainly for the United States— at a considerable loss to the region in terms 
of resources and potential.
(c) The power structure, immediatism and foresight

It is a well-known fact that the linkage between the economic and 
social structure and the power structure is very close. The two form a 
complex whole, whose different but mutually interdependent components can 
be separated only in abstract, for when all is said and done they are 
but different facets of a single reality.

In Latin America, some changes have occurred in the power structure 
as development has proceeded. The traditional groups of landowners and 
businessmen that characterized the period of outward-looking growth have 
been joined in the ensuing phase by new elements, their numbers varying 
from country to country, with industrialists accounting for a steadily 
increasing proportion. The middle strata are considerably strengthening 
their position: they have become larger and more diversified, and, through 
high-level technical specialists and officials, are increasing their 
influence on the public administration. Thanks to their enhanced trade-union 
and political power, workers are acquiring a manifest ability to defend their 
interests and aspirations. And in a number of Latin American countries labour 
leaders are beginning to form part of the power structure itself.

Notwithstanding all these changes, a special urban constellation has 
gradually evolved, in which the politically inarticulate and unorganized 
lower strata are not making the weight of their numbers fully felt--except 
at intervals, on particular occasions— in the struggle for income redis-
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tribution: a struggle that is being exacerbated as the dynamism of the
economy falls increasingly short of what is required. For if the industry 
group absorbs such a small proportion of the increment in the labour force, 
and the volume of manpower in services is growing out of all proportion, 
to say nothing of unemployment, the imabalance thus created leads to 
ever-mounting tension.

It is politically and also socially understandable that this tension 
should be relieved through measures to redistribute income, by means of 
either wage increases or public spending. The steady expansion of the 
groups participating to some degree in the power structure, and the 
growing calls upon the State to satisfy social welfare aspirations, give 
rise to a complex set of commitments that, inter alia, conduce to imme- 
diatism in respect of income redistribution. However genuine its under
lying concern for social equity, and however much it may do to alleviate 
social tension in the short term, this redistributional immediatism does 
not solve the basic problems. Neither does a repressive approach.

As the lower strata in the cities— which are today in such an under
privileged position— gradually become aware of their power, they will 
carry greater weight in the income struggle; and if they are joined by 
the rural masses, tension will inevitably tauten to a point at which it 
seriously jeopardizes the operation of a system which, moreover, is far 
from efficient.

Something more is involved here than the power structure alone. If 
representatives of the lower strata managed in one way or another to 
become part of it, there is no guarantee that their combative vigour 
would not also lead to immediatism, and again the basic problem would be 
bypassed: namely, how to combine immediate measures with others which 
woulds show results only after some time had passed. In other words, 
immediate measures must be merely the first step in tackling the basic 
problem. This is certainly not an easy approach, but it is perfectly 
feasible.

Immediatism cannot be assigned to any particular point in the 
political spectrum, for short-term solutions are sought not only by 
the staunch defenders of the status quo, but also by those who are at 
odds with it, and who find such expedients an easy substitute for radical 
changes to which there are powerful obstacles. The net result is that 
the ills inherent in the existing structure are intensified.

Basic solutions do not emanate spontaneously from the conflict of 
interests and aspirations, but require an enlightened and long-range 
view of the situation that can be achieved only through a thoughtful 
analysis of the major problems of development.
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In the case of immediate solutions, each of the parties concerned sets 
itself specific and rapidly attainable objectives. This is not true of the 
the longer-term approach. It can be clearly shown that, if the distortions in 
the structure of employment are eliminated ant the distribution of income is 
made more equitable, there will be much greater scope for industry and agri
culture to expand, as we noted in an earlier chapter; and the services sector, 
freed by this corrective process from its heavy burden of redundant manpower, 
will be able to participate actively in the benefits of accelerated develop
ment. But this is only a future prospect, and if nothing at all is offered in 
the immediate present, it will be difficult if not impossible to win acceptance 
for a continuing development discipline. Except, perhaps, while emotions aroused 
by charismatic personalities are still in the ascendant. But charisma can also 
be the agent of a crude form of immediatism that may make it even more difficult 
to apply the basic measures required by development strategy.

Immediatism has frequently prevailed over foresight. Hitherto the latter 
has certainly not been a dominant feature in the present stage of Latin American 
development. It is true that there have been government leaders who possessed
it, and that in some countries this has had lasting consequences. They were men
capable of interpreting the course of events and facing the future with a strong 
sense of responsibility.

It must be admitted, however, that the problems which arose at the beginning
of the present stage of development did not really appear to demand such a high
degree of foresight. Industrial development is a case in point. Given the wide 
margin initially available for import substitution, simple measures, with imme
diate economic and social effects, sufficed to spur on the industrialization 
process. In agriculture, the availability of accessible land made it possible 
to expand production with no great difficulty, and population growth was not 
then as rapid as at present. It was natural that in those days immediate 
concerns should have taken the fore, and that anything demanding thought about 
the future should have been put to one side.

Now that this relatively easy stage has been completed, immediate expedients 
must inevitably be combined with longer-range measures that admit of no makeshift 
procedures, not only because of the nature of the problems involved, but also 
because our knowledge of them is greater today. Want of foresight would be inex
cusable at our present stage. Furthermore, in all these measures it is essential 
to adopt a rational approach, to have a clear idea of the objectives and of the 
means available for attaining them. But, irrespective of the power structure, 
the longer it takes to get results, the more difficult it is to exercise ratio
nality.

2. Contradictions implicit in scientific and 
technological progress

(a) State action and the market mechanism

The first section in this chapter discussed the major structural changes
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that are needed to facilitate the introduction of technical know-how and 
clear the way for the expansionist forces of the economy.

Although State action is still a highly controversial issue in Latin 
America, it is now undisputedly acknowledged to he an essential requirement 
for economic stability. In this respect, a very important change took place 
in the developed countries as a result of the great world depression— and 
in the developing countries too. It became necessary to take deliberate 
action to influence the forces of the economy in order to bring about first 
recovery and then development without serious fluctuations. Today all this 
seems quite natural and beyond dispute. But it was not so in those days of 
ardent doctrinal controversy.

It is also beyond question today that if the economic system is left 
to its own devices it does not promote equitable income distribution. What 
is more, even large and affluent countries are discovering that huge sectors 
of their own populations are among the ranks of the underprivileged. But 
this is not the whole story. In these same countries, concern about the 
adverse effects of technological progress is mounting to a dramatic pitch.
At last, public opinion is coming to realize that not everything is for the 
best, either for society itself or for its physical environment. For in 
these large countries the physical environment is deteriorating while the 
indexes of prosperity are steadily rising. It is not just that the ecological 
balance has been interfered with, as has been observable for some time past, 
by technological advances in agriculture. Lack of awareness of these problems, 
or indifference to them, has allowed the free play of economic forces to 
result in large-scale pollution of water and atmosphere, systematic destruction 
of the natural environment, and urban congestion with all its economic and 
social implications. With the help of the electronic brain, the cost-benefit 
analyses guiding these forces have become more and more precise. But the 
calculations do not yet take account of one factor which is of enormous 
significance in human terms: the huge social costs that industry and the 
internal combustion engine have brought in their wake.

The farther science and technology progress, the more unavoidably 
necessary it becomes to influence the spontaneous movements of the economic 
forces. This is the great problem whose urgency is progressively increasing 
in the developed countries, whatever their power structure: namely, how to 
do this and yet ensure that the State does not interfere with the decisions 
of individuals and subject them arbitrarily to its growing authority.

These, like other problems posed by scientific and technological progress, 
have come to Latin America before their time, before the resources and skills 
needed to deal with them have been created. The problems of the developed 
countries are thus being superimposed on those characteristic of development—  
which are difficult enough to solve in themselves. However, one and all are 
problems that cannot be avoided and that must be tackled in one way or another.
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Despite the marked change that has taken place in ideas on the role 
of the State in the advanced countries, in Latin America such matters are 
not always approached with as much clear-sighted objectivity as they might 
be. In addition to the very understandable opposition to changes in 
structures and attitudes, there is often some confusion about the role of 
the spontaneous forces of the economy. Efforts to act upon or influence 
these forces are confused with State interference in the market mechanism.
But there is no basic incompatibility here. The proper functioning of 
the market mechanism depends in large measure on the efficacy of the 
changes made.

The market mechanism is based upon the prevailing economic and social 
structure and responds to its needs. It can neither be held responsible 
for the consequences of the structure, nor be supposed capable of changing 
it. It must not be expected to do more than it actually can. If the 
economic and social structure preserves a very unequal distribution of 
income, then the market simply reflects good or bad consumer preferences; 
and in accordance with these preferences, it channels the use of investment 
resources, thus giving a particular configuration to the production apparatus. 
If this configuration does not coincide with the interests of the society 
as a whole, the blame must be laid not on the market mechanism, but on the 
underlying structure and the income distribution inherent in it. What is 
essential is for consumers to be able to manifest their preferences through 
the market mechanism, and for activities serving consumers to be able to 
respond to these preferences under the stimulus of the economic incentive 
and of competition.

From another standpoint, a patent truth must be recognized. Consumer 
preferences are influenced by increasingly subtle and pervasive forms of 
advertising, which, in the Latin American countries, are promoting the 
systematic dissemination of consumption patterns that militate against 
capital formation. Even if income were distributed more equitably, it 
would still clearly be necessary to tackle this problem. There is not 
very miuch evidence that this has been done effectively, for in the most 
obvious case— namely, bans and restrictions on imports of non-essential 
goods— domestic investment has been encouraged to produce the self-same 
goods, despite the shortage of capital.

Nevertheless, the market mechanism continues to be of great value 
because it operates in a completely impersonal way. However much the 
size of disposable income and certain forms of consumption may be influenced 
by the State, it still leaves consumers with a wide range of choice, without 
prescribing what should or should not be done in specific cases. This is 
very important, as is also the fact that, under the market mechanism, 
responsibilities are diffused and decisions scattered throughout all the 
various activities of the economy. Concentrating decision-making in the 
hands of a single supreme authority does not give the flexibility and 
efficiency required in the increasingly intricate complex of economic life;
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and this is something which the socialist economies are now recognizing, 
as was pointed out in chapter I.

With this clarification, then, we can now consider the various fields 
in which State action is needed. It was said earlier that the State, in 
addition to carrying out the requisite structural changes, has to act upon 
the forces of the economy in order to resolve the contradictions that 
derive from scientific and technological progress and thus help to achieve 
a rate of development that will imbue the economic system with the degree 
of dynamism that is required. In this respect, there are two fields in 
which action by the State is essential: capital formation and foreign trade.
(b) Capital formation

At the present stage of Latin American development, no spontaneous 
forces exist that can raise the investment coefficient. The rate of 
capital formation must be appreciably stepped up in order to reconcile 
the incompatibility engendered by scientific and technological progress 
between the population's soaring growth rate and increasing consumption 
aspirations and the steady rise in the capital/worker ratio which more 
advanced techniques generally entail. The State has to take deliberate 
action to encourage personal and company saving, or, by means of the tax 
system, to increase its own savings, either for direct investment or for 
channelling into private enterprise.

Such deliberate action is essential, since interest rates respond 
satisfactorily only to an increase in real demand for investment resources; 
they are completely untouched by the considerable potential demand that 
would have to be met in order to absorb the redundant labour force and 
step up the tempo of development.

Keynes showed during the world depression that the economic system 
did not spontaneously arrive at a position of equilibrium with full 
employment but at a whole range of positions of equilibrium with differing 
degrees of unemployment; similarly, it can be said that in Latin America 
positions of dynamic equilibrium are conceivable without full utilization 
of the labour force and with differing degrees of redundancy. 1/ In such 
cases, the market mechanism is completely inoperative.

It then becomes essential for the State to intervene to raise the

This is not the place to start a theoretical discussion, but I do 
wish to mention the concept of 'positions of equilibrium' in order 
to draw a parallel with Keynesian thought that seems to me interesting. 
However, I do not think it appropriate to use this static concept 
to explain the dynamics of the system.
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investment coefficient— admittedly a very difficult task. But one it is 
accomplished, the problem of capital formation becomes much simpler, for 
as a general rule the investment coefficient tends to remain at the level 
it has reached, although monetary or fiscal instruments may have to be 
used to counteract possible fluctuations.

(c) Foreign trade

State action with respect to foreign trade is indispensable, both 
at the Latin American and at the international level, in order to change 
structures and also to resolve the very serious contradictions caused in 
this context by scientific and technological progress. In Latin America, 
this progress has the effect of promoting the rapid growth of demand for 
imports, while in the great industrial centres its effect has been to 
reduce demand for imports of primary commodities.

The conflict between these effects cannot settle itself spontaneously 
through the free interplay of economic forces. Structural changes are 
needed to enable these forces to expand, as well as to direct them 
towards the achievement of certain objectives. It is well known that 
there is resistance to such changes in Latin America. There is also 
resistance in the developed countries, which have not yet decided to 
modify the structure of their trade with a view to facilitating the access 
of exports from the developing countries. In actual fact, the changes 
required in this latter respect are not of any great magnitude in comparison 
with those that have been and still are taking place in the development of 
the advanced economies.

