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INTRODUCTION 

The aim in preparing this document has been to examine the 

di f f icult ies encountered in Latin American industrial development with 

a view to defining policies, or rather economic jiolicy guidelines, to 

help to strengthen and speed up its progress in the future. A l l this, 

moreover, as part of a more general aim of supplying the necessary 

background information which, together with other factors,-coiild lead 

to an economic and social development strategy for Latin America within 

the United Nations programme for the second Development Decade, 

Since a l l aspects of industrial development are very closely linked, 

and i t is d i f f i cu l t to consider the performance of the manufacturing 

sector separately from that of other sectors of economic activity, i t was 

thought necessary to give a brief summary of the fundamental pi'oblems and 

obstacles in order to make it easier to analyse the industrial development 

policies that have led to the current situation and problems of industiy, 

and to evaluate these policies as instruments for the attainment of basic 

economic and social development objectives during the coming decade. 

An analysis that is confined to the industrial sector is of necessity 

incomplete and provisional. Because a l l aspects of industry are so closely 

linked, this analysis can only be the f i r s t in a series of steps through 

which the assumptions and conclusions relating to the industrial sector 

wi l l have to be gradually and reciprocally brought into line ^ à̂th the 

assumptions and conclusions emerging from analyses of other aspects of 

economic activity which are of particular relevance to the ftmctioning 

of the industrial sector, 'for example, the performance of the agricultural 

sector, income distribution, or the anticipated trends of the external 

sector. This analysis of industry is therefore provisional, in the sense 

that adjustments may be necessary to make i t compatible with the conclusions 

to be reached on the other components of a strateQr for economic and social 

development. 

Some word may be appropriate here on the approach to industry in 

Latin America adopted in this dociiment. I t is designed to encourage the 

development of new and more effective lines of action in future industrial 

policy or in the over-all economic policies which most influence the 
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direction of industrial development. I t necessarily had to be based on 

a cr i t ica l appraisal of past experience shoTcLng the limitations and 

disadvantages of some of the policies that have been followed. However, 

the object of the exercise has not beçn to present a detailed account of 

the historical experience of industrial development as such in lat in 

America, or of industrialization policies either individually or within 

the historical-context in which they were conceived and applied» I f the 

approach had been-to evaluate how far. the policies adopted were justi f iable 

in the 'historical circimstances at the time, then the conclusions of this 

study might well have been very cliff^rent in many cases, and the picture 

given would probably have been less cr i t ica l and pessimistic. But this 

is hot what the secretariat had in mind,. An attempt has been made to 

draw a picture •* of necessity brief and confined to the factors that seem 

to constituted common denominator among many countries ih the region -

of the c\irrent situation and.the recent past, and to evaluate this 

situation and the industrial policies underlying i t in terms of future 

requirements" for the development of Latin America» This cr it ical summary 

was not designed as an analysis of a particiilar historical experience - nor 

would i t be valid i f that were i t s aiaaj i ts only justif ication is the 
• . ' • . , 

desire to f u l f i l the purposes outlined above. 

I t i s not possible to design an industrial development-policy in 

isolation, without regard for the major currents of economic and social 

dèvelopment. Since the present document i s preliminary and tentative in 

nature, owing to the coHplexity of the subject and the extremely limited 

amount of time available for .its preparation, i t has not even been possible 

to attempt to place i t within a broader view of the prospects and policies 

for the economic and social -development of Latin America, It thei>efore 

simply gives a rough outline of some approaches to industrial policy 

which i t would seem appropriate to bear in mind within the context of 

an economic and social strategy, without claiming to provide a comprehensive 

and coherent picture of industrial policy or to bring the individual 

policies suggested into-.lirje with the more general framework of the policies 

that w i l l have to be worked out subsequently. In addition, since the aims 

of this document are linked with the second Development Decade, the policy 

/measures or 
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measures or .guideliness suggested have been chosen in the basis of the ir 

f e a s i b i l i t y during the Decade, I t goes without saying that the suggestions 

made are s t i l l quite general' in nature, owing to the great d i ve rs i t y present 

in the Latin American countries in terms of capacity f o r , and conceptions 

and l e v e l s of industr ia l development 

This outl ine o f the sa l ient character ist ics of industr ia l development 

in Lat in America i s therefore intended simply as a basis f o r discussion 

of the future action that w i l l be recjiired». 

/Chapter I 
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Chapter"! 

THE PRESENT STAGE OF INDUSTRIAL DEVELOPMENT IN LATIN AMERICA 

1. Scale of the manufactwing sector 
and features of i t s development 

I f the trends o f the l as t few years are maintained, i t i s estimated 

that , ty 1970, the Latin American manufacturing product w i l l have reached 

a value of close t o 25,500 mi l l i on dol lars at I960 pr ices . The fac t that 

i t w i l l constitute just under 24 per cent of the reg ion ' s t o t a l gross 

product i s a measxire of i t s inportance as a sector o f product ion .^ 

As the industr ia l product represented 22 per cent of the t o t a l 

product in I960 and ten years ea r l i e r had ajmounted t o only 19 per cent, 

i t i s c l ear that manufacturing industry has been developing more 

vigorously than the rest o f the regional econonçr during the l a s t 

twenty years. 

Although i t s development has taken place in the context of slow 

growth f o r the product as a whole, i t s trend contrasts favourably >dth 

that of agr iculture, whose contribution t o the product dwindled from 

over 24 per cent in 1950 to about 22 per cent in I960 and i s unl ikely 

t o be more than 20 per cent by 1970. 

The industr ia l i za t ion coe f f i c i en t fo r the region as a whole has 

varied widely from one country to another; i t i s new 11 to 12 per cent 

in Bo l iv ia and Ha i t i and 34 per cent in Argentina (see table 1 ) , 

The internal structure of Latin American industry has changed 

rad i ca l l y in the course o f i t s development over the l as t two decades. 

To g ive one example, the contribution of the d i f f e r en t branches of industry 

to the value of aggregate industr ia l production has varied enomously. 

1/ The f igures given in th i s section are only rough estimates and in 
some cases d i f f e r from those presented in such docum.ents as "América 
:^ t ina y e l Smposio Internacional sobre Desarrollo Industr ia l " 
(E/CN.12/L.34), presented at the International Synposium on Industr ia l 
Development, Athens, 29 November - 10 December 196?, The d i f f e rences 
are due to var ia t ions in the exchange rates at which national 
ciirrencies have been converted into do l la rs , 

/Table 1 
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Tabla 1 

UTIN ¿MSIICA} SHáRG OP INDUSTRIAL FROCCCT IN THE TOTÂI. CSIOSS 
DCMÍ5TK mODUCT, I95O, l j67 

(Paroeaftagefl) 

Oovaitry 1950 i960 1967 

Argentina 32.2 

BoUvla 11.9 10.2 io<.6 

Brazil 1 5 a 2l,k 21,6 

Ohlla 2lo2 23»7 25O8 

Colombia i7<,o 18,2 

Costa Rlea l U l 14.0 

CoDlnlsan Republlo 11.? i4,o I M 

Ecuador 15.7 15.6 léoS 

El Salvador 12.S i7o2 

Guatemala 10.1 ^10,5 12<,9 

Haiti 11.1 12» 2 1108 

Bonduras 8.U 12.1 

Meadao 19.9 23»3 25r6 

Nlearagua 11a 12,3 

Panama 8.2 12.8 16» 0 

Paraguay IJo^t 17.3 18»2 

Peru 16C7 l9o3 

Uruguay 17.3 21» 2 21,0 

Venezuela SoO 10., 6 13O4 

Total a/ i8r7 21,7 2 2 a 

Souráe} BCLA, on the basis of aountry datao 
a/ Esoludlng Cwba, Guyana^ and Trinidad aad Tobago for want of Information, 

/As tab le 
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As table 2 indicates , the ' f óod , beverages and tobacco industr ies, 

which represented 36 éént^ o f ' the t o t a l in 1950> saw'their share 

shrink t o 29 per cent in I960, and i t w i l l probably drop t o 26 per cent 

.tgr 1970, ..The experience o f ' the t e x t i l e , footwear and clothing industries 

has been s imi lar , i f on a l esser scale : from 23 per cent in 1950 the i r 

"share decreased t o 17 per cent in I960 and i s e:q)ected to be roughJ^ 

13 per cent in 1970, The chemical and petroleum products industries, on 

the other hand, expanded the i r share from 10 per cent to 14 per cent 

between 1950 and I960, and i t i s estimated that , by 1970, i t w i l l be 

over 17 per cent, while the contribution of the metal-transforming 

industries rose from 9 t o 18 per cent during the same ten-year period 

and i s expected to climb to 21 per cent over the next ten years, Basic 

metals and pulp and,paper have also achieved increases, but on a rather 

more restrained scale. 

Thus the industries known as the t rad i t i ona l industries have been 

ràpidly decl ining in importance, while the dynamic industries have been 

coming to the f o r e , although the i r rate of growth has been slowing down 

gradually over the l a s t few years. 

As f a r as magnitude i s concerned at l e a s t , th is l i n e of development 

i s bas ica l ly determined by the trend o f events in the more indus;trially 

advanced cotintries o f the region because of the weight they carry in the 

t o t a l f i g u r e s , ^ 

The food, beverages, t e x t i l e s and c lothing industries, which.are 

lohg-established industries in those countries, have l a t e l y been developing 

slowly in keeping with the rate of population growth^ encouraged, in some 

cases, by external demand for t rad i t i ona l products or the introduction of 

new products. The basic metal industr ies, which were founded more recent ly , 

although even so they date back to 1950 or even e a r l i e r , have fol lowed a 

trend that has been c loser t o that o f the t o t a l product a f t e r the i r i n i t i a l 

upsurge, while the metal-oransforming industries made tremendõus str ides 

during the n i n e t e e n - f i f t i e s with the inauguration o f the motor-vehicle 

industry and began t o slow down in the s i x t i e s as the f i r s t f lood of 

requirements "Wãs sat i s f i ed i ' -

2/ Par t i cu lar ly Argentina, Braz i l and Mexico, which account f o r about 
80 per cent o f the industr ia l product, 
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Table 2 
LATIN AMffilCA» STROCTURE OP THE QIOSS VAUJE OF INDUSTRIAL FRODUCTIOH 

BY ®OUPS OP INDUSTRIES, 1950, 1?60 AND V)(/] 

ludurtplal grotq> 1950 i960 1968 2/ 

20 Pood 27.8 22,8 20«5 

2lr-22 Beverages and tobaoeo 80I 6.1 5o8 

23 Textiles , 16.6 l2o2 10.0 

^ Footwear and olothlng 6.6 5.0 3»7 
25-26 Vood and furnltvire 3eO 2,7 

27 . Paper and paper produots 2 A 2«5 3.U 

31-32 Chenloals and petroleum products W . 2 13.? 1607 

33 Non-metal H o minerals 3.8 If.O 

3^ Basic metals 5.9 6,6 

35-38 Metal transforming , , Jolt 18.6 20,7 

28-30 
3? Printing, rubber and mlsoellaneous 6.2' 5.9 

.Total . - • •IQOáO 100.0 100.0 

Sowea! ECLÂ, on "the basis of oovmtry data, 

e/ Stimâ eBo . 

/Trends in 
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Trençis in the other Latin American coiontries have been similar up 

to a point, but.with d i f f e r en t proportions .and timings For instance, in 

the intermediate- level countries,"the basic 'métal trades surged forward 

in.ibhe n in .e teen- f i f t i es , and sordid the me ta l - t r ^ s f o rm^g ^ d u s t r i e s in 

the next decade, both from very low start ing-points . In the r e l a t i v e l y . 

l e s s developed countrieSj^/ on the other hand,- new additions are s t i l l 

being made t o the production capacity, of the t rad i t i ona l industries •. 

while the dynamic industries have become bogged down in- the ear ly stages 

o f development. In I960, the food, beverages and tobacco industries were 

s t i l l accounting f o r about 45 per cent of the industr ia l product and 

t e x t i l e s and clothing manufacture f o r 23 per cent, but these proportions 

are expected t o decrease t o 40 and 20 per cent respect ive ly l y 1970. 

On the other hand, the. basic metal trades are vasrtnially non-exxstent and 

the metal-transforming-industries, which represented 2 per cent-.of the. 

industr ia l product in I960, may have crept up t o about 4 per cent...tg?;-1970. 

Side tçr side with :these trends, t rad i t i ona l ar t i san- t3^ . 'ao t - l v i t i es • -

have been outsed by fac tory industry of a more madem kind, and the i r 

displacement i s speeded up as the country reaches more aSvancM ^ageS 

of devèliapment. For instance, in th.0 l a s t group of countries, ag^isan-type 

a c t i y i t i a s represent about, 40.per. cent of..value...ad.ded, jUL.ânid̂ ^̂  ,, 

large-sca le industry 29 per c e n t , ^ whereas the equivalent ' . f igures are • • 

24 and 53 per cent in the more developed countries of the region. 

Even i f the s ize of the domestic market in those countries i s 

regarded as having been a dec is ive fac tor in that respect, the same 

si tuat ion has obviously occurred in each of the Latin American countries, 

however small, under the pressure of technological progress. 

The replacement of c ra f t s by factory-type industry has been a very 

gradual process, however, even in the more developed countries of the 

region, which indicates that there are serious barr iers to the introduction 

and widespread adoption of modern forms of production in each country, 

2/ Bo l i v ia , Ecuador, Paraguay and the Central American countries, in 
particvilar, 

V Establishments emplying from 1 to 4 persons are of the artisan type, 
while those with 100 or more are c l a s s i f i e d as large-sca le factory 
industry» 

/Despite the 
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Despite the d i f f i cu l t ies , Latin American industry has developed 

sufficiently to supply a growing proportion of regional demand for 

manufactures. Nevertheless, there is s t i l l a wide range of products, 

whose importance varies in accordance with the branches of Industry 

concerned, vihich are not produced in Latin American insufficient quantity 

or with the right level of quality, 

Inports of manufactures to supplement domestic production have 

risen to a value of nearly 10,000 million dollars in the last few years, 

with about 52 per cent corresponding to capital goods, 30 per cent to 

intermediate goods and the balance of. 18 per cent to consumer goods. 

Esqiorts of manufactures from the region have been growing rapidly, 

but have not yet become really significant, since, i f manufactures with 

a very low degree of processing (roasted coffee, washed wool and so forth) 

are excluded, the remainder w i l l be worth less than 1^000 million dollars 

a year, '^ Of these exports, 85 per cent, represent transactions in 

intra-regional trade, and Qnly 15 per cent go to foreign markets. 

The f oregoing figures indicate that the per capita supply of 

manufactures in Latin America ^ must have increased from some 200 dollars 

in 1950 to 270 dollars in I960, and may roughly be expected to be just 

over 300 dollars 1970, 

Although the last figure is a good deal higher than for Africa and 

Asia, i t i s far below the present level of the developed countries in 

Europe or of North America. Any attempt to close the gap between Latin 

America and those countries would necessitate enormous ef forts on a far 

greater scale than any made in the last twenty years or so. 

5/ Excluding petroleum products as well. The figures are again 
approximate and, in this case, have the additional drawback 
of a lack of clarity in the dif initions of manufactures and 
semi-manufact\ires, especially when the industrial process and 
the primary activity are inextricably mixed in the same unit of 
production (metal smelting, coffee roasting, e tc . ) . 

^ Calculated by adding the gross value of industrial production 
to the value of inports and then subracting the value of e^o r t s . 

/The development 
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The development of the industr ia l sector.and i t s trend of internal 

structural change have,' in f a c t , been f lagg ing gradually but unmistakably 

in the l as t few years. The growth ra te of the gross industr ia l product 

f o r the region, which, i n 1950-60, was as much as 6o3 per cent, dropped 

t o 5.4 per cent between I960 arid 1968 (see table 3 ) » 

. Table 3 

LATIN Ai'ERICA: GROWTH RATES OF THE TOTAL GROSS DOMESTIC PRODUCT 
AND OF THE INDUSTRIAL PRODUCT, 1940-68 

•(Annual cumulative rates between end years ) 

Growth rate o f Grovith ra te of Ratio of 

Period t o t a l product industr ia l product ( 1 ) to ( 2 ) 

( 1 ) ( 2 ) 

1940-50 5.0 6.8 1,4 

1950-60 4.7 6„3 1.3 

1960-68 ^ 4.5 5.4 1.2 

Source; ECLA. 

a/ Based on preliminary estimates f o r 1968, 

Although the t o t a l product i s also expanding less rapidly the fac t 

that the groinrth e l a s t i c i t y of industry has dropped from 1.4 in the ear ly 

n ine t e en - f i f t i e s t o l ess than 1.2 towards the end of the s i x t i e s shows 

that industry has ceased t o be a dr iv ing force in the Latin American 

econonçyj instead, i t has simply become one of a number of sectors with 

no special power t o galvanize the others. Moreover, the. branches of 

industry whose development has slowed down most appreciably in the las t 

ten years have been prec ise ly those which had the highest growth rates 

at the beginning of the period basic metals, metal. transforming an ,̂-

even chemicals. This explains the increasingly sluggish tempo of change 

in the internal structure of the d i f f e r en t branches o f industry* 

/These developments 
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These developments are given added signi f icance by the fact that 

the regional industr ial product has l o s t ground in the world t o t a l (dropping 

from 3.1 per cent in 1950 to about 2.5 per cent in 1968). This i s a l l 

the more serious in that Latin America's share of the world population 

increased from 6.5 t o 7.5 per cent during the same period. 

Within the graduad dev i t a l i za t i on of industr ial growth as a whole, 

there are, however, quite inportant d i f f erences between the individual 

coiintries. In Colombia, Peru, and, above a l l , Mexico, the industr ia l i zat ion 

coe f f i c i en t has been r i s ing f a i r l y s tead i ly , and the same may be said of 

the Central American countries and Venezuela, although the l e v e l s attained 

are s t i l l very low. In Argentina, Braz i l , Chile and Uruguay, on the other 

hand, the c o e f f i c i e n t in 1963 was only a l i t t l e higher than at some points 

in the n ine t e en - f i f t i e s , and in Bo l i v i a , Hai t i and Paraguay i t has f a l l en 

below i t s l e v e l during that decade. I t i s the siini t o t a l of these trends 

that determines the general evolution of Latin America®^ 

This loss of momentum i s of course part ly due t o some fac tors that 

have been consistently blocking the.general development of the region, 

such as unfavourable terms o f t rade, l i t t l e demand in the agr icultural 

sector, shortcomings in the transport ajad e l e c t r i c energy systems, and 

spec i f i c factors in individual countries, such as natural resources and 

past historyo 

I t has also been influenced by some of the character ist ics o f the 

industr ial sector i t s e l f which, t o one degree or another, exist ' in a l l 

the Latin American countries and must be modified i f the region i s to 

make greater progress in the next decade. 

I t would be useful there fore t o spend some time on examining the 

factors which seem to have had the greatest impact on the development 

of the sector over the las t few decades, namely the pTOdiiction methods 

1/ No attempt i s made here to describe groups" of countries. The 
intention i s simply to indicate the d i f f e r en t growth tfends, of 
national industry, which are d ictated l y a var i e ty of situations 
as regards both r e l a t i v e degrees o f developnent and other aspects, 
some of which w i l l be analysed áai subsequent chapters. 

. .. , /used, the i r 
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used,, their efficiency, and productivity;,. the institutional framework of 

industry, sources and; modes.of f jiiancing,. util ization of manpower.and, 

last ly , the integration process and competition in world markets, 

2, Technology, efficiency and productivity 

The inç)etus bu^t up by industry in. the early stages of import 

substitution derived from the vride f i e l d covered by this process and the 

fact that the industries that were being created were able to supply 

requirements that already existed» As inport substitution went deeper 

in that respect, i t s possibi l it ies were increasingly limited the fact 

that the manufacturing processes involved became more and more complex 

while, as soon as the pent-up demand had been satisf ied, the market for 

the new products moulded i tse l f to the needs arising out of the countries' 

own growth,. In other words, ^por t substit\^tion became more directly 

dependent on the general process of economic growth. While these observations 

trace the past course of industry in Latin America and e:g)lain i t s decline, 

especially in the last few years, they also jjidicate an area fcsr which a 

number of economic policy measures should be framed, particularly in relation 

to the technical and operational level of manufacturing. In fact , the 

obstacles currently faced by industry in its.attempt to introduce new 

products, such as the small size of the consumer market, which nake i t 

dif;ficult to speed up the rate of industr ié growth, are closely linked 

with certain technical characteristics of the production process» 

Technolo^ or the level of technological progress achieved are a decisive 

factor in determining whether industry i s to forge ahead with import 

substitution and improve i t s competitive status by enhacing i ts efficiency 

and productivity. As import substitution was carried on under heavy 

t a r i f f protection with the aim of settling balance-of-payments problems 

rather than of laying the foundation for a healthy and vigorous industrial 

sector, i t i s readily understood why technical problems "should not have 

occupied the key position they have today. This change ,of attitude is" 

not due to the disappearance of external sector p'robléms. On the contrary, 

these problems have increased',injt.hat the structure of, imports i s now less 

elastic for the economy in general and for industiy in particular, as a 

result of the very process of substitution, which brings new pressures 

/to bear 
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to bear on imports of raw materials and intermediate goods essential 

for industry, and i^^ich, by altering the structixre of iiiç)orts, adds, 

in both absolute and relative terms, to the proportion of capital goods, 

formerly the least affected by import substitution. This trend of events 

is precisely one which can be dealt with only through a more technical 

approach to economic policy-making, since the products that must now be 

replaced have more need of economies of scale and require production 

methods for which fu l le r and more sophisticated technical imow-how is 

necessary» Moreover, external savings play a major part in the manufacture 

of such products, and the achievement of acceptable levels of efficiency 

and productivity by industry largely depends on i ts technological resources. 

This does not mean, however, that the industrial park created in 

those circumstances was neutral in i t s effects, or that the industrial 

growth which took place under the spur of iiiç>ort substitution merely 

helped to solve balance-of-payments problems. There was much that was 

positive in that stage, which may be described as the germination of 

industrial activity. What must be stressed, however, i s the need for 

industry to concentrate on consolidating the process of substitution 

during i ts next phase of growth, and to do so, i t must have access to 

modern technology and achieve higher levels of efficiency and productivity. 

These considerations, ifhich are inspired by a general review of 

the sitiiation in Latin Asierica, are applicable to every country, although 

their implications and significance vary from one to another and even 

among the different branches of industry. Very broadly, they are more 

germô.ne to the cotintries where industry has advanced the furthest and 

has a more diversified structxire. Their relevance to the individual 

branches of industry i s greatest for those in which the introduction or 

efficient development of such factors in terms of investment and production 

costs i s more dependent on economies of scale, or in which technological 

innovations are continually being made. Cases in point are many capital 

and durable consumer goods industries, those producing certain basic goods 

and intermediate chemical products, the steel and pulp and paper industries, 

and the manufacture of semi-processed non-ferrous metal products, 

particxilarly copper and aluminium. 

/This chapter 
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This chapter does not pretend to deal esdiaustively vdth the subject. 

I t i s siaçsly concerned with identifying the broad areas in which remedial 

action shovild be taken or incentives pffejred, in order to establish 

certain cr i te i la and guidelines for determining the policy instrunfents 

to be used* 

( a ) Technology 

Technological problons crop up in, existing industry and are bound 

to arise in the future in the manvifacture of products that are technically 

more complex. Although the nature of these problems is the same in both 

cases in that they relate to common aspects, such as the sound selection 

of production processes, the assimilation and transfer of know-how, the 

engineering and design of processes and equipment, and technological 

research, and the ultimate objective of technology, Trrtiich i s to deploy 

the resources available in the most ef f ic ient way in order to produce 

at the lowest possible cost, i s also the same, there is an inçiortant 

distinction between existing and future industry which must be pointed 

outo I t i s that the technological decisions to be taken for the future 

cannot be dissociated from present conditions in that the increase in the 

technical content of future manufactures must be acconçianied ly a 

corresponding r ise in the technological level of industry. I t i s inçiossible 

to obtain real ly good results from technology i f i t i s superimposed on 

existing characteristics and conditions. Manufacturing can of course be 

started in a vacuum, but such enclaves are the exception to the rule and 

can contribute l i t t l e to the s p r e ^ of know-how and the general 

iuprovement of the level of technology. Consequently, i t i s essential 

to analyse and understand the present situation i f sound policies are 

to be formulated for the future. 

One of the characteristics of industry in Latin America has been 

i t s clpse dependence on the industrialized countries in questions of 

technology. In view of reasons for the transfer of know-how and the 

inability, of the existing institutional set-up to o f f e r industry ai^ i^a l 

incentive, it . i s f a i r l y clear why there were remarkable differences in 

the kind of teclmology adopted, not only between coxxrrtries and branches 

of industry, but also within one and the same branch. In Latin America, 

/a whole 
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a whole host of branches of industry that are more relatively developed 

and have shown greater init iative in incorporating new techniques co-exist 

with others that are backward, and seeiningly indifferent to the need to 

inprove their production technology while enterprises that are technically 

more eff icient and up-to-date are found side by side in the same branch of 

activity, with others that are antiquated in both senses. Generally speaking, 

and with a l l due reservations, i t may be argued that the technological 

differences are closely.associated with the amount of market competition, 

the age of the' industry, i ts sources of financing and their connexions 

with foreign firms, the nature of the enterprises and their business 

f l a i r . Differences of the same kind also exist between comtries, for 

the same reasons, Fui^ihermore, the technological level of even the 

best-endowed firms is generally lower than in the industrialized countries. 