Simply making all these structural changes, however, is not enough. 
Promotional action by the State is also essential. There are noteworthy 
instances of achievements elsewhere which are taking some time to have an 
impact on Latin America. They are in some cases having that impact now, 
and this shows how much can be done to promote new exports by combining 
State action with private enterprise. There must be a great deal of 
continuity of purpose, however, which has not always been in evidence.
What is more, it has frequently happened that a change in regulations or 
over-valuation of the currency has disrupted serious efforts to promote 
new exports, besides affecting the traditional export lines.

(d) The population explosion
Obviously, the problems of capital formation and the external bottleneck 

also reflect the implications of the population explosion. Some rather odd 
attitudes exist in this respect. Recognition of the need to act upon the 
spontaneous forces of the economy does not signify acceptance of the need 
to do likewise with demographic forces, since many believe that the population 
problem will eventually solve itself of its own accord.
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Admittedly, this is a very delicate topic. For birth control touches 
certain deep-rooted sentiments which cannot but be respected. Moreover, 
it is sometimes advocated with a degree of over-simplification that defeats 
the ends pursued. A suggestion commonly put forward is that family planning 
is a basic formula for economic development, if not an alternative to the 
international financial co-operation that Latin America needs in order to 
cope with the economy's lack of the required degree of dynamism. It has 
even been said that one thousand dollars spent on birth control would 
take the place of many thousands of dollars spent on capital investment.
There is a risk that this singular comparison might be taken as the reason 
— even if it were not, if there were other motivations— for the attitude 
of certain non-Latin American bodies which spend substantial sums in 
disseminating information about birth control practices, not only in 
countries that approve of them but also in countries which are firmly 
opposed to them or which have adopted no definite position.

All this has given rise to a controversy in which it is very difficult 
to find one's bearings unless the terms of the problem are carefully defined. 
This is what will be attempted in the following paragraphs. First and 
foremost, population policy is only one of the components— admittedly a very 
important one--of an economic and social development strategy. It is obvious 
that the growth rate of the economy will not be speeded up simply by birth 
control, without anything being done to act upon the other factors on which 
the dynamics of economic and social development depend. Moreover, it would 
be absurd to think that a country with an over-all growth rate of 5 per 
cent, for example, could increase its per capita income at the same rate 
if there were no increase in its population. The mutual interdependence 
between population and development must not be disregarded. There may 
possibly be an optimum rate of natural growth for each country, falling 
somewhere between absolute demographic stagnation and the maximum now being 
approached by some Latin American countries which have already exceeded an 
average annual population growth rate of 3*5 per cent.

Some thought must likewise be given to the length of time required 
to implement reasonable measures in respect of family planning practised 
by carefully-considered technical methods; and also to the time it would 
take to achieve specific results, since the effects of such measures on 
the labour force would not make themselves felt for some fifteen or eighteen 
years, and only subsequently would they become more marked as the new cohorts 
of working age were fully incorporated into the labour force.

Hence, in the initial stages, birth control would not help to correct 
the distortions in the structure of employment of the labour force or to 
relieve unemployment. What is more, as families became smaller, the pro
portion of women joining the labour force might rise, as has happened in 
the developed countries. Thus it would be still longer before demographic 
policy showed definite results in terms of the population of working age.
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On the other hand, it would have immediate effects on household 
budgets, particularly in the lower strata, and on social investment by 
the State in health, housing and education, in which the unsatisfied needs 
are considerable. Birth control would make this pressing problem more 
manageable. It should not be forgotten, however, that the factor that 
weighs most heavily on social investment by the State is the cumulative 
deficit in housing, health and education services, rather than the natural 
growth of demand.

In any case, although the impact of population policy on the labour 
force may take some while to become evident, no time should be lost in 
considering this matter, nor should it be simply shelved. Chapter III 
showed, for purposes of illustration, that if the rate of development could 
be raised to 8 per cent per year, all that could be managed in a decade 
would be to prevent the structural distortion in the labour force from 
growing any worse. To correct it gradually would take still more time. 
Meanwhile, in twenty years' time average per capita income should have 
reached about 920 dollars, or 129 per cent more than at present. But 
this average would continue to embrace widely differing situations, apart 
from the fact that it would still fall far short of satisfying increasingly 
insistent desires for betterment. Even more time would be required to 
attain a level compatible with these aspirations.

It is here that the fundamental significance of the population problem 
lies. Twenty years is a relatively short span of time in the development 
of a community. But within this period, the Latin American countries will 
have to make a major effort to ensure that the coming generations enjoy 
living conditions very different from the poverty-stricken lot of most of 
the population today. If the economic system could be imbued with the 
genuine dynamic vigour in which it is a good deal lacking at present, the 
time would then be ripe for the Latin American countries— some sooner, some 
later--to set themselves objectives that today seem beyond their reach.

It is not just a question of providing a better diet for a rapidly 
increasing population. Let us assume that the technological revolution 
in agriculture will be the decisive factor in this respect. But man's 
expectations for the future compass much more than this, and they will 
be continually expanded by new aspirations which, even though they transcend 
the purely economic sphere— and it would be well that this should be so—  
require a sound economic groundwork if they are to come to fruition. Whether 
these objectives can be attained will largely depend on the decisions taken 
in the coming years regarding deliberate action to influence the demographic 
situation.

These decisions cannot be left to those who come after. Economic and 
social development is basically something that demands foresight and a deep 
sense of collective responsibility. This responsibility will not be ful
filled if population questions are viewed through the narrow lens of the
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immediate future. The serious problems that Latin America has to tackle
today are in great measure due to a lack of foresight. The population
explosion and the difficulties that have arisen in the course of develop
ment were in fact new problems that it would have been difficult to
anticipate thirty or forty years ago. And if they had been foreseen, it 
would have been nothing more than an intellectual exercise on the part 
of a few. But now these problems are no longer new, much is known of them, 
and their effects are being felt. We cannot shirk our responsibility to 
tackle them with firm determination.

However, it is commonly argued that foresight is not needed in demo
graphic matters, since the birth rate will fall of its own accord as 
development progresses. The experience of the industrial countries in 
general--and of Latin America itself in certain cases— shows that the 
birth rate has indeed declined as the economic situation of the family 
has improved. This has happened because a rise in income fosters changes 
in certain family habits. There should, therefore, be no objection if 
efforts to disseminate such habits were begun forthwith, provided that 
population policy were implemented as part of an economic and social 
development strategy.

In both cases, the fall in the birth rate is the result of deliberate 
action, the only difference being that in the first it is attributable to 
the new attitudes that economic development brings with it, while in the 
second it is due to appropriate persuasive action to influence the rate 
of population growth in advance. In other words, the question is to 
determine when the per capita income level is reached at which this delib
erate effort to control family size is made: the more that is done before
hand, the sooner this level will be attained.

It is also often argued that in the Latin American countries, generally 
speaking, there is enough capacity for a much larger population than they 
have at present. This is true. But what is also important is the length 
of time needed to attain a given level and the economic conditions in which 
this larger population would live. The alternative is clear: either the 
period of time is shortened and the population increases to a given number 
of inhabitants, with the result that the problem of the economy's insuf
ficient dynamism is aggravated; or the period is extended, and in the 
interim higher levels are achieved in terms of per capital well-being.

It must be stressed that all this has to be set in the context of a 
development strategy. But those who oppose population policy would not 
be unjustified if it were presented as a substitute for a development 
strategy, if it were advocated simply as an alternative.

Nor do those who oppose birth control measures for certain other 
reasons lack grounds for their attitude. If the population explosion is 
left to run its own course, the crisis in the system will become more and
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more profound. Thus, if it is believed that the system must be changed—  
and changed radically and even violently— then opposition to birth control 
is perfectly logical. The only trouble is that after the system had been 
changed, population policy would inevitably have to form part of the new 
order of things, if this too was to be imbued with sufficient dynamic force.

3. Technology and its adaptation to 
Latin American conditions

The second set of development problems that requires State action no 
longer has to do with the contradictions attendant upon scientific and 
technological progress, but relates to the rational use of technology in 
Latin American development.

A great deal of concern is felt in Latin America about the wholesale 
transfer of the production techniques developed in the great industrial 
centres. Awareness of this problem is growing, but it is so complex and 
so vast that study of it has not progressed as would be> advisable in view 
of its great importance. In this respect, it should be noted that little 
has been done in the way of proposing solutions that take account of the 
particular circumstances of the developing countries. Several aspects of 
the problem warrant more systematic attention than seems to have been given 
them to date. We shall begin by considering the economic aspects, and then 
go on to analyse some of the special problems of the transfer of technology.

The effects of using technologies in Latin America that are not 
compatible with the region's shortage of capital, the relative abundance 
of labour, and the availability of factors of production in general, are 
only too well known. There is no automatic way out of this situation, 
which frequently leads to conflict between the interests of the individual 
entrepreneur and the interest of the community, as was noted earlier in 
connexion with the mechanization of agriculture. In this typical case— as 
in many others— the entrepreneur saves labour by investing more capital, 
without considering whether the economic system has the capacity to absorb 
the manpower thus made redundant.

If the rate of interest on capital reflected potential demand for 
the capital needed to absorb this redundant labour, as well as current 
demand on the financial market, it is possible that certain highly 
capital-intensive investments would in many cases not be economically 
viable. But the market reflects actual demand at a given point in time, 
and not the potential demand that would have to be satisfied if the 
redundant labour force was to be absorbed. And even if this potential 
demand were reflected, one difficulty would be solved but another very 
serious problem would take its place, since a rise in rates of interest 
would have a regressive effect on income distribution.
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In relation to all this, it is not enough to analyse the different 
technological options that are available; it is also necessary to con
sider what policy measures and procedures could be applied to encourage 
the adoption of technologies that would be more suitable from the stand
point of the economy as a whole.

The possibilities for the selection of technological alternatives 
would seem to be greater in public activities than in the private sector. 
In cost-benefit analyses relating to public investment, it might be pos
sible to apply either a social or a shadow rate of interest, higher,than 
the market rate, that would reflect to some extent the potential demand 
for savings. If this were done, more economic alternatives could he 
chosen. But this is not what happens. On the contrary, because loans 
are obtained from abroad at rates of interest which--although they may 
he high in terms of a country’s payments capacity--are low if account is 
taken of the shortage of capital, the choice frequently lights upon al
ternatives which are excessively capital-intensive. The same applies 
to the use of budget funds that are interest-free, or of domestic re
sources obtainable at interest rates that not only do not reflect the 
potential demand for savings but are also usually lower than the prevail
ing market rate.

It is not possible, however, to force the private sector to make 
cost-benefit calculations of this type, favourable to the adoption of 
less capital-intensive alternatives. Quite the reverse: certain measures 
designed to stimulate investment have achieved their ends, but to the de
triment of employment.

There have been cases where tax concessions have led to investment 
which has had virtually no direct impact on employment. Over-valuation 
of the currency, application of preferential exchange rates or the grant
ing of credit at low interest rates have had similar results.

International loans have usually had roughly the same effect, apart 
from the question of interest rates. It is natural that firms of consult
ants in the great industrial centres should favour technical solutions 
which are familiar to them rather than seek to devise others. How far can 
Latin American consultants divorce themselve^ /from this attitude, if no 
well-defined policy exists in this respect? —'

It is also understandable that in making their investments the large

2/ Recently, the activities of Latin American technical consultants have 
been stepped up, and this might lead to the adoption of techniques more 
in keeping with the supply of factors available in the region, given 
the existence of the well-defined policy referred to in the text.
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foreign companies follow the same course, although there have been 
some happy instances in which techniques have been adapted to Latin 
American conditions. This question has aroused great interest, as 
shown in a recent international document. 3/ I do not believe that
in this connexion persuasion can be entirely effective. It can do a.
great deal, but in view of the magnitude of the problem it is perhaps 
not enough. Hence, thought will have to be given to the possibility 
of resorting to procedures that will foster the selection of options 
more favourable to development.

So far, this subject has not received the attention it deserves.
An idea which has been broached is that of levying a tax on new fixed
investment to make it more costly, which would have the same effect as 
raising the interest rate. The resources thus obtained would be used 
for additional investment, in order to prevent the total volume of in
vestment from decreasing. It has also been suggested that tax conces
sions should be granted on the basis of employment of labour instead 
of on the value of investment. The prevailing method of financing so
cial security systems constitutes in actual fact a tax on the use of
labour, which in some countries is as high as 50 per cent of wages^
these are matters which, despite their importance, have not been stud
ied in depth, at least in Latin America.

Let us now look at some further aspects of the problem of tech
nology. First we must ask ourselves how much freedom of choice there 
is with respect to the options mentioned above. Given the current state 
of technology, do options exist which permit of production on a smaller 
scale than in the great industrial centres, with a saving in the input
of capital per worker and yet with no undue loss of productivity? In a
number of cases, the answer to this question is in the affirmative. In 
this respect, satisfactory results appear to have been obtained from the 
technologies used by some of the small and medium-sized industrial coun
tries in the developed world.

Irrespective of the scale of production, there are other factors 
to be considered that would make it possible to devise certain capital- 
saving combinations of technologies. It would be interesting to look 
into experience in this regard, from which useful conclusions might be 
drawn.

In essence, the problem is how to use the available technology to

See Edwin N. Martin, Development Assistance: Efforts and Policies 
of the Members of the Development Assistance Committee (OECD, 
December 1969)•
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the best advantage, and how to adapt and combine its components to res
pond more adequately to Latin American conditions. Obviously, this pre
supposes the possession of a stock of knowledge on the basis of which 
our technicians would be able to make up their own minds. In other 
words, we need to develop the capacity to form independent opinions, in
stead of relying too much on the judgement of others.

Although the selection and adaptation of techniques is very impor
tant, this does not mean that we should not concern ourselves with the 
creation of technology as well. On the contrary, this is a matter which 
warrants serious thought. According to expert opinion, there are very 
interesting possibilities in this connexion which have barely begun to 
be explored, not only as regards the exploitation of natural resources 
— where it is possible to develop new techniques or improve those already 
in use— but also in a vast number of areas in which new processes or com
binations of existing processes could be invented. This cannot be done 
unless a scientific and technological structure suited to both functions 
is established. And, from the economic standpoint, it can be done only 
if basic criteria are defined for assigning priorities in specific fields. 
It must not be forgotten that virtually all technological innovations are 
directed towards highly specific ends. Moreover, for action to be effec
tive, research programmes must be undertaken that are in line with the 
priorities established; and one of the main aims of such programmes must 
be to increase the capacity to create and adapt new techniques, b j

All this is very closely linked to education. It will be necessary 
to promote educational programmes that, in addition to fostering the dis
semination of techniques, have as one of their main purposes the stimu
lation of the capacity to create them.

Some steps are already being taken in Latin America, mainly in the 
field of industrial and agricultural technology, but resources are lim
ited and the efforts made are far from concentrated. Such moves must be 
given full support, as must all the other endeavours to promote more ef
ficient use of natural resources. So far, there does not seem to have 
been enough co-ordination between the State, the universities and private 
enterprise in this respect.

Furthermore, given the magnitude of the resources required for tech
nological research and the similarity of conditions in many Latin American 
countries, this is an obvious opportunity for pooling effort. Frankly, it

In this connexion, see the excellent paper by Jorge Sâbato and 
Natalio Botana : "La ciencia y la tecnología en el desarrollo 
futuro de América Latina".
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is surprising how little progress has been made in a field which offers 
so much scope for integration.

As regards agricultural technology, there is conclusive proof of 
what perseverance can achieve. Cases in point are the astonishing re
sults obtained in Mexico with wheat and corn. It must be asked, how
ever, whether Latin America is doing all it should in this respect, es
pecially as regards agriculture in the tropics.

A similar question might be asked with regard to technical training 
at all levels. It is inadmissible to take a static view of this question. 
If the rate of development is to be much higher in the past, technical 
training efforts will have to be based on what will be needed over the 
years to ensure that this objective is achieved. At present, with an 
over-all product that is far from satisfactory, there are serious stum
bling-blocks: the shortage of research workers or extension-service
personnel in agriculture, and of intermediate and high-level technicians 
in industry and other activities. In other words, there is a marked con
trast between the ample supply of unskilled labour and the lack of the 
skilled personnel needed for its efficient utilization.

What is required is systematic action by the State and the organs 
of the community, guided by perspicacious forethought. Otherwise, it 
will also be impossible to deal with the adverse effects of technolog
ical progress. As noted earlier in this chapter, excessive reliance on 
the market forces has been the reason why the developed countries have 
taken so long to recognize the growing seriousness of these effects.
Public opinion in the developed parts of the world is now becoming a- 
ware of such concepts as ecology and the preservation of the environ
ment. It is to be hoped that the same thing will happen in Latin Amer
ica.

4. State action to smooth out social and 
geographical disparities

(a) Disparities and the lack of the required degree of dynamism

After these very general comments on technology, let us pass on 
to the great disparities apparent in the way in which income is dis
tributed among the various social strata and among geographical areas 
because of the unevenness with which technical advances are introduced 
and their benefits distributed, given the prevailing economic and so
cial structure.

It was noted above that, in the developed countries the free
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interplay of economic forces has not led to an equitable distribution 
of income. The problem of income distribution is complicated in the 
Latin American countries by the fact that their economies lack the re
quired degree of dynamism. And it is this lack of dynamism that must 
be combated, in order to ensure that redistribution policy is effective.

The terms of the problem have already been defined. As a result 
of the relative weakness of the rate of development, a sizable propor
tion of the increase in the labour force has not found really productive 
employment, and in addition, the masses in the lower income strata have 
been unable to move up into higher strata at a satisfactory rate.

The existence of a redundant labour force which it has not been 
possible to absorb in productive employment tends to depress the real 
income of the part of the labour force that is productively employed, 
and consequently to cause steadily mounting social tensions. For these 
tensions the usual escape valve is inflation, and anti-inflationary pol
icies will always be on a shaky footing so long as nothing is done to 
strike at the roots of the economy1s lack of dynamism.

The existence of a redundant labour force and the evident incapacity 
to absorb it hitherto displayed by the economic system, together with the 
concentration of land ownership, account for the poverty-stricken situa
tion of the rural masses. The gains accruing from technical progress—  
in so far as this has been achieved— usually end up in other hands. They 
go to the landowner or the agricultural entrepreneur and are spent in the 
cities. Some of them also find their way to the cities when they are 
absorbed by the middlemen. And, of course, this applies only to such 
part as is not transferred abroad through a deterioration in the terms 
of trade.

The cities, in contrast to the rural areas, have shown that they 
are capable of retaining the benefits of their own technological prog
ress, even though these gains are distributed very unevenly within the 
urban areas themselves. Thus, the income accruing from industrialization 
also tends to remain in the cities, and its effects do not spread out 
into the countryside. On the contrary, it grows partly at the expense 
of the rural masses, since the prices of the few manufacturers reaching 
them, which were formerly imported, are higher as a result of protection. 
Moreover, when protected industries increase their productivity, there 
is no corresponding drop in prices; the extra income is divided up in 
varying proportions between urban activities and the State.

To this must be added the fact that the coverage of social secu
rity systems is generally confined to urban areas; and that in the few 
cases where rural areas are covered by labour legislation, the legal 
regulations are not always properly applied. Rural areas have also
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profited less than the cities from the social benefits won by popular 
effort in the fields of health, housing and education, from which many 
of the urban marginal population are also excluded.

Lacking in political power and trade-union organization, and 
debarred from access to productive land, the rural masses have not ob
tained their proper share in the benefits of technical progress, and 
have barely been able to take advantage of it in their own agricultural 
activities.

(b) Concentration in the cities

Thus, the spontaneous forces of the economy, in combination with 
institutional factors, have driven more and more people to live in the 
cities. It is well known that the process of urban concentration is 
much more intense in Latin America than it was in the industrialized 
countries when they were at a similar stage in their development. In
come and demand have been concentrated in the big towns, while in rural 
areas they have been too weak to promote the installation of industries 
and a better spatial distribution of the labour force.

Had this been otherwise, might the structure of employment have 
been different too? Would the distortion of which we have spoken with 
so much concern have been attenuated, if not eliminated? There are no 
grounds for thinking so, for the distortion, as well we know, is the 
result of the inadequate rate of development. The redundancy problem 
would have been the same in the economy as a whole, although perhaps 
services and local industries might have developed more in rural areas 
and the volume of redundant labour moving to the cities might have been 
smaller.

A distinction must be made between the outflow of redundant labour 
from agriculture, and the inflow of redundant labour into the big cities. 
There is no valid reason to suppose that a substantial proportion of the 
redira dant agricultural labour could not be retained in farming areas, in 
activities associated with agriculture itself, or in the scattered towns 
of small or medium size that already exist in such areas or that might 
be created to meet the needs of a properly-devised spatial policy. A 
policy of this kind would clearly have to aim at improving the rural en
vironment, for which economic and social investment is required on a 
large scale. Without such investment, the cities would continue to be 
the dominant centre of attraction, even if the income of the rural mas
ses were to increase.

As has been repeatedly stressed, if land were distributed more 
equitably and were better developed, it would be possible to raise ru
ral incomes, not only because of the direct effects of such changes,
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but also because they would facilitate the introduction of more ad
vanced agricultural techniques. Experience everywhere shows that spe
cial measures are needed to ensure that the benefits of such technical 
progress are retained in the agricultural sector. It must not be 
thought— as it sometimes is-- that the main reason for increasing ag
ricultural productivity is to lower the prices of agricultural prod
ucts in the cities. Higher productivity is needed for the social in
tegration of the rural masses. If the rate of economic development 
were speeded up, there should be no real difficulty in respect of 
equitable income distribution.

In any case, it is important to see that the interplay of economic 
forces and of structural and institutional factors does not continue to 
encourage over-concentration of the population in the cities. The prob
lem is of disquieting dimensions. Suffice it to bear in mind that if 
redundancy is combated in the way suggested in the present report, the 
rate of the exodus from agriculture will be higher than at present. The 
figures given in an earlier chapter tell the story: the non-agricultural 
labour force, which is mainly to be found in the cities, expanded at an 
average annual rate of 3*5 per cent during the period 1950-1965; but this 
figure will probably rise to 3-9 Per cent by the end of the 1976s and 
during the following decade. Nevertheless, an effort should be made to 
prevent the process of urban concentration from intensifying.

It would appear that up to a certain point, which is different in 
each individual case, the advantages of urban agglomeration continue to 
increase. Once this point has been passed, the disadvantages begin to 
outweigh the advantages. It may be that there is also an optimum level 
for investment in infrastructure— and for all the many other services 
required in urban development— and that above this level the subsequent 
growth of cities should be prevented. It is necessary to find out what 
these levels are and to devise effective means of implementing spatial 
policy.

There are no forces that emerge spontaneously to counteract urban 
concentration. On the contrary, the free play of market forces tends to 
aggravate it. A good example is the case of urban land: as concentration 
in the cities increases, the value of urban land rises rapidly, and it 
then becomes economically expedient to tear down existing buildings—  
with all the loss of capital that this entails— and erect taller ones, 
in order to take greater advantage of the high value of land.

In this way, urban congestion is increased and traffic problems 
become virtually insoluble, given the huge amounts of capital needed for 
development. Just as in the developed countries, in Latin America a 
lorry possibly takes longer to cross from one side to another of a large 
town than a horse and cart used to take at the beginning of the century.
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And the income thus generated is, of course, included among the in
dicators of the welfare of the city-dweller.

It is also necessary to take deliberate action to influence the 
forces that increase urban concentration beyond certain limits. Meas
ures will have to be adopted that may seem anti-economic today, but 
which actually may not be so, or will cease to be so with the passage 
of time. Some of the current concepts relating to economic viability 
need revising with a great deal of forethought.

5. Strategy of planning

(a) The hard experience of planning

All these forms of State action are superadded to the public sec
tor's regular activities, which themselves are continually on the in
crease. They are not measures that can be adopted independently of one 
another, since they are closely interrelated. Hence, they must be linked 
together within an over-all strategy which, besides taking account of 
their interdependence, will ensure that they are applied simultaneously 
or in succession, as the case may be.

Strategy must not be confused with planning. A development plan 
represents a quantification of strategic objectives— in so far as they 
are quantifiable--and of the means and resources considered necessary 
to attain them. A strategy without a plan is conceivable, but planning 
would be impossible without a strategy; although it is true that the 
plan, with its quantification of the various components of the strategy, 
is the only means of showing the scale of the efforts to be made and the 
degree of compatibility of all the various forms of action that the 
State intends to take.

Moreover, unless the strategy or plan includes the formulation of 
a well-organized series of development policy measures and an outline of 
the main investment projects to support them, it will simply be an ex
pression of aspirations, and nothing more.

It was desirable to clarify these points before considering what 
has been termed the planning crisis in Latin America. The can be no 
doubt that the first flush of enthusiasm for planning has now worn off; 
but there is something more involved than a critical juncture in the 
history of a method or a technique, for the obstacles in the way of 
planning are the same that impede progress in the formulation of devel
opment strategy.
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It is true that, in certain cases, those responsible for planning 
— and also those of us who have disseminated the planning concept— did 
not take care to ensure that a specific and explicit strategy to guide 
development policy was formulated at the appropriate time. All too 
often, plans have followed imprecise and general long-term guidelines.

If, when a government comes into power, it sets itself the task of 
defining the main features of development policy, the planner then has 
a framework within which he can situate his methods and techniques. 
Planning, after all, is a tool for ensuring maximum efficiency in the 
implementation of a development strategy or policy. But if the opposite 
occurs, and the prevailing trend is to adopt short-term measures relating 
to immediate problems, experience shows that planning will probably be
come merely an academis exercise, which has little or nothing to do with 
the State's practical action.

Formulating a plan takes time, and governments cannot wait. On 
several occasions, the failure of planning efforts has been ascribed to 
such delays. But now that virtually all the countries of Latin America 
have been formulating plans for over a decade, it is surely legitimate 
to assume that governments can be provided at short notice with at least 
a statement of the main obstacles to economic development and alternative 
means of surmounting them.

This would enable the planning offices— if they were assured a min
imum of continuity, which is not generally the case— to provide valuable 
technical advice for the guidance of policy-making. As this seldom hap
pens, the question arises whether, political and institutional consider
ations apart, there have not also been shortcomings in the planning sys
tems themselves.