I t is d i f f i cu l t to assess the true scope and significance of these 

events owing to the fragmentary nature of the data available, and the 

situation has to be reconstructed from a few statistics and indirect sources . 

of information, . Table- 4 brings together data on the supply of energy per 

person employed in selected Ijktin American and other countries, as a guide in 

interpreting the differences in production methods. This table shows,.in the 

f i rst place, that there is l i t t l e énergy available for each employed person 

in the_different branches of Latin American industry. An exception is 

Venezuela> .probably because i ts industrial sector was established more 

recently and the level of wages is higher than elsewhere in the region,. 

Major differences between the 'Latin' American and the more industrisúLized • 

countries are to be found in the industries producing rubber, wood and cork,-

chendcal products, pulp .and paper, petroleum products, non-metallic mlner^,!?, 

basic metals, machinery, including electrical equipment, and transport . .. 

equipment. In these, the degree of 'mechanization is nearly f ive times lower 

than in the United .States and somewhat lower than in Ita ly , the other non-

Latin-American country included in the table. The disparities are less 

marked in the other cases, but are nevertheless significajjt, : and. high indexes 

are found in some instances, e .g . , the textile-and clothing Industry in Mexico, 

which has a higher index than i ts counterpart in the United States, and the 

beverages and leather industries in Colombia, which are on much the same level 

as the United States in that respect. However, the quality and comparability 

of the data preclude a more exhaustive analysis, and the only conclusions 

•that can be drawn are the generalizations set down above, /Table k 
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Tabla Ij 

IMSTÀLLEO OAPACrCY PER EMPLOYED PEBSON, IN IKBlSmY 

(Hcrsepowar) 

Vene« Brazi l CòloÉbla Chile Mesloo Paraguay United 
States 

1963 

Ita^ 
liiduBtry 

l ^b l 1950 1960 1953 i960 1957 1960 1953 1963 

United 
States 

1963 
•lar 
1961 

20 Food 6.35 2.78 3.93 2.59 3-17 1.07 2,03 2.47 6.87 7.69 

21 Bersrages 5»51 1.89 2.58 3.1't 5.02 2.31 20U3 1.87 1.24 5»68 3.91 
22 Tobaooo 2»50 0.57 0,96 Ó.33 Oo^6 • 0.ít6 i .Uo 0,25 0.52 3.83 1.23 

23 Ter t l l es l.Jlt 2.28 2.57 2.81 0o9l» 6.18 1.79 U.27 5.92 2.95 

Zk Olo+Jblng 0,88 0.37 0.53 0,32 0.35 0,39 1.14 0.33 0.11 0.32 0,66 

25 Wood and 001^ U66 2,83 3.56 3 . ^ 2.1^3 2.13 3.13 4.09 13.21 5.50 

26 PRTOiture, oto» if.35 i «o6 1.59 1.10 1.15 0-57 1.0? 2,00 1.09 3.36 3.80 

27 Pulp and pafier 9.83 7.11 'íi.63 W.07 3.16 6.86 3.00 4.81 21.21 10.66 

28 Prlntlnjg, etoo 2,07 '' iD.68 6,90 0,89 1.07 3.62 Ò.50" 0,38 l »9 Í 1.68 

2? Leather 5.93 1.89 2.(53 3.08 it.07 0.67 2.56 1.20 1.28 3083 4,02 

30 Rubber ' 8,18 If, 10 5 . W ' 3.71 2.05 5.12 1.00 • 2.09 10.03 

31 Cheoioal prMuots 8,57 2,V7 1 .80 ' 1,64 1.70 2.95 1.86 1.82 22,33 10,55 
32 Petroleum >roduots OaOX •'io^- 2.63 19.90 2.67 64.38 18,9!^ 

33 Notb-ffietalUo minerais •1.31 2,52 3.90 5.52 3.54 2,63 0.96 15.18 6.31 

3^ Basic metals 80.80 M 2 3.77 12.00 - - i .85 29.55 14,76 

35 Metal products 3»'t2 2.1f7 2.23 1.ÍM) • •Ío55 ' 1.5¿ 2o 27 3o30 

36 Maoliinjry 9.19"• 1,52 2*2$ 2.00 2.58 0.84 Í . 6 l ' » » 1.4o 4,5é 3»71 

37 Eleotr lca l equiprnent ' 2.1«8 i^lf 1.99 0.¡65 ' Í.21 2,00 '0.98 - oM 2»0C 

58 Transport equipment • 2 . lé l .é2 i .8¿ 1.26 ' - i / 0.98 0,70 0,81 6.63 5.56 

39 Mlscellaneous • ' Í . 81 " 0.81 1.19 1.03 1.29 0.70 0.57 1.00 • 0.61 3.39 2.36 

Total 2.01 2.8? 2.21 1086 1.80 2s2k 

Seuroest thlted States and I t a l y j Tha growth of' world Industry Í953-1965 « National tables (United Natloas 
publication. Sales N®! 67.XVII . lO) , 
Latin Amerloat ESU^ on the basis of national censuses, 

^ Included In maohln«ry* 
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Table 5 

kVmAQS ANNOAL IMJREASi! IK INSTALLH) CAOACmr PSl aiPLOTED PIKSOH 
(Paroeaiagea) 

Indua-tiijr Argentina 
1950-1957 

^azil 
Í95D-I96O 

Cfoloiid>la Paraguay 
1955-19^3 

• United 
. Stótàá 

1954-1963 

Italy 
1951-1961 

20 Food -1.1 3.5 2.9 2,5 4.2 1,1 

21 Beverages 1.5 5.2 6,9 -5.0 3.4 2.2 

'22 ^obaoQO 648 . 7*0 9,6 4.0 15.6 

23 iesrtiles S.8 4.0 1.3 11,5 3»3 3.3 
^ Clothing 3.7 397 1.3 -12,8 3o5 

25 Wsod and 9ork 0,5 2.4 -0,5 3.4 5.8 2.2 

2é Furniturê  eto« -0.7 4.2 0.7 -7.3 2,1 2,8 

27 Pulp aad Paper 808 1.1 -1»9 6.1 

28 Printing, at Co -0.1 2.8 -1.1 5.2 

29 Leather 6.1 4.1 0,8 -2 ,6 0»6 

30 Rubber 4.6 2,9 2,4 9.7 , > 3 2.3 
31 Ohaoiloals produots 

32 Petroleum products 
0.7 ) 

. .0,5 > 
6o7 

-1»3 

4o.o 

0.3 2,2 

6,8 
5el 

11,6 

33 NonHnetalllo mlnerls 8.0 6,8. 5.1 
i > 'v. • 

-11.8 5.0 

34 Basis metala ) 
0.1 

18,0 -4̂ 0 

35 Metal prî tMits 2.2') , ^ 
0.1 

-1.4 5.3 3.9 : : 1,8 

36 Maohlnery 4.2 3.7 ip6 2.8 

37 Eleotrloal equlprneat 0.5 9.3 . .0.6 

38 Transport e<|uipment -2.8 -5»5 1,8 2 ,5 . . .. 5.3 

3J Mlsoellaneous 6.2 3.9 3.3 -60O . 6.8 5.6 

Total 3-2 3»7 4,2 hi hi 

Souroaj As for table 

/One fscto» . 
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One factor worth stressing i s the rate of technological assimilation 

in the region, which can be deduced from"the increases that' have taken 

place in the supply of energy per eiigiiôyed person. Vihere such information 

" i s available, i t w i l l be seen that a greater amount of horsepower i^came 

..'.available .pe^ person .rose and that in some iar^che^ of industry the avafi'áBíe 

supply has grovm at an even higher rate than in the industrialized countries. 

This applies, in particular, to beverages, tobacco, clothing, leather, and 

non-metallic minerals. Although there i s no statist ical evidence to confirm 

this assumption, i t seems l ikely that the increases in the average growth 

rate of the energy supply per enployed persóií have been mainly in the bigger 

plants, • . 

It should be noted, however, that the^e grovrth rates, and particularly 

the highest, are attributable to the low in i t i a l level' of mechanization ih ' 

the region, 'or to the introduction of new industries when import substitution 

was at i t s height. In "order to sinpliiy the presentation and analysis'of " 

the data, the branches of industrj^ have been divided into two broad groups: 

the traditional and the dynamic. The result's are given in table 6 and 
. , . v, • . I , •• • 

figure I , To some extent they confirm the view that the increases'ir? the 

legion have an elastic relationship with the degree of mechanization'br the 

tédhnological'-level of-Industry, Thus the situation iii Latin tònerica i s 

siirçily the Corollary to "this trend, in other words, the progress achieved 

has been on a'par with their state of development. The'other fact"that ' 

must be stressed is that' the traditional indüstries aré more prone than the 

dynamic industries to rêàch saturation point so to speak in the uti l izai ioh 

of'energy per enployed person, and are thus less rea<^ to accept 

technological innovations signifying sizable increases in unit investment'. 

/Table 6 



E/CN.12/Ô30 
Page 19 

Table é 
UJSTALLED CAPACITY PBH EMPLOÍED PERSON IN TRADITIONAL AND OTNAlilC 

Industries 

Country Year 
Traditional industries Oxnamio industries Total 

Country Year Horsepower 
per em-
ployed 
person 

Annual 
percen-
tage 

inorease 

Horsepowr 
per eoH 
ployed 
person 

Annual 
pareen». 
tage 

increase 

Horsepower 
per em-
plcyed 
person 

Annual 
peroea-
tage 

Inorease 

; 1950 2.15 2»26 2,19 
Argentina i 3oO 3cO 3o2 

LI957 2.66 2.78 2.72 

' 1950 2.17 2.01 
Brazil 3̂ 6 3o7 

[ I jSo 2e73 3=12 2.89 

; 1953 2o7l 2.21 
Colombia 3<.0 ÍÍ.2 

1.1960 2,50 3.72 2,9!» 

! 1955 1.88 1.62 1.86 
Paraguay U6 -Ooli 1 1963 2.1^ 1.26 1«80 

Í 1951 2.?7 kc66 3.81 
Italy 3«2 3.3 

; 1961 3<,88 6.36 5.27 

Í1953-195í̂  H.73 h.66 
Australia j 2«0 2.8 3o2 

il9é>19élí 5<.59 6.89 

1 195"̂  8,83 ?c60 
tftilteil States lol 3.0 2o3 

! 1963 60OO 11.56 9.31 

Source i As for table 4» 

/Figure I 
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Figure I 

RELATIONSHIP BETI'EEN THE PERCENTAGE INCREASE AND HP PER PERSON 
DURING THE FIRST YEAR 

Percental increase in HP per person- • • 

5 r -

4 -

3 -

DYWAMIC INDÜSTRIES 

¿«"Colombia 

o 
Brasil 

. «Argentina 

o Australia 

Italy United States 

6 7 S ^ 9 10 15 20 

^.Percentage increase in HP per person 

TRADICIONAL INDUSTRIES 

X^BraffiLl 

- • • oV^i'gentina 
Colombia . ©Italy 

— _ o^Australia 

1 1 1 
United S t a ^ 

1 1 t 1 1 
5 6 7 Ô 9 10 15 20 

HP per person during the f i r s t year 
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From the figures in table 1 i t may also, be concluded that the 

production processes used in lat in American industry in general, and 

in each activity as a whole, are more labour-intensive than those 

enployed in the industrialized countries. I t should be noted, however, 

that, while this i s statist ical ly valid, i t may be a somevrtiat biased 

presentation of the facts in.that ^ e n the total number of persons employed 

i s taken into account rather than those directly involved in production, 

a large number, possibly even a big proportion of the total , are sinç)ly 

concerned with upkeep, training, social welfare and, other^activities 

needed in the under-developed countries to cottpensate for the shortcomings 

of such f ac i l i t i e s in the industry's immediate environment. The techniques 

employed w i l l thus naturally appear more labour-intensive than i f the 

production process were ccaisidered Sjspaíately, However, as. this i s the 

prevailing situation in the developing countries, i t should be borne in 

mind when examining the question of ençloyment in relation to the choice 

of various highly capital-intensive techniques, at least until external 

services and supporting f ac i l i t i e s for industry have developed suff iciently 

to eliminate thfe need for staff of the kind described in the plant. Another 

factor that- raises the proportion of enployed. persons in, the developing 

countries is the in-service training of skil led operatives, which i s often 

undertaken in the plant i t s e l f , not merely to. f i l l possible.educational 

gaps but also to maintain a reserve supply of skilled labour so as to 

assiu-e the continuity of the work i f some operatives leave their jobs. 