Planners often have a certain tendency to prolong the gathering of 
data and their analysis, and the formulation of projections. They let 
themselves be carried away by a sort of econometric preciosity that gen
erally distracts attention from the specific conditions on which govern
ment action must be based, and the urgent needs that such action must 
satisfy. Meanwhile, a government has to act: it cannot wait too long 
for a new plan to be drafted and perfected. And by the time the plan is 
actually forthcoming, a policy is already being implemented that is for
mulated mainly in response to immediate circumstances, if not to the 
pressure of certain interested groups.

Even when a plan stands completed, careful thought has not always 
been given to the measures required to implement it, nor have pre-invest
ment studies been made or the investment projects implicit in the plan 
itself formulated.

Furthermore, plan formulation and implementation involves more than
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simply superimposing the planning agency on the structure of the State 
administration. This structure, and also administrative attitudes, 
must he changed— admittedly a very difficult task, for it involves prob
lems of a political nature, and more than once it has been sidestepped.
As is clear from the perspicacious report produced by Cibotti and Bardeci,5/ 
planners have often had to work in isolation, instead of as an integral 
part of the public administration machinery that formulates and implements 
policy measures and investment programmes.

In this connexion, account must also be taken of the disruptions 
that inflation causes in plan implementation. All the estimates are in
validated, and the measures dictated by immediate circumstances do not 
coincide with the provisions of the plan. This discourages planning 
precisely when it is most needed to remedy basic economic and social sit
uations that spur on the inflationary process.

Nevertheless, the planning efforts made are far from having been 
wasted. Mich valuable experience has been gained, and there have been 
marked improvements in certain of the instruments of planning, notably 
the national budget. More is known about fiscal and monetary instru
ments, and they are being handled with greater efficiency. The basis 
elements for formulating development strategy are now available, together 
with knowledge of the techniques for translating it into specific plans.

In addition, it must be noted that, generally speaking, the planning 
process has brought the Latin American countries to a clearer understand
ing of their own national circumstances. In pointing up the conflicts 
that characterize the developing societies of Latin America, planning 
has made a contribution of inestimable value. These conflicts can now 
be clearly seen, and the situations they give rise to are no longer con
sidered natural phenomena but social and cultural manifestations that 
can be corrected by changing a composition of the political forces and 
making their decisions more rational. The diagnoses prepared, and the 
over-all and sectoral plans that have sprung therefrom, have helped to 
bring these problems to light.

A plan has to be flexible so that it can be continually adapted to 
suit new needs or unforeseen circumstances; but a minimum number of con
ditions must be fulfilled. These include, in particular, a reasonable 
assurance that external financing will be both available and sufficient 
to meet specific demands imposed by actual fact. International

5/ See Ricardo Cibotti and Oscar J. Bardeci, "Un enfoque crítico de 
la planificación en América Latina", ("A critical approach to 
planning in Latin América"), which will he included in the second 
volume of this report.
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development financing agencies— both bilateral and multilateral— have 
generally been reluctant to commit the financial resources required 
in the course of plan implementation to supplement the domestic re
sources mobilized. To commit them in principle, that is, for if the 
financing is based on a plan containing projects for execution, it is 
obvious that fulfilment of the commitment must be subject to the im
plementation of the essential measures envisaged in the plan.

International financing should also be capable of covering the 
domestic as well as the imported component of an investment project, 
if the domestic resources available are insufficient or if there áre 
difficulties in transferring them from one budget appropriation to 
another. Moreover, it must be flexible enough to be able to supply 
additional international resources if the amount of domestic resources 
forthcoming falls short of expectations, owing to an unforeseen drop in 
exports or a deterioration in the terms of trade, or for other accept
able domestic reasons.

(b) Resistance to planning
All this adds new difficulties to those inherent in the State's 

necessary intervention in the development process. As noted earlier, 
the very idea of State intervention still arouses a great deal of re
sistance in Latin America. Admittedly, it has sometimes been unfortu
nate and self-defeating; a long and very instructive list could be made 
of measures that have created problems worse than those they were in
tended to solve. The most obstinate resistance is the State action in 
connexion with the structural changes that are essential to clear the 
way for the forces of development. Apparently, State intervention is 
admissible to preserve the status quo, but not to change it.

There is also resistance of another kind. The need to take de
liberate action to influence economic forces is often confused with 
arbitrary interference in the market mechanism. It is also assumed 
that planning is inseparable from the extension of the State's direct 
economic activities. This is a very serious misapprehension, which 
should be dispelled. Widespread State control of enterprises is not 
a requirement for planning, which is clearly compatible with private 
initiative. State control of enterprises has its own raisons d'etre, 
whether they stem from doctrine or from the pressure of actual fact.
In some cases, it is prompted by the idea of bringing in socialism by 
gradual degrees. In others, it derives from an approach that has wide 
currency in Latin America: the concept of the mixed economy, in which 
State enterprises coexist with private concerns.

The reasons for State control are well known. Some have been in 
evidence for a long time. Cases in point are the public utilities, or 
enterprises that it is thought should belong to the State so that too
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much power is not concentrated in private hands. In other instances, 
the public enterprise is either a temporary expedient to enable the 
State to take promotional action before eventually transferring owner
ship to private initiative, or an alternative to the control of certain 
important activities by foreign private capital. It should be borne in 
mind that in the basic industries the only alternatives have often been 
in the past--and still are in the present--State ownership or foreign 
ownership of the major producer enterprises.

Furthermore, it must be recognized that the State enterprise has 
frequently proved to be an effective instrument for promoting devel
opment, and has also fostered technical training and the formation of 
management skills. In addition, it has been a means of absorbing men 
of drive and initiative who did not have access to private enterprise, 
or who would otherwise have been deprived of opportunities, because of 
the economy’s lack of the required degree of dynamism.

It must be admitted, however, that in Latin America the State 
enterprise is not generally characterized by efficiency. It frequently 
runs at a loss, unless it sets the prices of its goods and services at 
an unduly high level. But this situation must be viewed in the proper 
perspective. Private enterprise too is usually inefficient. It is in
efficient in traditional agriculture, the basis of which is the con
centration of land ownership. And it is inefficient in industry as 
well--with laudable exceptions--, because of the umbrella protection 
of excessively high tariffs. The social cost of all this is probably 
several times greater than that of the inefficiency of public enter
prises .

In many cases, State enterprises have to tailor their tariff rates 
to the payments capacity of the bulk of the population, in order to make 
their services accessible. If income distribution is very regressive, 
it is unlikely that such rates will cover operating costs and the cost 
of replacing equipment. In such cases, subsidies are fully justified to 
bolster the current financing of the State enterprise, so that operating 
at a loss does not lead to the contravention of principles of good man
agement .

Thus, the problem that Latin America has to tackle in this respect 
is vast and extremely complex. Industry must be kept on its toes by 
means of competition and at the same time helped through State incentives 
and promotion policy. In agriculture, agrarian reform and the introduc
tion of more advanced techniques are needed. And the sphere of action of 
State enterprise must be demarcated either in terms of its significance 
from the socio-economic or political standpoint, or in terms of its neces
sity on ground of national autonomy.

All this has a bearing on deliberate State action to influence the



- 205 -

forces of the economy and of technological progress, as described 
earlier in the present chapter. The task is inherently formidable, 
and it should not be unnecessarily complicated by direct economic 
activities on the part of the State when no considerations of great 
weight are involved. The State is a better manager when it has con
trol of the mainsprings of the economy and knows how to handle them, 
than when it fills its hands with a medley of activities that prevent 
it from operating efficiently.

For the State to be able to fulfil its role in the development 
process, it too must undergo a metamorphosis, and acquire efficiency.
It must change its image in the eyes of society. It is not very likely 
that the rate of development of the Latin American economies can be 
stepped up if the State is regarded as the bastion of long-standing 
privilege or as a necessary evil. Herein lies another of the structural 
reforms of which we have been speaking.

It is not all up to the economists. For development strategy is in 
fact inseparable from the political art of development. Economists have 
an important part to play in the work of elucidation on a purely intel
lectual plane. This process is already under way in Latin America. The 
development crisis is not taking Latin America by surprise, as did the 
world depression of the 1930s. Everyone was unprepared at that time.
Now a rigorous and genuinely self-reliant effort is being made to clarify 
the situation. It is rigorous, because more is known about the problems, 
and improvization and dialectical virtuosity are giving way to scientific 
objectivity; and it is genuinely self-reliant, because there is a mani
fest desire to avoid doctrinal dependence and the mere transplantation of 
theories and formulas that have no relation to Latin America as it actu
ally is.

Nevertheless, the substantial efforts being made are so far con
fined to a few groups of intellectuals, economists and sociologists, per
haps because there is still lively controversy, and as yet no well-knit 
system of ideas has been developed, no synthesis of thought, that could 
illuminate and guide national strategies. Public opinion has been touched 
only on the surface, and, with very few exceptions, not enough weight is 
carried to influence politicians.

A great task is ahead of us. The nature of the power structure is 
a highly important factor; and supreme importance attaches to the guiding 
principles of those who participate in it, to the conviction that it is 
possible, with a great effort, to overcome the present crisis and give a 
major impetus to development without continuing to sacrifice equity in 
income distribution and without seriously jeopardizing the very sense of 
national cohesion. Without that, development could never be based on 
firm and lasting foundations.





Chapter YU.

BEYOND THE ECONOMIC SYSTEM

1. Ferment in. Latin America

Dissidence and rejection-are keynotes of the growing unrest among the 
yontH of Latin America. It would he a mistake to ascribe these attitudes 
solely to the influence of ideologies, for events do not stem from ideologies 
as a rule. Ideologies catch on, strike root and thrive where events create 
a propitious climate and get out of hand in the absence of a. far-sighted 
policy to influence their course. In such cases ideologies enhance the 
significance of the existing facts and acquire great importance in the content 
of change.

This is how I am inclined to interpret the ferment working in some of 
Latin America’s younger minds. Finding that the economic and social system 
offers no solutions for the problems which trouble them, they turn from it 
in vehement repudiation. In all this there is doubtless a sort of world 
contagion, with which mass communication techniques have a good deal to do. 
These techniques are powerful factor in the creation of a certain unity of 
feeling which recognizes no frontiers. And the successes of misfortunes that 
stir the hearts of men, the promptings of collective sentiment, thus gain 
a truly world-wide significance.

It would be a grave mistake to see this unrest among the younger 
generations simply as a reflex of what is happening elsewhere. No contagion 
would spread, except in a superficial and incidental fashion, if all were 
going well. But things are going far from well in Latin America. We are 
faced with a genuine product of our own situation. The most that the tide 
of foreign-bred emotion can have done is to bring to the surface, with a 
measure of violence which may indeed be imitative, the undercurrents already 
latent in the depths of society. However, there is no denying the force of 
contagion, at least at moments of crisis. It works both ways, not always, 
outward from the centre to the periphery. Some of the troubles of the 
peripheral countries cast their shadow: on the developed world as well, 
disturbing its social conscience and moral sense. Such, is the unity of 
feeling which is growing up in the world of today.

Hi this whole phenomenon certain dynamic personalities play a prominent 
part in Latin America. They are the sort of men who, although comparatively 
few-in number, set a characteristic stamp upon their generation,. They spring 
up in all the social strata. They are men of imagination and creative 
ability, full of drive and tenacity of purpose, capable of accepting risks 
and shouldering responsibilities. If the economic system is functioning
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vigorously, and the degree of social .mobility is high,, these dynamic members 
of s.oci,ety make their way ahead ■until they haye assumed leading responsibilities 
in all the manifold walks of community life; in politics and trade union 
movements, in science and literature, in productive activities, in the 
professions, everywhere. The. system absorbs them, and they in turn giye it 
greater momentum.

When the system cannot absorb them because social mobility is cramped 
by too slow a rate of development, these dynamic personalities find their 
horizon in life restricted. Attitudes, of destructive criticism then supervene, 
which, although at first involving only a. minority-, may give decisive impetus 
to historic processes of change: processes in which the unbridled passions
of the initial stages may undermine the rationality and the strictly objective 
outlook necessary for the inevitable task of construction.

It is essential, however, to beware of supposing the system's inadequate 
absorption capacity to be the sole reason why feeling is running high among 
the younger, generations. That would mean overlooking, the importance that 
may sometimes attach to other motivations, as the recent experience of 
developed countries has shown. There is, in reality, something that goes 
deeper than the sense of personal frustration. What is more, even before 
the encounter with practical life takes place, the imagination of the 
adolescent is stung by social inequity, and he begins to impugn the existing 
state of affairs, the type of society in which he lives and the basic values 
inherent in it. And all these attitudes are fomented and strengthened later 
on by the economy's lack of the required dynamism.

In any event, there is a striking contrast between this mood and the 
passivity of the rural masses. It is a passivity that from time to time 
breaks out into sporadic acts of rebellion which are not always commensurate 
with the magnitude of the problem of social inequity. Seldom have spontaneous 
movements been led by men from the ranks of the rural population in Latin 
America. It might almost be true to say that the agricultural revolt in 
Mexico in the second decade of the present century constitutes an isolated 
episode. Instead, appeals to the masses have been made by leading groups 
desirous of obtaining occasional support in the conflict of tbeir interest 
and aspirations.

But here again significant changes are taking place. Mass communication 
media are awaking and quickening the social consciousness of the. rural sectors. 
History does, not necessarily repeat itself. Conditions today are very 
different from those of yesterday. What is more, certain changes of attitude 
can be. noted whose significance should not be underrated. Institutions which 
up to a short time ago had stood solidly behind the established order of 
things are now giving patent evidence of such a change. The sharp social 
contrasts and other flagrant evils of the system as it functions at present 
are arousing serious concern in the Church, which has even embarked upon 
internal discussion of the use of violence. The armed forces themselves have
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been unable to refrain from critical analysis of the situation; the vision 
of those, who see in them a bulwark, against drastic change is. clouded, perhaps, 
by a false perspective of the. present juncture of Latin America’s history.

These attitudes of reyolt night have, salutary effects if* they were 
to provoke, an honest and objective restatement of our problems: a new approach., 
guided by an urge for genuine self-reliance incompatible with the unconditional 
adoption of what is being done, and thought outside the region.

Criticism of the industrial societies, of their technology and of their 
codes of values is another characteristic man i fe st at ion of the ferment 
brewing in Latin America. This' is all very well if it expresses an aspiration 
on the region's part to project an. image of its own, unadulterated by 
imitation. But, as has often happened in the intellectual experience of 
the Latin American countries, the fascination of other people's controversial 
issues keeps us from a proper understanding of our own, blinds us to what 
lies around us and prevents us from probing deeply into its significance.

The. desire for a genuinely independent approach, which had long been 
latent, began to crystallize a couple of decades ago in an effort at original 
interpretation, in a persevering search for solutions consonant with economic 
fact in Latin America. Those were the days of assertion and debate. New 
ideas then began to emerge which have not yet been moulded into a proper 
system. For a system of ideas cannot be confined to economic questions, but 
must also embrace social and political affairs, since all these are different 
facets of one and the same reality.

The lines of thinking which have been pursued must be critically 
reviewed, followed up in greater depth, extended to social and political 
questions with strictly scientific objectivity. In short, what is needed 
is a system of ideas, which should undergo continual revision to keep it 
alive and fruitful and avert the risk of its petrifying into hard-and-fast 
dogma. It is not enough to know what is happening in Latin America. It is 
also essential to define where we want to get to, the type of society we 
should 1 ike to have, the values by which, it will he sustained. This is an 
area of basic importance where we are barely starting to clear the ground.

The critical attitude of the younger generations in Latin America 
-within its special context of repudiation of the existing state of affairs—  
often leads them to question whether the: transfer of technology from the 
great industrial centres to the Latin American countries will not foster a 
tendency to copy the developed countries' living patterns, their attitudes 
to life and their basic codes of values.

Is all this inherent in technology? Ls there an element of incoercible 
determinism in economic development, inevitably introduced by the uninterrupted 
advance of science and technique? It may seem strange that in this study,
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which expresses deep concern at the present course of Latin American 
development, such, a question should be taken .up in the final pages. But it 
is not out of place, Making the economic system really dynamic is only part 
of a much yaster enterprise. Undoubtedly, economic goals are of basic 
importance.} a high degree, of measurable welfare for the masses is in. itself 
an objective which must be speedily attained. But they are also a means, to 
other supremely important ends which, call for definition, and which, although 
they do not emanate from the operation of the economic system, might be 
utterly defeated by it.

2. The ambivalence of technology

What, then, is the role of technology? Some time ago there was a myth 
in common currency that man had became the slave of. the machine. But it was 
shorter—lived than other myths of more lasting consequence. In point of 
fact, the machine had freed the human race from an age-old burden of 
crushing toil. The Utopian ideal of the liberation of man could also became 
a reality on the soil of Latin America. As technology advances with giant 
strides, the production, transport and sale of goods will take up a progress
ively decreasing proportion of man's time. And the greater the efficiency 
of production, the wider will be the margin of leisure that can be devoted 
to other activities outside the sphere of the economy proper.

What other activities? In this simple question lies the key to the 
future. Technology cannot provide the answer, because it is a two-edged 
instrument; it can be used for good or for ill. Everything depends upon 
man himself, upon his ability to direct it towards the good and away from 
the ill that is already assuming such disquieting proportions. For man, who 
has succeeded in creating this stupendous technology, has not yet made up 
his mind to expend the same energy and the same imagination on using it to 
build a better society.

A good deal of talk is heard nowadays about a computers’ world and 
the inevitable subjection to the computer, as formerly about enslavement 
to the machine. It is true that the computer cannot think; but it does 
ensure precision and incredibly extend the range of the rational faculty 
of man. It is a potent instrument for the collection and combination of 
data in pragmatic tasks which the human brain could not perform without 
enormous expenditure of mental energy. And it is also the medium for new 
adventures of the mind in the realms of science and technique, in which 
undreamt-of frontiers are constantly being opened up.

But the computer can. also be an agent of oppression, if, for example, 
its fantastic memory is used to place indelibly on record all the events in 
a man’s life, all his mistakes and weaknesses, precluding all hope of their 
effacement, every stimulating possibility of a new chance in life.



Ambivalent, like the. computer, are the radio and teleyision. The 
problems, which arise therefrom are yery graye., and Latin America cannot, 
of course, escape them. The teleyision set is rapidly inyading the home 
and strongly influencing both, today1 a and tomorrow’s image of Latin American 
society. This is a new phenomenon, whose effects on the meaning of life 
are unpredictable. A child’s parents always used to try to mould its 
personality in its early formative years; now, willy-nilly, they have to 
share this responsibility with, television, which inevitably tends to override 
their influence.

It is not only the parents’ educational effort that is at stake, 
however, but also that of. the school.: Let the State do its best to improve 
school textbooks! It will largely be wasting its time. For television 
takes it upon itself to give the child a different vision of life, in which 
ethical and aesthetic considerations frequently give way to the trivial or 
the grotesque, and in which all that is finest and most positive in his 
personality is exposed to contact with cheating and violence.

This applies not only to children, but to people of all ages. The 
point is to capture the attention of the maximum number of viewers, regardless 
of the legitimacy of the means to the eminently utilitarian end by which this 
medium of mass communication is generally guided. The commercial performance 
of an enterprise, the effectiveness of its publicity, is measured by the 
number of viewers, no matter what methods are used to attract them. Hence 
the waste and vitiation of what could be so tremendously potent an instrument 
of education, culture and exaltation of the highest human values.

These and other products of technology reflect not only its own 
ambivalence but that of the economic development which it brings in its train. 
Their indifference leaves all doors open. They may serve mankind in its 
pursuit of excellence or undermine human personality by causing spiritual 
erosion.

3. The economic system and the transcendent Values

Herein lies the great unanswered question. The material welfare of man, 
of the broad masses of the population, is no longer out of Latin America's 
reach. This is the welfare that can be measured. There axe other values 
which, defy measurement, which, are sensed although they cannot be assessed in 
quantitative terms. These are the values that relate to fulness of life.
Will fulness of life also be attained through economic development alone?

In the course of history, it has been accessible, only to a very small 
minority. The cultivation of personality, the exercise of critical ability 
and creative power, the formation and enjoyment of culture have been the 
privilege of a very few; just as very few have been able to indulge in a merely 
frivolous existence. If these things have been possible at all, it has been
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thanks to the unending drudgery of the many. The opportunities for fulness 
of life are now broadening out to an extent inconceivable before. And for 
the first time in history thi.s is happening without recourse to the sacrifice, 
the, exploitation, of other human beings. What is now coming into play is the 
exploitation of technology, the ability to control the forces it unleashes 
and to take advantage of the tremendous possibilities it is continually opening 
up for the human race: the exploitation of technology by man, not the
subject ion of man to technology.

To prevent such, subjection is a matter outside the province of economic 
decisions. The economy should not be. expected to give «hat it cannot or 
ought not to offer. Efficiency may be asked of it, because of what that 
signifies in terms of measurable welfare and because of tbe increasing margin 
of leisure it leaves for other human activities. But nothing more. Economic 
activity should not encroach upon those other territories, or carry into them 
the material incentive -which sets it in motion.

Closely linked though they are, the economic incentive as such must 
not be confused with competition. The domain of the latter stretches far 
and wide, Whether it is called competition, emulation or desire for'self- 
betterment, it is a spur to sustained effort in all the fields of activity 
in which the human spirit finds expression. Material interests should not 
be allowed to invade these realms. Motives of a different kind must govern 
there, if they are not to be debased. Even sport is perverted if the 
economic incentive is pre-eminent. All this is of supreme importance, and 
of course transcends the sphere of the economy proper.

4. Different forms of concentration of power

At the level of the economy, competition will be guided by the economic 
incentive unless and until a sweeping change is made in motives that are 
deeply rooted in human nature. There is no other alternative, if the concen
tration of decision-making power in a few hands is to be avoided. Even 
socialist systems are increasingly resorting to competition, to the economic 
incentive and to market machinery in order to promote greater efficiency in 
production and consumption; and there has been no evidence of any incompatibility 
with, collective ownership of the means of production. It is not a matter of 
efficacy alone. The significance, of these reforms goes farther, for by 
extending tbe field of enterprise to a large number of people, by distributing 
among them a responsibility which, was formerly centralized, a sense of autonomy 
is developed that could seriously undermine the concentration of political 
power. This concentration of power was a doctrinal requirement in its day, 
imposed for the purposes or radically transforming the system and the power 
structure linked to it.
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Ha Latin America’s circumstances, the concentration of political power 
might well he generated by eyents theiuselyes rather than imposed by an 
ideology. It might be the logical sequel of stubborn opposition to ines
capable structural changes. What is more, the long spell of strenuous effort 
needed to strengthen the dynamic impetus of the economic system might also 
lead to the concentration of. political power. If the Latin American countries 
were left to shift for themselyes entirely during the difficult period of 
transition to a new phase of development, there would be more likelihood of 
their having to resort to coercive measures incompatible with the system of 
party politics.

The broad masses of the people, whom development has. conspicuously failed 
to reach, have likewise been left behind in the political, evolution of the 
Latin American countries. Their social and political integration is an 
imperative necessity, and for that very reason also greater dynamism must 
be imparted to the economic system. Can this objective be attained without 
a lasting setback in the long and vicissitudinous process of Latin America's 
political development?

Whatever avenues of thought may be adventured along in this exploration 
of the future — a not. very distant future, perhaps, if events are left to run 
their own course-—  there can be. no overlooking the political significance of 
certain different forms of concentration of power which instead of effecting 
changes are intended rather to prevent them. Latin America has a long 
history of experience in this respect.

In any event, it must not be forgotten that the concentration of power, 
whatever its origin, aims and degree of intensity, now has at its disposal a 
formidable instrument which it used not to possess: mass communication media.

These media afford a few people ample opportunities of exerting a 
strong though sometimes imperceptible influence on the minds of others and 
even their very attitudes to life. And the significance of this is 
considerable.

Such is the intricate network of inter-relationships betwen the various 
components of the existing situation. It would be impossible to speak of 
changing or completely transforming an economic system without explicitly and 
clearly expounding these vitally important political premisses.

5. Hi pursuit of genuinely independent thinking

Nor can this essential requisite be waived in the: pursuit of genuinely 
independent thinking.. This is no mere matter of a hankering for originality, 
but an inescapable necessity imposed by facts themselves. It has already
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been pointed out tbat tbe transfer of technology deyised in the great 
industrial centres to countries not yet ready to receive it poses problems 
which, those, centres themselves did not have to face, or which, at least in 
their case did not loom so large.

To begin with., in the development process of the industrialized countries 
new techniques were introduced as capital formation progressed; whereas the 
Latin American countries haye to assimilate a ready-made technique before 
they have accumulated sufficient capital.

Secondly, in the industrial centres consumption expanded in line with 
the growth and diversification of production; in the Latin American countries, 
on the other hand, consumer aspirations manifest themselves far in advance 
of the availability of means of production.

Lastly, in the industrial countries the psychological changes which 
development brought in its train helped to ensure that the birth rate 
followed close behind the gradual downward movement of the death rate; 
whereas in the developing countries — and particularly in Latin America—  
scientific and technological progress has brought about a marked decrease 
in the death rate, while the rate of development has been too slow to produce 
those psychological changes which modify family attitudes to birth rate 
problems. Thus Latin America's development effort is affected by the 
exceptionally high rate of population increase.

Moreover, structural obstacles would seem to have a different significance. 
In accordance with one of the basic theses of Marx, in the course of economic 
development, changes in production techniques made it essential to transform 
social, political and institutional structures, as well as attitudes of mind 
and ideologies. 1/ First came the development of techniques; after that the 
changes ensued. The developing countries, on the contrary, have to introduce 
internal structural reforms before the ready-made technology can be 
fruitfully assimilated, and must also bring about the necessary changes in 
their relations with the industrial centres if they are to reap the full 
benefits of development.

Thus, Latin American development phenomena cannot he interpreted by 
unqualified references to theories which, relate to a different set of 
historical facts. But this is not the. only reason for seeking original lines 
of thought whence the region can evolve its own ways of influencing the 
course of events.