I t i s inpossible to determine with any accuracy, on the basis of 

this information alone, how f a r the techniques used in Latin America are 

in keeping with accepted cr iter ia on the uses of capital and labour. 

Although there seems to be a growing tendency to adopt more capital -

intensive processes, such trends cannot be observed in industry as a 

•whole. Moreover, a i^ economic and technological-evaluation must allow 

for other aspects of the objectives and strategy of development policy. 

For instance, quality and cost become of prima importance i f the question 

is how to increase the share of manufactures in foreign trade. There 

are of coiorse some key activities for which the technological options 

.should be carefully examined i f an industrial policy that responds to 

/Latin American 



E/CN. 12/630 
Page 22 

Latin American needs is to be framed» This is particularly true of the 

clothing, footwear, furniture and a l l ied industries but is not applicable 

to such branches as machinery, electrical equipment> transport equipment, 

chemicals, pulp and paper and basic metals.. 

I t is iiiç)ortant to deteradne how far, the techniques actually used 

have been chosen with an eye to obtaining the maximum efficiency possible 

within existing market sizes and what has been the capital cost of the 

industrial park - in other words, to discover how fa r Latin America has 

taken advantage of economies of sc^e from a technological standpoint. 

Plainly, i t has not done so, as numerous exanples go to show. This i s 

in fact one of the crucial problems of the industrial sector, and i t s 

causes must be discussed, however br ie f ly . 

Owing to industry's dependence on foreign technology and i t s 

development on what i s essentially the basis of heavily protected domestic 

markets, the question of choosing production techniques that are more 

conçíatible with the characteristics and resources of the region has been 

l e f t in abeyance. As so l i t t l e attention has been paid to i t , and there 

are no national programmes or policies for the application of technology 

to industrial development, virtual ly the whole responsibility for selecting 

manufacturing processes and plant size has been l e f t to the manufact\irers 

themselves. This want of policy has made i tse l f f e l t not only in the 

private entrepreneurial sector but a l ^ in government circles in relation 

.to industrial activities that the governments are anxious to encourage. 

Few decisions are taken on the basis of what would be technically most 

advisable but are swayed ty other considerations, and the resulting 

projects reveal serious technical, operational and economic shortcomings 

with the passage of time. 

The subordination of the region to the industrialized areas in 

technical matters has had a number of side-effects which are now affecting 

i t s cost levels and possibi l i t ies of accelerating i t s industrial growth,^ 

^ There are of course other non-technical reasons, proper to the 
enterprises themselves or external to them, which affect the levels 
of efficiency and productivity. They w i l l be discussed later in 
this document, 
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Procedures have been adopted which are unsi^table for the properties 

of the raw materials availaljle;, require a large amoxmt of skil led labour, 

demand standards and specifications that,are hard to achieve in a 

developing country and which have production dimensions and indivisible 

equipment that are designed fo r biggeir markets and outstrip the 

domestic requirements of the Latin American countries - even, in some 

cases, those of the region as a whole. I t i s perhaps in this last aspect 

that the maladjustments in industiy have been most glaring and have led to 

excessive capital e3q:)enditure and under-utàlization of installed capacity. 

There are, moreover, other factors, such as.defects in the institutional 

framework, the nature of the enterprises themselves and of managerial 

capacity, and market shortcomings, which have aggravateci the situation 

and whose inpact has often been even fflfi>re adverse than that of technological 

dependence, A more exhaustive investigation should be made io see just 

hew fa r each of these technical and environmental elements tes been 

instrumental in limiting the growth « f Latin American industry and the 

achieven®nt of-greater efficiency. The.scale of production i s l ikely 

to be a v i ta l issue in t^e basic chemic^, intemediate goods and steel 

industries in production of pulp and kinds of paper, and in the 

manufacture of transport-equipment, and some durable consumer goods. I t 

is interesting to note that,' despite the inçiortance of economies of 

scale in these branche.s of ^ d u s t r y only a mere handful, of the 

disproportionate number of enterprises operating in these f ie lds in the 

region are of reasonable size according to international standards. 

The sitüatiori shows signs of impr<?ving, however, particularly in the 

petrochemical industry, where some large-scale projects are being 

launched to supply regional or world markets. 

In other branches, however, the ges t ión of technology i s bound 

up with the obsoleteness of the .equipnent 'used rather than vdth plant 

size, A typical case in this respect i s the texti le industry. 

As regards local productipn of certain goods, particularly capital 

goods, dependence on foreign technology i s evident not only in the 

manufacturing processes but in .access to the blue-prints arai engineering 

know-how that go with them, regardless of whether the plants consist of 

/sin&Le units 
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s i n ^ e units or conçilete installations. In the case of mary of these 

goods, i t i s important for manufacturers to be fu l l y conversant with 

the manufacturing processes so as to ensure that the f ina l product meets 

certain fixed specifications and quality standai^ds, and even more inportant 

for the technical resoiirces or know-how needed to use the equipment 

e f f ic ient ly to be incorporated in them» Machine-tools are a case in 

point, and many of the shortcomings of production in the region can be 

ascribed to neglect of this aspect of the question» 

The coiBffiDn factor that underlies a l l these considerations and 

explains the technological disparities and vinder-utilization of resources 

in Latin America conpared vdth the industrialized countries is undoubtedly 

the lack of applied research in industry. Because of this, the region's 

natural resources have not been made f u l l use of and technologies are 

developed that lead to the industrial uti l ization of what are to some 

extent non-conventional resoiarces. I t i s generally acknowledged that the 

annual appixjpriation for scientific and technological research in Latin 

America i s negligible in comparison with the sums spent in other areas. 

Por instance, the funds earmarked in Latin America are less than 0,5 per 

cent of the gross national product as against 2 to 3 per cent in Western 

Europe and over 3 per cent in the.United States. There are numerous 

reasons for the region's backwardness in this respect, a l l of which w i l l 

have to be tackled before the gap iñ i t s industrial development can be-

f i l l e d . This i s a l l the more necessary i f industry i s to concentrate on 

expanding the production or improving conditions for the manufacture of 

capital and intermediate goods, in which the greatest technological 

progress is being made, to judge by the rate at which the supply of 

energy available fo r production is increasing» 

( b ) Efficiency and productivity 

The attainment of greater efficiency and productivity is one of the 

objectives that Latin American industry must pursue in the next few years, 

not only as a means of more adequately satisfying demand, but also as an 

essential requisite of i t s own development. 

Low manpower productivity and ineff icient use of capital are two of 

the weaknesses generally found in Latin American industry, although they 

d i f f e r in magnitude and scope from one branch of industry to another, 

/Since there 
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Since there i s more information ava i l ab l e on employment, the value added 

per person enployed i s o f t en used t o express industry ' s product i v i t y and 

t o compare i t s pos i t i on with that of other reg ions. Thus, i t may be 

establ ished that the average l e v e l o f Lat in American industry i s about 

o n e - f i f t h as high as in the United States and approximately ha l f as high 

as in the Western European countries.-^/ No such conç)arison i s poss ib le 

f o r input o f c ap i t a l per unit o f production, but cer ta in piecemeal data 

ind icate , although not c a t e g o r i c a l l y , that the s i tuat ion i s equal ly 

unfavovirable. 

The r eg i on ' s disadvantageous pos i t i on as regards value added per 

person enployed in industry c e r t a in l y c a l l s f o r an examination of i t s 

underlying causes. These comparisons are knovm t o be subject t o a number 

of s t a t i s t i c a l d i s to r t i ons (exchange ra tes , c l a s s i f i c a t i o n o f a c t i v i t i e s , 

e t c , ) which may s i g n i f i c a n t l y increase ,or diminish the scale o f t h i s 

phenomenonj the r e f o r e , they are of value only as an ind ica t ion of i t s 

existance. Nevertheless, i t i s possible t o discern various adverse f a c t o r s 

in ex i s t ing industry which are contributing t o Lat in America's low manpower 

product i v i ty . One i s xmquestionably the s i ze o f the indus t r i a l establishment. 

Several studies on t h i s s u b j e c t , ^ ^ highl ight the d i r e c t re la t ionsh ip 

between product i v i t y and plant s i z e . Taking the indust r ia l sector as a 

whole, the value added per person enployed in l a rge - sca l e industry 

(establishments enploylng more than 100 workers) i s twice or three times 

that o f small-scale industry (ençjloying 5 t o 20 persons) , wi th meditam-sized 

establishments scanewhere between the two. In the various branches of 

industry, however, there are ce r ta in dev iat ions from t h i s t rend, which 

may w e l l be due t o circumstances other than the actual s i z e o f the 

establishment, e , g . , the degree o f spec ia l i za t i on , the hor izonta l or 

v e r t i c a l in t eg ra t i on o f establishments, d i f f e r e n t charac te r i s t i c s and 

qua l i t i e s o f the products, e t c . To explain these dev ia t ions , an analys is 

9/ Patterns of Indust r ia l Growth. 1938-1958 (United Nations publ icat ion, 
Sales 59 .XVI I ,6 ) , t ab l e 14, 

10/ See, f o r exançle. The process of indust r ia l development to Lat in 
America (United Nations pub l i ca t ion . Sales N®: 66,11,G,4) i pp. 57-68, 
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would have t o be nade at a lower l e v e l of aggregation than that provided 

tgr the s t a t i s t i c s ava i lab le . Likewise, i t should be noted that the 

d i f f e rences between the three scales of industry ya iy from country t o 

country and, par t i cu la r l y , between one branch o f industry and another, 

vdiich w u l d seem to show that i t i s not possible t o general ize about the 

e f f e c t o f plant s i ze on product iv i ty , and that th i s re lat ionship var ies 

with each product. The point to be made hereof however, i s that even i 

the product iv i ty of vrtiat i s known as larger'Scale industry, (establishments 

effipl<5ying over 1Ó0 persons) i s in general f a ? Slower than the average in 

industr ia l i zed count r i es .Ü/ Clear ly , these var ia t ions in product iv i ty 

are c l ose l y l inked with the degree o f cap i ta l formation o f enterprises 

and the techniques they use. I f , in addit ion to these, two concepts the 

consuiqption o f enèrgy per person ençloyed^. ,is considered, i t w i l l be 

seen that there i s a constant re la t ionstópbe^ growth o f energy 

consunption and that o f product iv i ty , although i t would seem that a 

certain expansion o f capacity has resulted in smaller increases in 

product iv i ty in Lat in America than in the more industr ia l i zed coun t r i e s , ^^ 

The conclusion seems t o be that the reg ion 's e f f o r t s in the f i e l d a o f 

11/ Some fragmentary data show that even cooparisons between ' 
enterprises of the same s ize are unfavourable t o the Latin. 
American establishment. In th i s respect, i t i s worth repeating 
what has alx-eady been said in connexion with technology, i . e , , 
that in these cases the lower product iv i ty in developing 
countries i s probably due t o the inadequacy or non-existence 
o f external serv ices or a c t i v i t i e s , which must there fore be 
provided by the enterprises themselves. I t may be assumed from 
th i s f a c t that un t i l the environment in which industry i s 
developing i s impix>ved, the impact o f technological progress 
in developing countries cannot be as v io lent as might be 
throught from i t s adverse e f f e c t on eiiç)loyment l e v e l s . 

More research needs t o be done on th i s hgrpotheses, on the basis 
o f more data than are obtainable at present, i . e . , on Braz i l , 
Colombia and the United States. These countries have recorded 
annual increases in product iv i ty o f 2.6, 3*0 and 3.4 per cent 
respec t i ve ly , whi le the i r ins ta l l ed capacity has grown l y 
3.7, 4.2 and 2.3 per cent . 

/capi ta l formation 



E/CM.12/830 
Page 27 

cap i ta l fonnation and technology have not y ie lded the resixlts that might 

have been expected, which confirms once again that these two f ac to rs 

alone are not s u f f i c i e n t t o achieve greater productive e f f i c i e n c y . 

From the foregoing considerations i t may be in f e r red that in 

Latin American industry in general v e i y l i t t l e advantage i s taken o f 

economies o f sca le , even i n the l a r ge r e s t á b l i 5 h n e n t s .^=2/- Although 

i t i s d i f f i c u l t , t o genera l i ze on the suisiect, i t i s estimated that 

small establishments predominate in the region,^=^ and in a great many 

cases a count iy ' s t o t a l production i s lower than what i s current ly 

considered an economic scale of production. This i s pa r t i cu la r l y true 

of pulp and paper manufacture, steelmaking, and the production o f 

margr cap i t a l and durable consiomer goods, a huge range o f chemical and 

petrochemical products, and semi-processed products on non-ferrous 

metals such as copper and aluminium. In 1964 the paper industry (excluding 

newsprint) had 292 p lants , o f which only 25 had a capacity o f 100 tons 

da i l y , idiich i s considered the minimum economic s i z e . In the chemical 

industry, t o o , there are many instances in which there i s a wide gap 

between the plant s i zes most f requent ly found in the region and the s i zes 

constructed in the indust r ia l i zed countr ies, as may be seen in tab le 7, 

Needless t o say, the disadvantages der i v ing from the scales o f productiòn 

are an increas ing ly serious problem - d i f f e r i n g in in tens i t y according t o 

the product - because of the indust r ia l i zed coimtriest evident tendency 

to increase the s i ze o f t h e i r plants as they achieve fur ther technolog ica l 

progress, , . 

13/ The quest ion,of scale i s not necessar i ly dependent upon the s i ze 
o f the establishment, as def ined by the niamber o f persons engaged, 
but i s associated rather with the manvifacture of a s p e c i f i c product 
or a group of piHjducts with s imi lar charac ter i s t i cs in so f a r as 
production techniques are concerned. Many l a rge establishments 
i n the region have atta ined that status through the gradual 
combination o f widely d i v e r s i f i e d production l i n e s or through 
a high degree o f v e r t i c a l in tegra t ion . The advantages which may 
be der ived from s i ze are not technolog ica l i n character, 

14/ Two of the reasons f o r the l a rge number o f small and mediums-sized 
establishments probably are that t h e i r s i z e involves the anal lest 
investment r i sk and i s most suited t o the entrepreneurial capacity 
ex i s t ing in the region. 
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Table 7 
ANNUAL PRODUCTION CAPACITIES P® SHiCIBD PRODUCTS 

(Thousenda of tons) 

Product 

latin America 
(existing plenta) 

Industrialized countries 

Product Range of 
capaci-^ 

Approxima-
te average 
eapaolly 
(1965-66) 

Economic 
oapacily a/ 

I&ximuiB 
capaoily ^ 

Sulphuric acid 5«ilOO 100 700 
Nitric aoid • • • 27 ma* 900 0/ 
AioDcnla 8-132 50 200 U50 
Calcium carbide 14-36 23 50 300 
PolyvljiVS'̂ l chloride 3-20 15 50 85 

Polynthylene 10-30 20 20 200 

Synthetic rubber (SBR) • •9 260 

Carbon black 7''33 18 15 80 

Ethylene 8-5't 26 150 1*50 

Sodluot carbonate 38^35 70 160 840 

Hsthanol 12-16 13 60 190 

a/ Estimated on the basis of present trends; not a strict definition» 

^ Order of ffla^ltudej Includes projects under way in 1968» 

«/ Three units, each with a dally oapacHy of 5OO tons (POLAW, Poland)» 
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. The question of scale not only ..affçots productivity levels, but 

also, and very particularly, the capital' eccawcy, i , e . , investment per 

physical un i t of production, Althougl} Jtere too a giieat many cases could 

be cited, the paper industry i s once again taken as an exançle. The 

investment per ton in a bleached pixlp plant vrith a daily .capacity of 

300 tons i s about 50 per cent less t h ^ that reqviired in a plant with 

a daily capacity of 50 tons;¡ the difference is 30 per cent in integrated 

pulp and paper plants 'witji capacities of 50 and 100 tons daily. 

Although economies of scgile are i n p o r t ^ in these activit ies, the 

same cannot be said of a l l industry; in this respect i t i s interesting to 

note that productivity improvements in. certain sectors of manufacturing 

are more closely linked with the degree of obsolescence of the machinery 

in use. This does not mean that the branches of industry that are 

highly sensitive to scales of production;are not also affected by this 

problem, but only that a different enphasis i s placed on one faptor or 

the other. The texti le industry i s a typical case where-ijicreases in 

productivity depend more on the modernization of the machinery park than-

on plant size. 

Other aspects of Latin American industry which are obstructing 

the achievement of greater, productivity are evidently the institutional 

factors referred to later in this chapter. On this point, suffice i t 

to say here that in.some sectors of industry improvements in entrepreneurial 

levels and organizational methods may well constitute the prime factor in 

raising manpower productivity. 

The other factor alluded to ear l ier i s the poor use made of capital 

in Latin American industry, a fact, that i s connected with the under-

utHization of installed capacity. Here again i t is d i f f i cu l t to draw 

conclusions for want of statistics, apart from which there are conceptual 

issues involved - which vary widely in each case - concem^g what the 

capacity of an industrial establishment real ly i s and this means that any 

description of Latin America's real position in this respect is far from 

clear. In addition,. i t would be almost inçiossible to identifjr the reasons 

for the tinder-utilization of existing capacity, which, in many cases, may 

be essentially fortuitous in character, 
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Nevertheless, there are scane scattered data which bear out the 

existence of this anomaly in some branches of industry. In the manufacture 

of certain capital goods, particularly equipment for the basic'industries 

( o i l r e f i ^ g , electric energy, generation, steelmaking>. shipbuilding, and 

the production of railway equipment, cement,, e tc . ) , and the manufacture 

of machine-tools, the existence of substantial surplus capacity in 

relation to foreseeable demand has been proved in countries l ike Argentina 

and Brazil, and on a lesser scale in Chile and Colombia ( in the last two 

countries mainly in respect of articles used in working boi ler -plate ) . 

Without going into the sharp fluctuations characterizing the demand for 

this type of product or the differences that may exist between the nature 

and quality of the products,manufactured local ly and those required ty 

the market, i t has been determined that the factor mainly responsible for 

this state of affaijrs i s the manufacturers' ignorance of the existence 

of a demand for their products, and the users' ignorance of the rea l 

capacity of the established industry. Perhaps the prime factor aggravating 

the under-utilization of capacity in the manufacture of capital goods, 

however, i s the general lack of financing in the region; because of the 

practice of long-term sales and the allocation of orders for this type 

of equipment through international bids, the local producer is completely 

excluded since he i s unable to grant credit on the advantageous terms 

usually offered by suppliers in industrialized countries. The under-

uti l izatipn of capacity i s also partly due to the fact that some of the 

production equipment which i s essential for the manufacture of these 

goods must be acquired as a whole unit. 

This point is particularly iiiportant in steelmaking, where this 

problem causes serious disequilibria between the various departments of 

the steel plant. In this type of industry the most costly units, and also 

those which because of their part in the production cycle must not be halted 

in the event of expansion, are frequently over-sized. As a result, in the 

in i t i a l stages of operation part of the equipment (the over-sized part) 

operates at a fraction of i t s capacity. Thus, in the group of seventeen 

integrated steel p l ^ t s in the region, the installed capacity of the 

blooming mills was 48 per cent larger than the output of these plants in 
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1966. Only four plants u t i l i z e d more than 80 per cent o f t h e i r blooming 

capacity tha.t year , whi le nine used l e s s than 51 per cent . The blooming 

m i l l s a lso have an excess capaci ty o f 25 per cent in r e l a t i on t o the 

ho t - r o l l i n g m i l l s i n the same p lants . 

In other branches o f industry, such as pulp and paper, the under-

u t i l i z a t i o n o f capacity has other d ist inguishing f ea tures . According 

to data f o r 1964, which are probably much the same as those f o r the 

foUovdng years , the region u t i l i z e d 71 per cent o f i t s i n s t a l l ed production 

capacity in the case o f paper and 68 per cent f o r pulp. The s i tuat ion 

var ies from cotmtry t o count jy , and some countries - such as Chi le and 

Peru - u t i l i z e about 95 per cent o f t h e i r i n s t a l l ed capac i ty . I t should 

be noted, however, that in the paper industry the lowest u t i l i z a t i o n o f 

capacity i s jrecordéd p rec i s e l y in the smallest p lants (with a da i l y 

output o f l e s s than 30 t ons ) , which const i tute over 75 per cent of the 

ex i s t ing establishments but represent l e s s than one-third of t o t a l 

ins ta l l ed capaci ty . I t would seem, the r e f o r e , that in the paper industry 

the capacity that could be recovered i s nominal rather than r e a l , since 

i t i s ava i l ab l e in establishments whose s i z e makes t h m f a r farom 

e f f i c i e n t . 

The s i tuat ion i n the chemical sec tor var i es considerably, but 

in general i t may be said that nominal production capacity i s not 

being f u l l y used at the industry ' s present stage o f development. This 

i s a teii:gx)rary state o f a f f a i r s , however, due t o the f a c t that a number 

of items are in the ea r l y stages o f production and there i s there fore à l a rge 

proportion o f new plants just being put i n t o operat ion, and t o the plant 

s i zes , which have been se lec ted with an eye t o a rapid expansion o f 

demand. 

While there i s obviously under -u t i l i za t i on o f i n s t a l l ed capaci ty , 

the true extent o f t h i s i d l e capaci ty and i t s s i gn i f i cance f o r the region 

as a whole cannot be f u l l y determined from the ava i l ab l e f a c t s . I t i s 

thought that advantage could be taken o f the surplus capacity t o produce 

f o r export , and that t h i s would act as a stimulus t o development and provide 

new job opportunit ies without addi t ional investment. This may be so in 

some cases, but the data obtainable are not conçjlete enough f o r d e f i n i t e 
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conclusions t o be reached and coiold even be interpreted in the opposite 

sense. To arr i ve at a more d e f i n i t e answer, i t "would be necessary t o 

make a more extensive study of the s i tuat ion f o r each product and coimtry. 

Moreover^ i t should not be forgot ten that capacity i s a c^maaiic concept 

that changes over t t o e as the technology advances. What i s avai lable today 

may thus be more apparent than rea l since, the threat of technological 

obsolescence hangs over not only the production equipment but the way in 

which i t i s u t i l i z e d t o manufacture the products required by the markets 

of the future. 

The set of f ac to rs described above - technological l e v e l , low labour 

product iv i ty and poor capi ta l u t i l i z a t i o n - have unquestionably raised 

production costs and hence the sale pr ice of Latin American goods. There 

i s an impression, which has moreover gained wide currency, that the pr ices 

of Latin American manufactures are much higher than those of goods produced 

in the industr ia l i zed countries, although the information that can be 

gathered together i s not r e l i ab l e enotigh f o r calculat ing the f u l l force 

and causes o f the problem, which may be high production costs, d istr ibut ion 

and sales margins, indirect taxes, gross rates and p r o f i t s , e t c . The 

problem i s extremely complex t o analyse, and i t i s d i f f i c u l t to make 

general izat ions that are v a l i d f o r every country and branch of industry. 

The need to use exchange rates f o r purposes of comparison introduces a 

highly unstable element, since over- or under-vailuation may conpletely 

change the f i gures in the comparisons and thus the conclusions to be 

drawn from them. 

The weakness in Latin Anerica 's industr ia l development can only be 

appreciated through pr ice l e v e l s . These indicate that production costs are 

beset t y the same problems, although there i s not necessari ly a d i rect 

corre lat ion between the two. To i l l u s t r a t e t h i s , some exeuiples w i l l be 

given of pr ice d i spar i t i e s between the region and normal world market 

quotations. These should of course be accepted with a l l due caution as 

being simply a basis f o r comparison. In the chemical industr ies, the pr ices 

f o r a representative group of basic intermediate goods produced in Latin 

America in 1965-66 were 50 t o 300 per cent higher than the l i s t pr ices on 

the United States market or the European average. In paper manufacture too , 
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tjie pr ices in the region as a whole are f a r higher than on the world 

market; they are from 14 t o 240 per cent more, but are general ly about 

60 per cent higher. ^ • 

Apart from the part played ty-the above-mentioned fác tors re la t ing t o 

technology and the e f f i c i e n c y vfith which the region uses i t s cap i ta l and 

labour resources, there i s ye t another. factor that i s bas ica l l y responsible 

f o r the high l e v e l of pr ices . This i s the heavy cost of raw m t e r i a l s , 

including semi-manufactures and spare parts , which account f o r a large 

proportion o f the costs. In ah ea r l i e r ECLA study,^=^ which conç)ared 

certain facets of the cost structure^in the l i gh t of the f indings of a 

survey o f United States enterpriseá operating both at home and abroad,^^ 

i t was pointed out that raw materials represented 49 per cent of t o t a l 

costs. The views put forward at that time are s t i l l va l i d today, since the 

same sit\iation has been found t o ex i s t up t o a point at l e a s t , by more 

recent sectoral studies, such as the t e x t i l e industry report , which puts 

the incidence of raw materials on t o t a l production costs as 41 to 62 per 

cent. This study a lso pointed out that the raw materials cost 142 per cent 

more in Latin America than in the United States, In the chemical industry, 

f o r instance, there are many e l e c t r o l y t i c units that pay over 15 do l lars 

per ton f o r sa l t , instead o f the 5 t o 7 do l lars which i s regarded as a 

reasonable pr ice outside the region, The same applies to sulphur in most 

of the Latin American countries. The s i tuat ion i s l e ss unfavourable f o r 

semÍH33anufactures, since the pr i ce of s tee l bars i s lower in at l eas t 

two countries than in the Ünited States although i t i s 6 t o 17 per cent 

higher than in Europe, Prices f o r s t e e l sheet are 10 to 44 per cent higher 

than in the United States, and the lowest in the region exceed European 

prices by 7 to 20 per cent, Inported raw materials are more expensive in 

the region because of the transport and marketing costs, customs duties and 

so for th which have t o be added t o the pr i ce ex country of o r i g in . 