As a matter of fact , the advanced countries themselves, are facing grim 
problems which, technology has brought with it, and have not yet found

1/ Nhat is called superstructure in Marxian terminology.
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satisfactory formulas for solying them. At such, a hurried pace haye 
inhoyations been, introduced? and in s.o relatively short a space of time, 
in comparison with the tempo of the. nineteenth century. The monstrous 
overcrowding in the big towns, together witn the pollution of the atmosphere, 
as serious as that, of seas and riyers; the. disquieting tensions in social 
relationships; the adverse effects of technique on human personality 
itself; all these are harassing problems which are also'arising — sometimes 
in an acute form—  in the Latin American countries. They and others are 
preceding economic development and complicating it to an extent which would 
have been inconceivable at tbe. time when the industrial centres were 
developing,

Further complications are introduced by the close inter-relationships 
between tbese problems and political phenomena, which, together with 
popular participation, evolved gradually in the developed countries with the 
passage of time. But the formulas worked out there are not always adaptable 
to the economic and social situation of the Latin American countries or to 
their development requirements.

The quest for a path of our own thus becomes a necessity. It is 
essential to get rid of certain manifestations of intellectual dependence.
The lessons of other regions' experience, the ideas that have been and still 
are being worked out elsewhere, can on no account be dispensed with. Genuine 
independence and originality do not signify fatuous self-sufficiency. But 
outside thinking must be analysed in an alertly critical and selective 
spirit which, avoiding slick imitation, will make it possible to extract from 
workd experience whatever is positive and usable in its content.

Thus, through observation of what is going on at home and abroad, a system 
of ideas can ultimately be built up which will cover all the various aspects 
of the Latin American scene and enable rational influence to be brought to 
bear on the course of events. Now more than ever will the creative ability 
of Latin American minds be put to the test, together with their capacity to 
express it in terms of lastingly effective action.

6. The common interests of the Latin American countries

If action is to be lasting in its- effects, it should be guided by a 
clear awareness, of the common interests of the Latin American countries; 
common interests which, naturally call up a vision of their future unity. This 
longterm vision should not he allowed.to distract effort from what is within 
reach, today and cannot be set aside until tomorrow. The concept of unity 
has always been one which, politically robust minds have entertained with 
profound conviction. But it has also often been invoked at random, as 
occasion has decreed. A hundred and fifty years of high-flown sentimental 
eloquence, of painful divorce between stirring rhetoric and stubborn fact!
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The Latin American countries, have not been capable of co-operating 
systematically with one another . - They, are learning to do so now; they are 
increasingly realizing the need for such co-operation, not only in order to 
take a well thought out stand yis-a-vis the developed world, which is 
sti.ll far fro® grasping the true significance of What is happening here, 
hut also in order to embark, resolutely on certain forms, of concerted action 
within Latin America itself, stemming primarily from the development of 
each, country's own initiative., and creative forces.

This is not merely a question of. economics. It concerns all the 
various activities of mankind which need more space than any — however 
promising—  that a single, country can offer. To: create a large economic 
space is of course an essential objective of inter-Latin American co-operation, 
but it is not the: sole condition required, for dynamic development. The 
economy is not the only field in which the lack of space restricts the 
expansion of vital forces.

Latin America's creative ability cannot be fully exercised within the 
microcosm of national life. Plenty of space is also needed for scientific 
activity, if the region is to make up its. technological leeway 
and turn to good account talents which are being wasted today. If privileged 
minds exist which cannot be confined within narrow hounds, let them be 
offered the whole length and breadth of the Latin American terrain.

The cultural space is likewise much broken up, despite common roots 
that strike very deep. There is not enough intercommunication. The spirit 
of every man of letters, of every artist of worth, can project itself more 
effectively at the Latin American level, and can gain in vigour and fertility 
by the reciprocal stimulus of contact with other creative talent. And 
this, over and above its intrinsic significance, could give culture-building 
in Latin America the cohesion and sturdiness that are indispensable if it 
is to withstand the inroads of certain exogenous elements which are gaining 
ground not so much by virtue of the cultural values they represent as because 
of the technical and financial resources at their disposal. It is not a case 
of superiority in creative power, but of superiority in the power of diffusion. 
Yet another consequence of scientific and technological progress which must 
be tackled with clearly-defined objectives in view.

The communications satellite is another two-edged instrument. It can 
he a means of assimilating what is of real worth, as well as of transmitting 
our own contribution abroad, if we are properly linked up; or it can serye 
to subordinate Latin American values to others, that, are highly debatable or 
definitely prejudicial to the formation of a genuine culture of our own, if 
in this field — as in that of the economy—  each country continues to enjoy 
the privacy of withdrawal into.its shell, to harbour this odd complex of 
reluctance to co-operate openly.
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Latin American co-operation at .the. le.yel of international affairs i.s 
also supremely important, Without it some of the manifestations of dependence 
cannot he converted into genuine long--term relationships, based on .mutual 
interest. Singly, the Latin American countri.es. lose political weight and 
power of persuasion. Hence the significance of the Special Committee on 
Latin American Coordination CSECLAL it mist go farther than a felicitous 
document who sé effects are already discernible; farther in time and in 
space. The time, factor calls for firmness and constancy of purpose; while 
the. common interests of the Latin American countriesr--and they will all have 
to come together again some day- counsel extending the struggle to other 
regions of the. world.

Clearly defined objectives must be established in the context of an 
international policy for the stimulation of Latin American development. If 
the word policy is taken to mean. a. carefully concerted set. of measures, 
such a co-operation policy has never existed. Measures, yes, but inadequate, 
unconnected and intermittent, without plan or co-ordination. International 
co-operation is a very different matter.

7- International co-operation policy

Let us be absolutely frank. The developed countries, and the United
States in particular, must decide whether they have or have not a basic and
lasting interest in Latin America; whether the course of its economic devel
opment and of its political evolution is or is not a matter of indifference 
to them. If a positive conclusion is reached as a result of this self- 
examination, the inevitable corollary is a systematic long-term effort, in 
which the scale of the means is in reasonable proportion to the magnitude of 
the ends pursued. This is what has been wanting. Just as immediatism has 
prevailed in Latin America, so in the attitude of the great industrial 
countries the interests of the moment have overridden far-reaching 
considerations.

The problems must be viewed in the right perspective. The developed
countries neither have been nor are omnipotent or omniscient. In the hard
school of experience they haye gradually learnt to take deliberate action 
to influence the forces of their economy and their social life. Rationality 
and foresight were not innate gifts. They had to he painstakingly acquired. 
The United States1 astounding deyelopment in the past seemed to testify to 
the. efficacy of the free and spontaneous interplay of economic forces, 
guided only by the “invisible hand“ of the classical economist.

The.'world depression of the' 1930s., however, forced the industrial 
countries to tackle these forces and try to modify their course, until by 
nowr they have acquired remarkable skill in this art. Remarkable at the



-  217 -

internal level,.but.not yet at the level of tbe world economy. What is 
more, it is now being discovered that even internally, despite the existing 
affluence, huge sectors of the population are.still underprivileged and 
deliberate measures, to remedy this situation are no longer adopted with 
reluctance. It is also understood nowadays that, as already pointed out, 
the overcrowding in the large towns, the disruptions of eyary sort which, it 
involves, and the pollution and deterioration of the physical environment, 
cannot be. dealt with.'Ey means of the price mechanism, however effective this 
m a y b e  within the strict domain of ordinary economies. And. at the inter
national level the lack of rationality and foresight has been patent. 
Unequivocal, warnings of very dangerous defects in the international monetary 
machinery were bootless. It required - a crisis which might have assumed grave 
proportions for the first steps^-or rather strides--to be taken in the 
organization of a true international monetary system.

It is not surprising, therefore, that in practice new co-operation 
patterns have not crystallized to take the place of relationships of an 
outworn type which the growing sense of autonomy renders inacceptable to 
the Latin American countries. Immediatism and opposition on the part of 
certain interests are not a sufficient explanation. Here too there is a 
lack of rationality and foresight. Lt is not that breadth of vision has 
been wanting in relations with Latin America; but this breadth of vision 
on the part of the few has been frustrated by the incomprehension and the 
scepticism of the many. Nor has it been able to prevail over the negative 
approach that usually characterizes developed bureaucracy. In the Latin 
American countries, bureaucracy has been prevented by its very inefficiency 
from attaining as yet that internal cohesion which would protect it -as it 
is protected in the developed countries- against the onslaughts of 
imagination and of bold new ideas. Thus it is difficult for us to understand 
the immensity of the obstacle to change represented by certain die-hard attitu
des in the advanced countries.

The only way to bring about a change in these attitudes is by concerted 
action on the part of the Latin American countries and the persevering exercise 
of their powsrs of persuasion; persuasion aimed at forestalling the defeat of 
farsightedness by immediatism. Nothing sound will be achieved unless 
momentary and transient considerations are dismissed in favour of the search. 
for a common ground of interest, not only for today, but aboye all for tomorrow, 
a tomorrow which, stretches on into the distant future. We must probe into 
it forthwith, by the light of new; ideas.

8. The essential work of persuasion

New ideas are making headway. - Dissappointment was felt in the Third 
World when Latin America and the other developing regions secured the adoption



of no more than a minimal proportion of the co-operation measures which had 
been eyolyed in UNCTAD. Today, only a short time later — as already 
mentioned in the: introduction to the present report—  leading figures in the 
northern hemisphere are without exception taking up, improying upon and 
endorsing all the most important proposals.

Other examples of persuasive action could he cited. The main ideas 
expressed ip.the Charter of Punta del Este were first mooted in Latin America, 
and encountered tremendous opposition. The persuasive influence of argument 
and events gradually dispelled this opposition in the intellectual field.
But a serious political error was committed; the Charter was initially 
presented as a United States master plan for Latin America. Later on, basic 
ideas which to. a large extent still hold good were vitiated, or have been 
only faintly reflected in the sphere of policy decisions.

This poses a grave question for those who: inside and outside Latin 
America are watching the trend of events with deep concern.. I share this 
concern, but not to the extent of letting myself be overwhelmed by apocalyptic 
forebodings. Latin America has plenty of elan vital which, in one way or 
another, will end by overleaping, the. obstacles in the: way of its development. 
Changes in the system will not be preventable by force. The recommendation 
that the armed institutions of the Latin American countries — the anny and 
the police force-—  should he endowed with the technical resources they need 
is understandable enough. Insurrection might be momentarily checked if the 
continuance of the present course of events were to provoke such reactions.
But changes and the problems that ensue cannot be avoided. Besides, who can 
say how force would he used? Perhaps it might be employed as the instrument 
o f  change. And equally unpredictable is the direction the changes will take 
and the guiding principles that will dictate them. What can he foreseen is 
their social and political cost.

Huge, too, will be the political and social cost of changes which, if 
they are not introduced with rationality and foresight, may perhaps come 
without them. Should that happen, rationality would likewise be needed for 
the task of rebuilding.

Herein lies the deep political significance of international co-operation 
during the difficult period of transition to a new phase of development. If 
it is governed by long-term considerations, based on an enlightened conception 
of essential interests, it will help to ensure that the cost of the transition 
can be borne without causing a setback in the process of political eyolution 
or enforcing a retreat in the arduous and often-halted advance towards 
consolidating the "basic human rights already enjoyed by some, and extending 
them to the vast masses for whom they have as yet no real meaning.

Latin America needs to persuade others, but it also needs to persuade 
itself. It has not much time left to find its own path, obscured as this is



-  219 -

hy the persistent interplay of interests and by ideological confusion. The 
problem is not one of discoyering a lucky formula and waiting for eyerything 
elsq. to follow of its own accord. It is not a formula that is really needed. 
It is a process, guided by great steadfastness of purpose. The path must 
be found, and pursued intrepidly but not unthinkingly , with the strength of 
feeling that incites to bold feats, and with, the rationality and foresight 
in default of which it would be impossible to convert the unrealism of today 
into the. reality- of tomorrow:.



C h a p te r  V I I I

CONCLUSIONS FOR ACTION

The aim of this report has been to consider the great task of change
and development which Latin America must face in order to give its econo
my the additional dynamism it needs and to promote social equity. The 
emphasis has been placed on how much there is to do. But this does not
mean that what is being done in our countries is disregarded. Significant
changes are being brought about in the land tenure system, and in some 
countries concern for income redistribution is very marked. Notable ef
forts are also under way in the field of export expansion. And it has 
been demonstrated that relatively high rates of development can be reached 
and maintained, although they are still below the level at which the 
redundant labour force could be satisfactorily absorbed.

This is the great problem. It is better understood nowadays. A 
backward glance reveals how the region is gradually becoming fully aware 
of its significance, and of the serious consequences— to a large extent 
already apparent— that must ensure if a laissez-aller policy is adopted. 
Moreover, the ability to influence the course of events is much greater 
now than it used to be.

But this awareness of the problems to be dealt with has not yet gone 
very deep in political circles, where it is often blurred by certain ide
ological confusions or by the influence of outdated ideas which are not 
consonant with Latin America's real circumstances. Decisive headway must 
be made in the political art of development, which is certainly by no 
means easy. Nor is it an academic exercise. For all this in fact implies 
a great adventure, which calls for the intensive mobilization of the Latin 
American communities.

This regional awareness has also failed to spread to the international 
field, where convergent political decisions likewise have to be adopted. 
There should be no further delay in drawing up the broad outlines of a 
development and international co-operation strategy. The purpose of the 
present report is to collaborate in this task, which can be put off no 
longer. The main conclusions which might serve as guides to practical 
action are presented below.
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I

The lack of the required degree of dynamism in the Latin American 
economy, and its social and political effects

1. There are considerable expansionist forces in the Latin American 
economy, but they are held in check by an unfavourable constellation of 
internal and external factors. The way must be cleared for them so that 
the rate of development can be raised, with a view to progressively 
imbuing the economy with the additional dynamism required.