15/ "Problemas y perspectivas de l desarrol lo industr ia l en Latinoamérica" 
(E.CN, 12/3^37 ; 

16/ Costs and competition; American experience abroad. The National 
Industr ia l Conference Boai*d (New York, 1961), 
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Unit labour costs are possibly the only item for which Latin Ainerica's 

position i s a good deal better than that of the highly industrialized countries. 

The share of labour costs in total costs is usually small, and as the hourly 

rates are lower they do not have much influence on the to ta l . What must 

be made quite clear, however, i s that this congjarative advantage i s part ly 

wiped out ly the lower level of labour productivity. 

Las t l y , investment costs a,re another vinfavourable item f o r Lat in America, 

not only because.investment in plant i s higher than abroad, but a lso because 

of cap i t a l cos ts , the scale o f operations and under -u t i l i za t i on o f i n s t a l l ed 

capac i ty . The experience of severa l Lat in American countries goes t o show 

that the volume of investment required f o r an indus t r i a l p lant , including the 

in f raes t ruc ture , i s 30 t o 1+0 per cent higher than f o r a plant o f equivalent 

e f f i c i e n c y and s i z e outside the reg ion. Owing t o high rates of i n t e r e s t , 

c ap i t a l charges a l so add t o production costs . I n the chemical industry, f o r 

examplef the f i nanc i a l charges borne Igy an enterpr ise are a t l eas t 13 per cent 

higher than in other areas, with the resu l t that the f i n a l costs are ra ised 

fcy 2,5 t o 5 per cent . The scale o f operations in a part ic t i lar important 

f a c t o r in such branches as petrochemicals and basic chemicals, steelmaking, 

and the production o f semi-f inished copper, aluminium, pulp and paper and 

s imi lar products, whose manufacturing and investment costs are strongly 

inf luenced by i t . S u f f i c e i t t o say, f o r purposes of i l l u s t r a t i o n , that 

cap i t a l charges in the pulp and paper industry f o r unbleached eucalypt pulp 

processing were brought down t o under 56 per cent of t h e i r former l e v e l by 

changing over from a plant s i ze of 50 tons a day t o one of 200 tons a day. 

In the case o f integrated pulp and paper m i l l s using the same type of pulp, 

the switch from one s i ze t o another reduced the charges t o under 49 per cent. 

This brief review of the factors that influence the costs and prices 

of Latin American manufacturs i s not intended to be a f u l l analysis of the 

problem, which i s undoubtedly a f a r more cocplex matter of even more varied 

origins. A l l that has been attempted i s to bring out the most inçiortant of 

the underlying factors, which a f fect nearly a l l the manufacturing act ivit ies 

in the Latin American countries to one extent or another but which could 

be remedied by appropriate economic policy measures, 
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3, Inst i tut iona l framework and f inancing 

( a ) Characterist ics o f the enterprise 

Small production unjts predondnate in Lat in American industry. 

Avai lable data show that ar t i san- t jpe industry, defined as the stratum 

of enterprises employing frcan one to four workers, accounts f o r 70 to 

90 per cent o f a l l industrial-establishments. Moreover, in fac tory industry, 

enterprises employing from 5 to 19 workers represent about 70 per cent 

of the t o ta l number of manufacutring establishments in Braz i l , Chile and 

Colombia, and over 80 per cent in I^raguay and Venezuela. In contrast, 

industries employing 100 workers and over represent about 6 per cent of 

the manufacturing establishments-In the f i r s t three countries and only 

2 per cent in the other two. 

Thus, Lat in American i n d u s t ^ may be regarded as a co l l ec t i on o f 

many small units contributing r e l a t i v e l y l i t t l e to production and a 

few large-sca le production units whose contribution i s considerable. 

Thus, although the lower stratxm of fac tory industry comprises many 

more enterprises, i t contributes only 10 per cent of the value added in 

manufacturing in Braz i l , Chile arid Colombia, and 20 per cent in Paraguay 

and̂  Venezuela, whereas large-sca le industry accoUnts f o r 70 and 50 per 

cent, respect ive ly , in those two groups o f countries. This i s dear , 

from table 8, vdiich shows the share o f large-scales industry in manufacturing. 

This s i tuat ion i s due, among other things, to the nature of the 

enterprises and the i r methods of production. At the art isan-type l e v e l 

and that of a la rge part o f small and medium-scale industry, production 

units are mostly o f the family type, organized around the person or persons 

who provided the i n i t i a l capita l and the i r ovm labour. In these units, 

the work o f organization and management and the basic technical 

respons ib i l i ty are concentrated in the hands o f the small entrepreneur, 

who seldom has the knowledge, experience or s t a f f to cope e f f i c i e n t l y 

vdth administrative and f inanc ia l problems. In addit ion, he uses 

t rad i t ional production processes and low^cost equipnent which i s e i ther 

poor in qual i ty or has been discarded by larger industries because 

i t was considered obsolete or nearly worn out. 

/Table 8 



E/CM.12/830 
Page 36 

Table 8 

S H ^ OF URGB-SCALE DIDUSTRX^Q} HÂKUFAOTORINa IN SSLBTTEI} LAXIN ¿miCAN 
COQNTRIES AND IN THE UMITB) STATES 

(PertaniagBB) 

í í iU l 
number of 
fattiorles 

Share at 

in 
manufao-
turing 

Value 
added m 
mamta»-
tiudng 

Installed 

Brazil 6.5 61.1 68,0 6?,6 

Central Amerlaa k.6 37.1 W.2 

Chile 6.3 57.2 68.8 71.'» 

Colombia 6,0 7o»6 73.? 

Mesdeo 13.3 67.5 76«5 85.^ 

Paraguay 1.? 25.6 U8.6 

Tenezuela 2.6 37.2 59.5 77.0 

United States 75.5 75."+ 86.0 

Soureet BJLA, on the basis bt off lôlal oenmises and svppveyB. 

a/ EstábilBhments ençiloylng mora than 100 workers. 

^ Pover eonsumed* 
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In contrast, the large-scale industries are generally organized in 

the form of corporations and therefore have easy acces to the stock 

market; their organization and production techniques are also more up to 

date, often becausè they use. foreign patents and work with foreign capital. 

Even so, many of these units s t i l l show, signs of the family tjrpe of 

control and management, sirjce their organization i s extremely inf lexible 

as a result of the excessive concentration qfrdeoision^naking powers in 

a small group of responsible persons.. , 

As a direct consequence of these characteristics, most enterprises 

have gaps in their internal structure. . They lack research and planning 

of f ices; decisions regarding markets and new products are based on the 

entreprenexir's direct experience.without prior, investigation controls 

are aimed more at preventing the misuse of funds than at improving 

piDductiyity, etc. These defects are the outcome of lack of sound training 

among the managerial s ta f f , who with few exceptions, do not yet recognized 

managonent as a modern technique requiring special training. 

Taking Latin America as a whole, in nearly a l l countries of the 

region at least the large- and medium-sosJLe entrepreneurs have formed 

manufacturers' associations, thrpugh which they maintain some form of 

contact arxi exchange information to safeguard their business interests. 

In the more industrialized countries entrepreneurial organizations also 

exist for branches of industry - in many cases the metallurgical 

industry, the chemical industry, etc, and for geographical areas and they 

operate in co-ordination with the ,central associations. &iiall manufacturers 

and artisan-type workers are not usually members of these, organizations, 

and what links they have ^re mainly through cp-operatives, an arranganent 

which has been encouraged in recent years by goverrment plans to promote 

sma3i-scale industry and,establish industrial estates. 

Large-scale industrial enterprises are frequently associated 

also with private financdUig agencies and with commercial and other types 

of enterprise, and they form groups, with diversified ac^v i t ies but 

common financial interests. Although this faci l i tates the transfer of 

resources between sectors, i t represents limitations for the entrepreneurs 

not belonging to those groups, who are by far the more numerous, 
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There i s a network of government bodies and legal provisions which, 

on the one hand, impose limits on the activities of industrial entrepreneurs 

and, on the other, provide various forms of help and incentives. 

Responsibility for thè application of administrative provisions requiring 

enterprises to be oh the industiy and property registers, to comply 

with regulations, etc. l i e s with the ministries of industiy or their 

subordinate bodies. Development activities are concentrated mainly in 

large corporations or industrial or general development banks, which 

normally provide financing and, in some cases technical assistance, 

particularly in the preparation of projects. Any programming that i s 

done, is carried out hy national planning of f ices or by sectoral of f ices 

set up in the relevant ministries. 

As wi l l be seen later , a lthou^ government action has not succeeded 

in overcoming the many obstacles to a more rapid and sustained growth 

of industry, i t has provided a f a i r l y clear-cut, i f not always stable, 

frameworfc for industrial enterprises, 

' Despite the fact that they are outside the enterprise i t se l f , 

certain infrastructure conditions have also.acted as determinants of 

some of the important characteristics of the manufacturing sector. For 

example, the inadequacy of transport services has raised costs and 

prices and, in the past, has made for widespread dispersion of the 

production of consumer goods by small units supplying f a i r l y limited 

areas in each country. On the other hand, the concentration of financial 

se i^ces and of government administrative services in the major urban 

centres has led to a geographical concentration of industrial enterprises, 

which in some cases is already excessive. Regional planning ef forts 

have been few and fa r between and have done l i t t l e to alter this situation, 

(b ) Financing, of industry 

The conditions of financing of Latin American industry ^ should be 

analysed bearing in mind the framework in which i t operates, which is 

characterized by comparatively low average per capita income levels, 

with marked disparities between countries, and patterns of highly unequal 

17/ The comments in this section are not> in general, applicable to Cuba, 

/income distribution 
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income d i s t r i bu t i on among the d i f f e r e n t population groups. These condit ions 

deteradne a low per capita consumption o f manufactured products - and i n 

many cases l i m i t the p o s s i b i l i t y o f producing them in the var ious countries 

on an economically j u s t i f i a b l e sca le - and a lso l eave l i t t l e room f o r 

personal savixig* 

Within th i s very general context , the essent ia l charac te r i s t i cs o f 

the enterpr ise which are described above l a r g e l y determine i t s in te rna l 

capacity t o generate investment f imds. 

The small product^ion un i ts , most o f which have out -o f -date o r 

unsiutable equipment, unski l led manpower, under-ut i l i zed capacity and a 

small output, have been able to surv ive l a r g e l y becavise o f high t a r i f f 

protect ion* Their p r o f i t margins have the re f o r e been too low, as a ru l e , 

to a l low o f the rapid cap i ta l formation that would ,make f o r steady growthj 

expansion has also been hindered by the l imi ta t ions o f entrepreneurial 

capacity that are t yp i ca l o f the ea r l y stages of i ndus t r i a l i z a t i on in 

which these enterpr ises developed. 

The medium- and la rg^-sca le enterpr ises , .•vriiose l e v e l s o f production 

and product iv i ty have been h i ^ e r laider the same pro tec t i ve condi t ions, 

•have e i ther f a i l e d to generate s u f f i c i e n t funds or have not always 

used them t o expand and modernize t h e i r establishments, but have d iver ted 

them into other types o f investment, o f t en i n a c t i v i t i e s which are quite 

unrelated to the industry which o r i g i n a l l y generated the funds, o r e l s e , 

i n the case o f f o r e i gn or j o i n t nat ional and f o r e i gn enterpr ises , a 

substantial proportion o f those funds has been remitted abroad. 

As a r esu l t o f these f a c t o r s , the re-investment o f p r o f i t s i n 

industr ia l enterpr ises i n La t in America, and o f t e n the prov is ion o f 

funds f o r replacanent purposes, have been i n s u f f i c i e n t , and some l e g a l 

provis ions have been adopted i n t h i s connexion. With few except ions, 

the tax measures designed to f a c i l i t a t e replac^nent and re-investment 

do not appear so f a r to have had much inf luence on the decis ions taken 

by enterpr i ses . 