2. The most serious symptom of insufficient dynamism is the steady 
growth of the redundant labour force. There is a great deal of redundant 
manpower in the rural areas; and the population migrating from the coun
tryside to the town largely takes its own redundancy with it, for as it 
cannot be productively absorbed in the industry group (industry, construc
tion and mining), it either finds its way into all sorts of urban services 
where income is very low and where it is not really needed beyond a cer
tain point, or else goes to swell the ranks of the unemployed. This in
volves an enormous waste of human potential, even in relation to the pre
vailing production techniques. The indispensable improvement in these 
techniques will increase productivity per worker, thus aggravating the re
dundancy problem, unless the rate of development of the whole economy is 
energetically speeded up. Absorption of redundant manpower, technical 
progress and acceleration of the rate of development axe thus inseparable 
objectives.

3- The inability of the economic system— as it operates at present— to 
absorb the redundant labour force at a satisfactory level of productivity 
is one of the reasons why the increase in income in Latin America has 
benefited the lower income strata only in a minimal degree. Instead of 
growing narrower, the gap between these strata and the middle and above 
all the upper income groups has benn gradually widening. This is a very 
grave matter, for these lower strata would seem to constitute some 60 
percent of the Latin American population, while their share in consump
tion is only 22.5 percent.

On the other hand, the urban intermediate strata have expanded and 
have raised their level of living, although it still falls far short of 
their growing aspirations for higher standards of welfare.

h. Owing to the spurious rather than genuine absorption of manpower in 
the services sector, plus actual unemployment, employment in goods- 
producing activities has been increasing less than it should. A serious
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deficit is thus created, since not enough goods are produced to meet 
consumer requirements.

Such is the background of the social tension in the cities and the 
ceaseless battle for the distribution of what will not go round. Despite 
their parlous living conditions, the rural masses take only a sporadic 
part in this struggle for redistribution. But there are manifest signs of 
a change in attitudes, as a result of which the tensions are spreading to 
all social strata.

5. With some differences from one country to another, the social integra
tion of the under-privileged masses is a fundamental, problem throughout 
Latin America. Not only is it an urgent social and political need; it is 
also an imperative economic necessity. For a progressive rise in their 
purchasing power will extend industrial development possibilities by 
broadening the domestic market.

6. This potential market is immense, both for industry and for agricul
ture. If the income levels of the lower strata are rapidly improved by 
virtue of the progressive absorption of the redundant labour force and an 
increase in its productivity, there will be a noteworthy expansion of do
mestic demand, whose inadequacy, besides being one of the principal causes 
of the slow growth of agricultural production, hampers the progress of 
industrial development, as the impetus resulting from import substitution 
slackens.

II
Structural changes and the rate of development for the

current decade

7. But the dynamics of agricultural and industrial production and — in 
a broader sense— of development itself also call for changes in the eco
nomic and social structure. The defects of the land tenure and land use 
systems are all too well known. Those of an industrialization process 
which, with very few exceptions, is broken up into isolated microcosms 
with a high degree of protection are also becoming increasingly patent.

The structure of industry must be changed, concomitantly with that 
of foreign trade. These changes are indispensable if the way is to be 
cleared for technical progress, equitable income distribution furthered 
and social mobility promoted.
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8. Better land use and technical progress will tend to aggravate the pro
blem of redundant manpower in the rural areas and intensify the need to 
transfer labour from agriculture to other activities. This is a universal 
phenomenon from which Latin America is not and cannot be exempt. The trou
ble is that here the exodus from the countryside is accompanied by over
concentration of the population in a few large towns, with the resultant 
grave problems.

In consequence of the economy's inability to absorb this manpower in 
productive urban activities, the disquieting problem of urban marginality 
— in which the redundancy of labour finds striking expression— is becoming 
yet more acute. In Latin America as a whole, the proportion of the non- 
agricultural labour force employed in the industry group has declined over 
the last two decades instead of rising. In 1950 it was 35 percent, and 
today it is estimated at about 30 percent. This implies a serious loss of 
ground which can only be recovered if the rate of development is speeded 
up. In two countries only the aforesaid proportion reaches i+0 percent.
This should constitute a reasonable goal for the development process in 
Latin America. There can be no solution for the problem of insufficient 
dynamism, unless exceptional impetus is given to the industrial development 
of Latin America.
9. The attainment of this objective will entail the expenditure of steady 
and vigorous effort during the coming decade. It is estimated that in 
Latin America as a whole, with due regard to the well-known inter-country 
differences, an overall rate of development of 8 percent would have to be 
reached within the space of ten years, in the first place to prevent the 
distortion in the occupational structure of the labour force from becoming 
more serious, and then to correct it by gradual degrees.

During the past two decades the average annual rate of development 
was 5.2 percent. To form a clearer idea of the exertion involved in 
reaching a rate of 8 percent, it should be noted that this virtually 
implies raising the growth rate of the per capita product from 2.3 per
cent in 1950-1965 to 3.6 percent in the -1970s and to 5 percent in the 
1980s. This would mean increasing the per capita product in Latin America 
as a whole from about U00 dollars (at i960 prices) to 900 dollars, in the 
course of the next twenty years.

10. The sole purpose of presenting this quantitative development target 
is to indicate the dimensions of the problem, the requirements it entails, 
and the results that might be achieved. There is no question of formula
ting an overall strategy for Latin America as a whole. Development stra
tegies and programmes must be the business of each individual country, and
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drawn up in line with its structure, its stage of development, and the spe
cial character of its problems. The target serves, however, to give some 
idea of the internal effort required and at the same time to permit of a 
first rough estimate of international co-operation requirements.

Ill

The convergence of the internal effort and supplementary 
international co-operation

11. Such a rate of development necessitates a considerable capital forma
tion effort. The investment coefficient, which is 18.3 percent, should 
rise to approximately 26.5 percent by the end of the 1970s and be kept at 
that level during the 1980s.

Domestic saving must be the mainstay of this investment effort. In
ternational financial resources cannot take its place, but should help to 
encourage it, especially in the initial stages. Latin America’s aim should 
be to raise its level of domestic saving high enough for external resources 
not to be indefinitely required.

12. In the past two decades external funds have failed to play this promo
tional role, both because of grave shortcomings in international financial 
co-operation and because of the weakness of the internal development mea
sures taken by the Latin American countries.

The amount of financial resources transferred has been inadequate and 
the burden of the corresponding service payments excessive. In the case 
of public funds, it is estimated that annual amortization and interest 
payments have now come to represent about 19 percent of the debt outstand
ing. These heavy service payments have been partly responsible for reducing 
the coefficient of domestic investment resources, and in recent years have 
exceeded the gross inflow of funds from abroad. In combination with the 
deterioration of the terms of trade, they have had a highly prejudicial ef
fect on the mobilization of domestic resources and on investment. If Latin 
America's rate of development is to be speeded up, this situation must be 
substantially altered.

13. Convergent international and internal measures are needed to modify 
the trend of events in this respect. The United Nations has recommended 
that the industrial countries should contribute the equivalent of 1 percent 
of their gross product to financial resources for transfer to the develop
ing countries, a proportion which in the case of public funds would amount 
to 0.7 percent. The Pearson report firmly supports the latter recommen
dation and proposes that this percentage should be gradually approached,
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and attained by 1975- If with the inclusion of the contribution made by 
private capital the target of 1 percent were reached, and Latin America 
maintained at least the minimum share in resources of this type that has 
fallen to it in the past, the financial resources required to support do
mestic capital formation would be secured, provided that the burden of 
service payments were lightened and no sharp deterioration in the terms 
of trade supervened.

In order to attain this objective, it would be desirable for the de
veloped countries to engage to earmark for such financial transfers a 
steadily increasing proportion of the additional monetary resources they 
obtain from the International Monetary Fund (Special Drawing Rights). 
Another indispensable requisite is that this co-operation should be per
manent and should be reflected in commitments to finance development plans 
Permanent, and also flexible enough to be adapted both to development re
quirements and to any contingencies which may arise in the development 
process.

On the other hand, a great responsibility is implied for Latin 
America: that of progressively improving its savings capacity until it
attains self-sufficiency and no longer needs special co-operation measures 
And this also involves making an almost unprecedented effort to generate 
exports which will enable the region to cope with external debt servicing, 
as well as with its increasing import requirements, without the creation 
of major tensions.

In all this the collaboration of the international financing institu
tions , in particular IDB, is of basic importance. And it is to be hoped 
that the developed countries will support their efforts to tap resources 
in the international capital markets, by abolishing the restrictions which 
still persist.

All this will help to pave the way for a stage at which the Latin 
American countries— some earlier and others later— will be able to gain 
free and direct access to the capital markets in question in order to 
obtain the financial resources they need.

lH. It is increasingly recognized that this international co-operation 
policy cannot and should not be based on considerations dictated by 
particular political or trade circumstances, but on a long-term view of 
the relations between the countries of Latin America and the developed 
countries— especially the United States— which seeks to discover a 
common ground of interests in relation to fundamental economic and polit
ical issues.
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15« It is of primary importance that this external financial co-operation 
should he accompanied by steadfast action on the part of the Latin American 
countries to raise the domestic savings coefficient. Otherwise it would 
be virtually impossible to accelerate their rate of development. The con
sumption increment of the strata possessing real savings capacity would 
have to be restricted, especially as the rate of income growth increased.

Despite this savings effort, by the end of the decade the average 
consumption of the population would have expanded much more rapidly than 
in the 1950s and 1960s , especially in the lower income strata.

16. In order to raise the level of domestic saving a firm development 
discipline is an inescapable necessity during the difficult period of 
transition to an 8 per cent growth rate of the product. In this phase, 
not only the structural changes which will release the expansionist forces 
of the economy are needed, but also special measures to provide the re
sources, indispensable for their operation, or, in other words, to foster 
investment and discourage the expansion of consumption beyond certain 
limits.

IV
The role of foreign trade:, a new tempo, and 

structural changes in its composition

17. During the transition period foreign trade will have to fulfil a highly 
important function: that of preventing the external bottleneck from frus
trating internal development efforts. Imports in this period will tend to 
increase faster than the product. This will be impossible without a sub
stantial expansion of exports and other external resources. It would be 
unwise to assume that current exports, a large proportion of which consists 
of primary commodities, will increase much more rapidly in the 1970s than 
in the 1960s.

Consequently, powerful impetus will have to be given to new export 
lines, comprising both primary commodities and manufactured goods. But 
however successful export promotion measures may prove, it will be indis
pensable to step up the import substitution process with exceptional 
vigour, mainly in respect of intermediate and capital goods, for which 
demand will expand at a very rapid rate. Generally speaking, these are 
goods whose manufacture entails a complex technology and heavy investment 
and calls for specialization and broad markets. Thus, if import substi
tution in respect of such goods is to be an economically sound proposition,



-  227 -

it should he effected in the framework of the regional market or of sub
regional markets linked to it.

18. Accordingly, integration agreements are a sine qua non for the in
dustries producing intermediate and capital goods. Unfortunately, up to 
now no really significant agreement of this type has been concluded.

It is a very encouraging fact that the Andean agreement makes provi
sion for this type of integration. The countries forming the Andean Group 
constitute a sizable economic space, comparable to that of the Latin 
American countries with the largest markets. This will enable them to make 
rational progress in substituting domestic production for major import 
lines. But for other items it will be essential to pursue the import sub
stitution process in the much broader setting of ALALC. It is clearly 
realized that this linking-up of the subregional markets with that of the 
region as a whole is of great importance as a precaution against slipping 
into new forms of fragmentation of the Latin American economy.

It is likewise necessary that links should be forged between Latin 
America as a whole and the Central American Common Market, whose success 
might be somewhat undermined by recent regrettable events.

19. All this brings us to the problem of the countries which, because of 
the size of their markets or owing to special circumstances, are not reaping 
the full benefit of reciprocal trade. It is essential that the more highly 
industrialized Latin American countries should resolutely assume responsi
bility for co-operating in the development and the industrialization process 
of the rest. There are reasons of definite economic expediency for doing 
so, as well as supremely important motives of political and social soli
darity .

20. The import substitution effort on these new bases, and the promotion 
of exports, especially of manufactured goods, are matters of primary impor
tance.

It the Latin American governments reach agreement on a policy with 
these ends in view, great significance will attach to the co-ordinated ac
tion of international credit institutions with respect to the financing 
of multinational Latin American enterprises.

The Inter-American Development Bank, which is called upon to play an 
essential role in this field, is in a privileged position to support inte
gration agreements, concurrently with other credit agencies and in partic
ular the International Bank for Reconstruction and Development (IBRD).
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This latter in its turn could play a very important part in the financing 
of projects designed to increase exports to the rest of the world. Con
sideration of the IDB proposals under study, in respect of contributing 
to the more intensive promotion of Latin America's exports, should be 
given priority by the countries of the region.

V

External co-operation in the field of trade

21. Imports tend to expand rapidly as development proceeds, while the 
growth of exports is relatively slow. Hence the persistence of the ten
dency towards an external bottleneck. The developed countries have not 
co-operated effectively with the developing countries in counteracting 
this process. On the contrary, in many instances they have helped to 
intensify it by restrictive measures.