In v ie i i o f the inadequacy.of s e l f - f i nanc ing , the enterpr ises have 

resorted t o other sources of funds outside th e i r own a c t i v i t i e s ; but 

these have not proved too s a t i s f a c t o r y e i t h e r . The stock market in most 

o f the Lat in American countries i s not we l l developed, and even where 

i t e x i s t s , i t s operat ion i s not v e r y dynamic, except i n Mexico, 
/The lack 
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The lack of activity on the stock markets is largely due to the 

family nature of the enterprises, which is observable, as has already 

been said, even in many large-scale units. In these cases, capital i s 

contributed directly without recourse to the stock market, except on a 

limited scale, to avoid any weakening of the control exercised by the 

central family group. Even companies which are floated with more capital 

from personal sa-idng, through the public sale of shares, engage in some 

management practices which inhibit the growth of the stock marketé These 

companies are controlled t^ snail groups of shareholders holding a h i ^ 

proportion of the stock, and they decide the policy of the enterprise or 

group of enterprise? they control and obtain special advantages from them, 

such as director 's fees, etc., while the small shareholder usually has 

no say in the management of the enterprise, and no chance of receiving 

ai^ immediate prof its , or even of recovering the real value of his 

in i t i a l contribution. 

Accordingly, the flow of personal savings goes into other forms 

of investment which may be less productive but are often safer and 

easier to real ize. 

The resources obtained through credit mechanisms have also been 

severely limited. The traditional banking system has never been in a 

position to supply credit on a scale and under the conditions of repayment 

and interest rates which industrial enterprises require. Although 

short-term credit for financing the operation of enterprises has in general 

sufficed, problems have arisen in connexion v/ith financing stocks of 

finished products, and with the terms granted fo r credit sales, particularly 

when the f ina l product has a high unit value and the manufacturing 

p]?ocess is slow. 

The most serious limitations are encountered in ttie supply of 

mediuffli- and long-term credit for investment. In many cases conmercial 

banks lack the necessary f l ex ib i l i t y or even the legal authorization to 

grant this type of loan, and government development agencies generally 

have few resources for investment purposes. 

In the face of the persistent demand for medium- and long-term 

credit and i t s constant diversion into other types of operations, 

especially the purchase of real estate, a nxmber of private financial 

/enterprises have 
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enterprises have been set up i n several countries over the past few 

years, which have greater freedom of act ion as regards amortizat ion 

periods but they have appreciably raised the cost of the credit they 

supply. 

Furthermore, in some cases, special government funds have been 

established and are operated th rou^ the network of pr ivate banks and 

f inanc ia l associat ions, the i r operations being both rapid and broad 

in scops. 

In coxintries a f f e c t ed by persistent i n f l a t i on , various types o f 

adjustments or correct ive monetary measures have been introduced to 

f a c i l i t a t e long-term saving so th^t i t can supply some form of credi t 

that can be used part by industry. 

In spite o f the e f f o r t s described above, the financing of industry 

supplied by internal credi t mechanisms has not been too sa t i s fac to ry , 

either in volume, or in the terms o f f e r ed . 

To supploaerit the supply of c red i t , i t has been possible to obtain 

a s izable , but i n su f f i c i en t volume o f external c red i t , which, while 

increasing the funds ava i lab le , also involves some l imi ta t ions . Suppliers ' 

credit tends to add to the pr ice o f the products purchased, thereby 

rais ing domestic production costs. Frequently, o f f i c i a l b i l a t e ra l 

cred i t , and sometim.es mu3.tilateral c red i t , take the form of t i ed a id , 

and this " r e s t r i c t s the developíjng countries ' opportunities of benef i t ing 

from the pr ice and qual i ty advantages which normally accrue from a f r e e 

choice o f suppliers ••• Frorther, ty ing tends to reduce the rea l value 

of aid inasmuch as the de f i n i t i on and the choice of pro jects and of 

technology best suited to the requirements o f the developing countries 

i s l imi ted" ,^ -^ 

In addit ion, the general trend in the second hal f of the nineteen-

s ix t i es has been towards a r i s e in the cost of obtaining external c red i t , 

whether public or pr ivate . 

The proportion of these resources obtained from international 

inst i tut ions and public agencies in developed countries show a decl ining 

See Report o f the United Nations Conference on Trade and Development 
on i t s second session (TD/L.37)» 18 Apr i l 1968, annex I , decision 
29 ( i i ; . 
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trend J however, they have gradually been supplemented by funds from pr i va te 

commercial barks and f i nanc i a l assoc iat ions abroad, which provide a 

r e l a t i v e l y small but increasing volume o f c r e d i t . 

The Inter-American Development Bank stands out among the in ternat iona l 

agencies both because o f the funds i t has contributed f o r industry and 

because i t has been quick to discern the regiones pressing r^uirements 

In the l a s t few years IDB has f inanced o v e r - a l l rather than d i r e c t loans. 

Although the fonner g i v e the nat ional body i n charge o f these funds more 

freedom to d i s t r i bu t e them among s p e c i f i c i ndus t r i a l p ro j e c t s according to 

an ovei>.al l view o f development p o s s i b i l i t i e s , i n prac t i ce they have not 

always y i e lded the best r e su l t s , because the actual procedure f o r applying 

the funds does not help t o l i nk them with s p e c i f i c indust r ia l development 

o b j e c t i v e s . 

In the next few years , any e f f o r t to r e v i t a l i z e the indus t r i a l i z a t i on 

process i n Lat in America w i l l require more external f i nanc i a l resotirces; 

but t i ie excessive mediunt-term indebtedness o f most Lat in American countries 

makes the prospects o f securing substantial add i t iona l external c r ed i t 

even more gloomy, 

I foreover, the in f l ow o f p r i va t e f o r e i gn cap . ta l i n the form o f 

d i r e c t investment, whether independently o r i n assoc iat ion wi th nat ional 

en te rpr i ses , whi le constitu-tlng a contr ibüt ion o f cap i t a l and o f t e n of 

t echnica l know-how, repr-èaesitB- oíX6ssive3^ s t i f f competit ion f o r nat ional 

i nves to r s , who have gradually been displaced from those indus t r i a l 

a c t i v i t i e s that o f f e r "the best f i n a n c i a l prospects. Thus, the i n i t i a l 

c ap i t a l contr ibut ion usual ly severe ly l i m i t s the ult imate p o s s i b i l i t y o f 

c ap i t a l formation by nat ional entrepreneurs. 

S im i l a r l y , the growing tendency o f f o r e i gn investors i n recent 

years to purchase a l l or part o f i ndus t r i a l enterpr ises that are already 

operat ing i n l a t i n America, f a r from prov id ing a stimulus to indus t r i a l 

a c t i v i t i e s i n the reg ion, en ta i l s an increasing out f low o f f i nanc i a l 

resources, without the creat ion o f new production capacity t o j u s t i f y i t . 

The e f f o r t s being made i n the l a s t few years to achieve a higher 

degree o f reg iona l economic in t eg ra t i on h i g h l i ^ t the important e f f e c t 

t h i s i s bound to have on the development o f porduction units that take 

/advantage o f 
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advantage o f economies o f scale and atta in product iv i ty l e v e l s comparable 

to those o f developed cotmtries. Hie necessity i s also stressed, however, 

of paying c lose attention to the problems o f reconverting industr ies >ihich 

may be displaced i n the course o f th i s process. These problems may we l l 

become proport ional ly more serious i n Latin America than in other areas 

advancing towards integrat ion, i f consideration i s given to the huge 

number o f art isan-type producers with low l e v e l s o f product iv i ty who 

might be eliminated by competition from a group of e f f i c i e n t up-to-date 

medium- and large-scale enterpr ises, orffie the t a r i f f barr iers between 

countries i n the region were abolished, 

Furüiermore, the prac t i ca l p o s s i b i l i t y of re-or ient ing the whole 

process o f industr ia l development i n Latin America, pupported more and 

more by an increasing f low of in t rs^ and extra-regional exports, l a r g e l y 

depends upon the a v a i l a b i l i t y o f addit ional f inanc ia l resources, not only 

to expand and modernize production capacity , but also to re in force export 

credi t programmes and the re lated insurance schemes. 

4» Bnploment and manpawer p]X>blems 

Employment in manufacturing in Latin America has been growing slowly 

over the past twenty years. From 7.7 mi l l i on workers i n 1950 i t rose to 

9»8 m i l l i on in 19Ó0 and, i f present trends continue i t i s expected to 

reach over 12 m i l l i on by 1970. Ih is means that the cumulative annual 

rate o f growth declined from about 2,4 to 2»1 per cent between the 

two decades. 

As a result of th i s sluggish growth, manufactuiring employment has 

maintained a s l i gh t l y decl ining share o f t o t a l employment, i . e . , just 

over 14 per cent» Thus, i n viev/ of the d e f i n i t e decl ine in agr icul tural 

employment as a percentage o f the t o t a l , the industr ia l sector has 

remained r e l a t i v e l y s ta t i c , without doing much to absorb the redundant 

manpower i n agr iculture, which has gravi tated towards the t e r t i a r y sector . 

Thus, manufacturing has absorbed only some 3.8 mi l l i on persons out 

o f the 30 mi l l i on who joined the ranks of the ac t i ve population between 

1950 and 1968, which represents about 13 per cent o f that t o t a l . 

In analysing th is lack o f dynamism, however, i t should be taken into 

account that art isan-type industry 's share in t o t a l employment has shrunk 

at the fas tes t rate , dropping forai 7.5 per cent i n 1950 to 6.8 per cent 

/in I960, 
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i n I960, and estimates put i t at only 6 per cent i n 1970. In contrast, 

the f a c t o r y stratum has increased i t s par t i c ipa t ion from 6,9 to 7.5 per 

cent from 1950 to I960 and i s expected to reach 8 per cent by 1970, 

Tiiese f i gures appear t o ind icate that the growth o f f ac to ry 

employment i s l a r g e l y a t t r ibutab le to the absorption o f manpower f3x>m 

the art isan s t r a t m , which holds out no p o s s i b i l i t i e s f o r the creat ion 

o f new employment at the same rate as the growth o f the t o t a l a c t i v e 

population. 

Although t h i s may be an essent ia l feature of i ndus t r i a l i z a t i on , i t s 

quant i ta t i ve r esu l t s s e ^ unsat is factory both from the viewpoint o f the 

ut i l i za , t ion o f human productive resources, and i t s conti lbutibn to the 

attainment o f a progress ive ly higher l e v e l o f soc i a l we l l -be ing . 

Admittedly, a t l eas t part o f táie explar^ation o f th i s trend may be 

found in the evo lut ion o f indus t r ia l production as regards i t s d is t r ibut ion 

by branches o f industry . As stated prev iously , the output o f the food , 

t e x t i l e , footwear, c lothing and, in general , the t r ad i t i ona l industries 

which are labour- intens ive , has been growing r e l a t i v e l y s lowly, ^diile the 

chemical, petroleum and petroleum products, and basic metal industr ies 

have absorbed an increasing proportion o f the new production capaci t ies 

and have the re fo re expanded more rap id ly , in terms o f both production 

va lue and emjiloyment, although they have fewer worfcers per unit 

o f production. 

In addi t ion, the tendency to set up la rger establishments, as a 

r e su l t o f the above-mentioned p o s s i b i l i t i e s o f cap i ta l formation attendant 

upon the expansion o f markets and the r i s ing l e v e l o f in terna l 

development i n the Lat in American countries, has made f o r the assimilat ion 

o f up-to-date production techniques i n p rac t i c a l l y i s o l a t ed l a rge -sca l e 

un i t s , without those techniques spreading to the smal ler-scale 

establishments, even i n the same branches o f industry i n vdiich the 

l a r ge - s ca l e units are operat ing. 

The f a c t that i n I960 about 60 per cent o f anployment i n the 

t r ad i t i ona l branches o f industry was concentrated i n art isan-type industry, 

compared with on ly 3 5 per cent o f omployment i n the chemical and metal-

transfoMdng industr i es , ^ows ti iat any change i n the structure o f the 

/sector that 
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sector that implies a reduction in the share of the traditional industries 

vdl l inevitably result, tmder present conditions, in a slov^er increase in 

industrial emplojnnsnt. 

Although the ef fect of the evolution tovraztís' the dynamic branches 

of industry i s the prime factor underlying the industrial sector's slow 

absorption of manpower, another factor which should not be overlooked i s 

that the production techniques utilized have not a].vra,ys been the most 

suitable fi^m the standpoint of the existing supply of productive resources 

in Latin America B This is explained f i r s t l y , by the tendency to take over, 

lock, stock, and barrel, the techniques developed by the industrial 

countries which "export" them together with the equipment specifically 

designed for them., and, secondly, by the fact that no thought has been 

given to other alternatives adapted to the particular conditions prevailing 

in the Latin American countries. Thus, the capital available in these 

countries has been used without obtaining the highest possible rates of 

emp3.oyment of human resoiirces that would be conçiatible with iiigh 

productivity levels. Another contributory factor has been the lack of 

social objectives in the industrial policies adopted. 