What is more, the Latin American countries have been lent less than 
they needed; very heavy amortization and interest payments have been re
quired of them, in addition to the remittances of profits on foreign pri
vate capital; and the major industrial centres have not adopted export 
promotion measures of any significance under which these payments could 
have been made without involving the serious problems that have hampered 
the development of the Latin American countries.

Hence the inescapable need for a trade policy which will facilitate 
the expansion of the developing countries1 exports. In this connexion it 
is encouraging that the Pearson Report has endorsed the principal UNCTAD 
recommendations. The Rockefeller Eeport, in its turn, has also placed 
emphasis on trade policy requirements, although not on financial questions.

22. Thus, financial co-operation must be combined with an enlightened 
trade policy. "Trade or Aid" is a false disjunctive, at any rate during 
the transition period. Both trade and financial resources are needed. 
Financing will be required until domestic saving has reached the necessary 
level. Trade, on the other hand, is a permanent factor in autonomous 
development.

23- The autonomy of development must be founded on multilateralism, not 
only in financial matters but also in trade. The Latin American coun
tries should diversify the composition of their exports, and their markets 
as well, at a multilateral level.
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They might find the autonomy of their development and their ability 
to make their own major decisions seriously prejudiced if their foreign 
trade depended increasingly upon a single large market. Hence the long
term political significance of a system of general and non-discriminatory 
preferences to encourage the developing countries' industrial exports.

The European Economic Community (EEC) carries a responsibility of 
considerable historical importance in all this, since the continuance and 
extension of the discriminatory preferences which it grants foment the 
idea of breaking up the world into areas of influence, and, in the light 
of this principle,establishing a system of hemispheric preferences between 
Latin America and the United States.

Nor will it do to blind ourselves to Latin America's own share of the 
responsibility. For that reason the concerted action of the Latin American 
countries begun by the Special Committee on Latin American Co-ordination 
(CECLA) with the Consensus of Viña del Mar is of great importance: not 
only as regards the United States, but with respect to EEC and the rest of 
the developing countries, including the socialist countries, as was wisely 
decided.

2 k .  Nevertheless, Latin American action is somewhat one-sided. The devel
oped countries are urged to adopt measures which will help to enlarge the 
market for the region's exports; but the Latin American countries are not 
displaying the same zeal in opening up thir own markets to one another.

Not only are indispensable industrial integration agreements deferred, 
but there is open reluctance to undertake the automatic or programmed re
duction of tariffs in order to bring them down smoothly and gradually to 
a moderate level which will promote trade and competition in Latin American 
industry. This is an essential step towards increasing productivity, 
serving the consumer's needs more efficiently and on a more economic basis 
and promoting exports of manufactured goods.

25. It is a grave mistake to contend that internal integration must come 
first and then the regional or subregional integration of the dynamic 
industries and the adoption of other measures which will lead little by 
little to the establishment of a common market. For internal social 
integration and the opening-up of wider possibilities for industry call 
for the acceleration of development, and its tempo cannot be quickened 
unless the integration of basic industries is embarked upon and great 
impetus is given to exports to the rest of the world.
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VI
The role of domestic and foreign private enterprise

26. The guiding principle in these operations should he the strengthen
ing of Latin American enterprise, which today is at an obvious disadvan-' 
tage both technically and financially. New formulas must be devised to 
enable it to combine with foreign enterprise in such a way that this 
disparity can be remedied and its indefinite perpetuation prevented.

The Inter-American Committee on the Alliance for Progress has under
taken studies of major importance on this subject, which should be care
fully considered in order to arrive at formulas acceptable to all the 
interested parties.

According to one of these formulas, when foreign private enterprise 
— in cases where its admittance is considered to be desirable— is reluc
tant to associate itself with Latin American enterprise in the initial 
stages, a procedure should be established for it to do so after an agreed 
period of time. Once this period was over, the control of the enterprise 
would pass into Latin American hands.

To this end, great importance would attach to the approval of the 
project for the establishment of a subsidiary or affiliated branch of the IDB 
empowered to promote and support Latin American initiative, both in national 
and in multinational enterprises.

27. Basic national development and balance-of-payments considerations make 
it advisable that the areas of activity in which the Latin American coun
tries want foreign private enterprise to operate should be clearly demar
cated. A selective policy is a necessity. Foreign enterprise should be 
regarded as desirable not in those fields where production techniques are 
already familiar to Latin Americans, but in those where they are not ac
cessible for the time being or where foreign experience might be of great 
value, as, for instance, in the development of exports to the rest of the 
world.

In any event, foreign investment policy should be compatible with the 
basic principle of national autonomy in decisions that are important to a 
given country.

Another indispensable requisite to buttress Latin American enterprise 
is a strenuous effort in the direction of the adaptation and creation of 
technology, without which Latin America will not be able to take maximum
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advantage of its own resources, or make up its technical leeway in the vast 
process of transfer of world technology.

With the clearsightedness called for in this connection, the IDB and the 
United Nations Development Programme (UNDP) would have to mobilize far more 
resources than are at present available for the purpose, so that our coun
tries may be enabled to make bold use of their creative imagination and to 
join in the great march of contemporary science and technology.

VII
Strengthening of multilateralism

28. Multilateralism is consonant with the requirements of national auton
omy. An idea is gaining ground that has long been battled for: namely, 
that international financial co-operation should be increasingly channel
led through multilateral conducts. The Peterson Report likewise recom
mends that bilateral co-operation should be effected within a multilateral 
framework. Since it has roots in Latin America, IDB plays, and unques
tionably must continue to play, an exceptionally important part in this 
multilateral action. And the same is true of the Inter-American Committee 
on the Alliance for Progress (CIAP).

Any world mechanism to guide a strategy for international co-operation 
with the developing countries is inconceivable without the active partici
pation of these and other regional institutions pertaining to the inter- 
American system and to the United Nations, so that they can contribute what 
they have learnt from experience and wield effective influence at the in
ternational level, where co-ordinated action on the part of the developing 
countries is an increasingly indispensable necessity.

29. Multilateralism acquires special significance in connexion with the 
financing of the Latin American countries' development plans. Naturally, 
it involves analysis of the plan and of the progress of plan implementa
tion by the international financing institutions.

In the light of the experience of recent years it seems advisable 
that this analysis too should be multilateral. The suggestion put forward 
is that it should be undertaken by groups composed of experts from the 
financing institutions together with independent experts belonging neither 
to them nor to the governments concerned.
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To obviate the duplication of this work of analysis, which has been 
hampering negotiations, it would be essential for the experts from the 
credit institutions to make final pronouncements at the technical level 
on behalf of the institutions to which they pertain, although this would 
not imply any intervention on their part in decisions as to financing, 
which would be the exclusive prerogative of the governing bodies con
cerned.

30. These groups responsible for evaluating plans and plan implementa
tion should operate independently under the aegis of CIAP, to which they 
should present their recommendations so that it can pronounce an opinion 
on sound bases. This would help to strengthen the influence that its 
verdict might exert on the decisions adopted by the multinational and 
bilateral financing institutions.

31. It is of great importance to perfect mechanisms— both international 
and national— whereby the aims of multilateralism can be more effectively 
achieved. But multilateralism will not acquire its full significance un
less the amount of financial resources transferred to Latin America is 
increased, and, above all, unless steps are taken to lighten the burden 
of service payments, which have been absorbing an increasingly large pro
portion of export earnings and of the foreign exchange saved by means of 
import substitution.

VIII

Development discipline

32. The acceleration of development is no light undertaking. None of 
the tasks of primary importance in the period of transition to a higher 
rate of development can be described as easy. A true development dis
cipline is needed in competition, in reciprocal trade, in the promotion
of exports, in capital formation and in determined State action to further 
the changes required.

33. In other words , a discipline for drawing up and implementing a de
velopment plan as the expression of a national strategy. Considerable 
obstacles are still placed in the way of a planning process based on a 
real strategy for change and development. Strategy and planning are not 
incompatible with the market mechanism, which canot be effective if it 
is founded on structural bases that are inimical to the expanding opera
tion of the economy's dynamic forces. The State must take conscious and 
deliberate action to influence these forces in order to accelerate devel
opment and make it socially meaningful.



-  233 -

3U. This calls for a far-sighted outlook which at the same time should not 
disregard immediate problems. It is equally wrong to be exclusively con
cerned with immediate needs and to ignore them. Short-term solutions must 
be the starting-point for longer-term action. This is of decisive impor
tance in the political art of development. It will take time to make up 
the economy's lack of the required degree of dynamism. But social tensions 
cannot wait. It is essential to begin the transition period with a care
fully thought-out expansionist policy which, while looking after the most 
pressing needs of the lower income strata, will at the same time enable 
the economy's idle capacity to be fully utilized, with the resulting im
petus to the growth of the product. In this way consumption and saving 
can both increase simultaneously.

In such an expansionist policy a major role is incumbent upon invest
ment in economic and social infrastructure. But international financial 
resources will be needed to supplement domestic efforts, especially as 
long as export earnings are insufficient to satisfy the increasing demand 
for imports which economic expansion brings in its train.

35» Without this combination of immediate action with measures that take 
time to bear fruit, it would be very difficult, if not impossible, to 
establish the essential development discipline to which reference has been 
made: a discipline which is needed both for structural changes and for
rational action to influence the forces of the economy. And if this is 
not achieved, the sense of frustration will continue to grow: either the
frustration of allowing the dynamic impetus of the economy to fall increas
ingly short of what is required, or the frustration of populism. However 
much it may have served to uncover major problems, populism— with its 
leaning towards immediatist solutions, and its want of strong convictions 
and of an organized system of ideas— has almost always shunned basic 
solutions.

Development discipline, or development by coercion. Coercion would 
not necessarily stem from an ideology, but might be the result of events 
themselves, of failure or inability to influence them with foresight. It 
has already been proved that the rate of development can be stepped up by 
coercive measures. But there must be no misunderstanding as to the great 
social and political cost, the great cost in human terms, which this im
plies .

36. These problems are not always discussed in Latin America with the 
necessary objectivity, since the atmosphere is increasingly charge with 
emotion. There is a great deal of ferment and unrest among the youth of 
the region, which is not merely a form of contagion, although it involves 
some degree of violence that is imitative of what is happening elsewhere.
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The attitude of inconformity apparent among the younger generations, as well 
as among those who have long left youth behind, has roots that strike very 
deep. Poverty in the rural areas, social marginality in the cities, glaring 
disparities in income distribution, limited opportunities for dynamic per
sonalities in a wide range of human activities, all go to form the background 
of such attitudes of mind. But the phenomenon is too complex to be explained 
solely by reference to economic conditions.

Perhaps one of the principal problems arising in Latin America is that 
of resolving the contradiction between the rising generations1 legitimate 
desire to take part in the solution of the major problems of community 
life, and the hesitant or piecemeal response— if any— made by political and 
social movements with a view to translating their dynamic energy into ef
fective forms of action.

37* Latin America must find its own path, its own solutions. The region's 
development phenomena are different in the main from those with which the 
advanced countries were confronted in their time. The promise of technology 
is tremendous. But the contradictions involved in the progress of science 
and technology are also very grave: the population explosion, and the as
similation of increasingly capital-intensive production techniques. And, 
also, techniques which ceaselessly inculcate consumption aspirations that 
in the upper and middle income strata militate strongly against capital, 
formation.

38. This growing imbalance between the increase in the population and 
capital formation must be corrected. But let us not stumble into the over
simplified belief that birth control is an alternative to an energetic 
economic and social development strategy. This strategy must of course be 
the expression of sacrosanct ational decisions, in which demographic policy 
is a component that must be clearly defined in the light of long-term con
siderations which by their very nature cannot be strictly confined to the 
economic sphere.

39- Rationality and foresight are essential in development strategy.
And also in international, co-operation. The movements gestating in the 
developing world are of vast dimensions and historic importance. The 
industrialized countries will not be immune to what is going to happen in 
Latin America and throughout the Third World if it is still left to drift 
along as best it can: much less will they be so in view of the conspicuous
unity of feeling which mass communication techniques are helping to create 
on a world-wide scale.

40. The Latin American countries need to co-operate effectively with one 
another. They need to take common action carried out with great energy
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and strength of conviction. This concerted action should he based on a 
lucid conception of their objectives, targets and resources in their econo
mic and social development, as well as of their aims in their mutual rela
tionships, and of the co-operation they need and the way in which they 
intend to use the resources provided.

Ul. And now a word for ourselves, for the peoples of Latin America: what
is the image of the society we vant to establish, and what are its politi
cal and human values? From the very outset, we must look beyond the eco
nomic system. But if such a society is to be built, the economic system 
will have to acquire complete efficiency, so that the kind of welfare which 
is measurable can be extended to the whole community, to the broad masses 
of the population. This in its turn is a sine qua non if values which are 
sensed, but cannot be measured, are to be consolidated at this supremely 
significant turning-point in Latin America's history.
b2. Complete mutual understanding has not been reached as yet in Latin 
America. To achieve it, dialogue is a pressing and indispensable require
ment. A dialogue must be maintained with men concerned in politics, eco
nomics and trade union organizations, with men who move in other spheres 
of thought and action, especially those who belong to the new generations. 
Dialogue of this kind can and must lead to the discovery of common ground, 
to a pragmatic consensus of opinion conducive to the action that will 
accept no further delay.
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