These are some of the conditions which, together with the general 

shortage of financial resources, have determined the slow absorption of 

manpower by industry» 

In additio'j to the quantitative pTOblems arising in relation to 

manpower, i t i s worth whi3.e analysing other aspects relating to the 

occupational cate5oarLes in industiy and their level of professional 

training. 

Thus, for example, the existence of a broad artisan stratum is 

reflected in the high proportion of own-account and family workers 

(paid or xmpaid) in the total population employed in manufacturing industry. 

Whereas in developed countries in other parts of the world this tjrpe 

of worker represents not urare than 8 per cent of the t o t a l , t h e 

proportion i s generally over 20 per cent, in the Latin American 

countries and in some - Ecuador, Haiti and Peru - i t i s nearly 

12/ Two per cent in the Netherlands, 3 per cent ixi Iceland, 5 per 
cent in Sweden, and 8 per cent in France, 

/50 per 
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50 per cent, as shown in table % Biese own-^accoimt and family workers, 

who are neither entrepreneurs nor wage-earners, are general ly cut o f f 

from technical progress, and produce simply-processed products on a 

snai l sca le , using pr imit ive or outmoded techniques, at a very low 

l e v e l o f product iv i ty . 

Moreover, industr ia l manpower tra ining reveals considerable 

gaps i n re la t ion to industr ia l development requirements. Only 0»4 P®r 

cent o f the population engaged in industry have had professional 

t ra in ing , and only 1,2 per cent are technicians, while 8? per cent have had 

operat ives and manual workers. In th i s category, 30 per cent have had 

no tra in ing at a l l asid 50 per cent have had i n s u f f i c i e n t t ra in ing . 

This situation i s attr ibutable to deep~rooted problems re lated 

to the inadequacy o f basic, technical and profess ional education i n 

the reg ion, which a f f e c t s a l l sectors of a c t i v i t y ; but i t must also 

be recognized that , a t l eas t at the profess ional and technical l e v e l , 

there i s one fac tor vôiich d^ends exc lus ive ly on the industr ia l sector . 

This i s i t s i n a b i l i t y or lack of any des i re to a t t rac t this type o f 

worker, as shown the small share o f the t o t a l number o f ava i lab le 

profess ionals and technicians who are employed i n industry - 6 per 

cent o f the former and l e ss than 7 per cent o f the l a t t e r - while 

76 and 65 per cent respect ive ly are concentrated i n serv ic ing jobs 

(see table 10 ) , 

In the f ace o f l a t i n American industry 's weak capacity to 

re ta in human resources, there has been a growing tendency in the 

developed countries, par t icu lar ly the I M t e d States, to absorb 

pro fess ionals , technicians and s c i e n t i f i c workers from the l e ss developed 

countries, at tracted as they are by be t ter pay and a f i e l d o f action 

that i s r icher i n technical p o s s i b i l i t i e s . !Diis has s t i l l f i irther 

reduced the supply of h ighly trained personnel. 

Where the problem becomes r e a l l y c r i t i c a l , however, i s i n the 

employment o f inte imediate- leve l workers and technicians. 

/Table 9 
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7able ? 
LATIN ÜMSIICA (SELECTS) CCTOTRIiS)! DKTRIBÜT10N OB" THE POPULATION BíPLOVED 

IN BOTJSTRT, By OCCUPATIONAL CATEtKOT, I565 
(Ptroentagefl of ictal pop̂ ilatlen enplcyed In Aadus-try) 

Country a^loyers 
Ovrnnaooeunt 
and family 
voi4cerB 

Wage-asupners 
other 
workers, 
not spe-
olfled 

Total 

Argentina 10,7 lif.2 75.1 100 
Brasil 2.7 io.it 86̂ 9 - 100 
Chile 1.9 22.0 76,1 m 100 
CelosOila 5.2 28.1 65.7 1.0 100 
Qosta Rloa 3.7 22.2 71.3 2.8 100 
SfliBlnloan ReptUilio 1*3 32.5 66.2 M 100 
Smiador 2.1 «•7.6 0.7 100 
£1 Salvador 3.1 2?.l 65.6 - 100 
Halt! 1.9 4l.O 56.9 0.2 100 
Mexico 1.4 17.1 81» 5 m icfi 
Panaoa 3.7 26.6 69.7 - 100 
Peru 1.9 IjifoU 53.5 - 100 
tSruguay 6.9 18,9 73.5 - 100 
Venezuela 3.5 28.5 67.6 - 100 

Souroas ECLÂ  cn the basis of data supplied toy the various eouatfte?» 

/Table 10 
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Habí» 10 

UTIN ¿MaiXOA* OOCUPAnCNAi. smJC7rál£ OP m POróUTION EMPLOYED IN INDUSTRY AND 
PSRCmÂfiJE OP EACH OCCÚPÁnWAL CA.TB6CSCY B^UVB) (BStHUTSS) 

Oo«tq)atioiial oategery 

Oom êLtlonal 
BteWtur* of 
b̂o p'dpOlatlton 

«nçloyaa "IB ' 

(psreentages) 

Peroent&ga at 
eaoh oooî atlonal 
oategory en̂ loyed 
In Industry 

Professleaals 

tMhniota&s 

Adntnletratcra sad masagers 

Bî loyaes anà Balesnm 

. Qjjierstivcs fiKlHed and naitiual «o:4cerfl 

Semt<̂ skllled 

l&tskllled 

Sarvloe persoaal 

Total 

0»!» 

1.2 
2,6 

7.5 

17.3 

1.2 

100.0 

8.1 

6,6 
,13.3 

11.0 

37.0 

5.0 

iJt 

iSsl 

Searosi BCLA.« jMuop.ticp» Higaan ResaiE-ooB aind Devel'épmettt In LalAn Amerteaj 1568» Those figuras are 
actli&a.te6 gl̂ sn fop Illustrative purpoeos* 

/Although, in 
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Althou^, . in the l a s t few years some countries have introduced 

new profess ional t ra ining services ^ váiich focus attent ion on training 

adiilt manpower, in addition to the t rad i t i ona l industr ia l and technical 

schools already ex is t ing in the region, th i s i s s t i l l a crucia l problem 

in re la t i on to both industr ia l product iv i ty l e v e l s and to soc ia l 

repercussions, 

Ihe lack o f training o f a higji proportion o f manpower, combined 

with the inadequacy or unsui tab i l i ty o f equipment and entrepreneiulal 

weaknesses, results i n low product iv i ty , with a result ing r i s e in 

production costs which cannot be o f f s e t by paying low wages to unskil led 

personnel. 

Further, as a result of the slow manpower absorption and the 

shortage of sk i l l ed personnel, a contradictory situation has arisen i n 

l a t i n American industry: a steady demand f o r sk i l l ed operatives exists 

side by side with extremely high l e v e l s of unemployment. According 

to recent estimates, these average 6 per cent o f the t o t a l population 

employed in industry, a f i gure which may eas i l y r i s e i n periods o f 

economic contract ion. 

The foregoing considerations apply with varying f o rce to the 

d i f f e r en t ccuatries o f the region, conditions being more acute in the 

r e l a t i v e l y l ess developed cotintries, and also i n certa in areas of each 

country because o f the geograpidcal concentration of industr ia l production 

in a few major centres, 

Ihe steps now being taken towards regional economic integrat ion 

w i l l probably lead to an even t i t t e r s i tuat ion with respect to 

reqxiirements of human resources and th e i r u t i l i z a t i o n . The gradual 

l i b e ra l i z a t i on o f trade and üie establishment o f large-sca le production 

units in place o f the great many minor enterprises that are already i n 

existence may we l l increase unemployment in the short teim to a scarcely 

to lerable extent, 

20/ Such as the National Trai.n3.ng Service (Serv ic io Nacional de Aprendizaje 
- Smk) established i n GoiombLa i n 1957; the Educational Training 
Ins t i tu te ( ins t i tu to de Capacitación Educativa - INGE) established i n 
Venezuela in 1960j the National Industr ia l Training Service (Serv ic io 
Nacional de Aprendizaje de Trabajo Industr ia l - SHJATI) established 
in Peru i n 1961; the National Professional Training Ins t i tu te ( Ins t i tu to 
Nacional de Capacitación Profes ional - INACAP) establislvvd in Chile i n 
1966; and the National Industr ia l Training Service (Se i v i c i o Nacional de 
Aprendizaje Industr ia l - SENAI), which has existed in Çrasi l since 1946, 

/Even i f 
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Even i f there were a grovdng volume of f inancia l resources to help 

create new job opportunities in industry, therby o f f s e t t i n g the above-

mentioned e f f e c t s , i t would no doubt become necessary to re-or ient and 

re - t ra in large manpower contingents who w i l l have to sh i f t to other 

a c t i v i t i e s i n the industr ial sector or to other parts of the country, 21/ 
or even to other parts of the r e g i o n » ^ 

In view o f these prospects, i t would be wise to consider care fu l l y , 

in establishing a development strategy f o r the next few years, viiether 

the industr ial sector can be forced to absorb a larger proportion o f 

avai lable manpower, or vàether i t would be better to concentrate e f f o r t s 

on creating new production capacit ies in more capita l - intensive 

branches and products with a higher l e v e l o f productivity per worker, 

leaving the above-mentioned responsib i l i ty to the services sectors. 

In a l l probabi l i ty , th is dilema w i l l never ar isé , and i t w i l l be 

necessary to seek a balanced combination o f the two opposite solutions, 

so that by special iz ing in some l ines o f industr ial a c t i v i t y i t w i l l 

be possible to atta in su f f i c i en t l y high productivity l e ve l s to gain 

access to external markets, vdiich i s one o f the prerequisites of future 

development, and by increasing the number o f a c t i v i t i e s with lesser 

capi ta l requirements a reasonable proportion o f the manpower may be 

absorbed,^ 

Any decision on this point should be based on a comprehensive and 

far-reaching knowledge o f the a l ternat ive technological solutions. 

For th i s i t would be necessary f i r s t to carry out a programme of 

technological research taking into consideration the supply of natural 

resources, capita l and manpower exist ing in each o f the Latin Mer ican 

covintries. Another prerequisite f o r development i s that the supply 

of ác i l l ed manpower at a l l l e v e l s should be rapidly increased, which 

in turn would require the mobil ization o f resources and instruments 

going far beyond the spec i f i c f i e l d of industry. 

23/ pie lAPTA document ent i t led "Financiamiento de la reconversion 
industr ial y de l a reorientaci<Sn de l a máno de obra" (December 196?) 
deals with some o f the problems discussed in l the European Coal and 
Steel CcfflmJunity '(ECSC) and the European Economic Conmunity . (EK!). 

/5. Integration 
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5* Integration and ccagpetition on the world ciarket 

Litegration, in terms of import substitution at the regional level , 
and the promotion of exports of manufactures to world markets, are 
considered effective instrunents for re-orienting industrial development 
in Latin America so that advantage may be taken of favourable conditions 
in different countries and technological advances by gradually opening 
the way for competition; this would be one means of revitalizing the 
weakened industrialization process and of overcoming the isolation and 
deficiencies noted in previous sections, 
(a ) Integration systems 

The econom:.c co-operation systems striving to achieve those objectives 
in Latin America are the Latin American Free Trade Association (LAFTA), 
the Central Anerican Common Market (CACM) and, more recently, the 
Caribbean Free Trade Association (CARIFTA), whose main characteristics 
are br ief ly described below, 

( i ) Latin American Free Trade Association,, The MbnteArideo Treaty 
established the following instruments to achieve its objectives: the 
liberalization programme (National and Common Schedules) and complementarity 
agreements, in addition to the resolutions on harmonization and 
co-ordination of policies„ I t is a well-known fact that the target of 
the liberalization progvcLHime is to eliminate intra-Area tar i f f barriers 
for substantially a l l of existing trade, through annual commodity-by-
commodity negotiations (micro-negotiation). The idea was that the 
negotiations for the reciprocal opening up of maiicets would lead to the 
developnent and/or establishment of industries that would satisfy the 
new demand for industrial products thus created. 

The fact that in practice, however, the concessions granted by 
means of the National Schedules may be revoked or their effectiveness 
without much difficxilty, either by withdrawing the concession or 
granting favourable t a r i f f s to third countries, has prevented the in i t ia l 
effects of this mechanism from producing as substantial restilts in the 
way of the expansion or creation of new lines of industrial production 
as might have been expected had there been some assxu:'ance that the 
tar i f f s thus removed or reduce would never be reinstated. Nevertheless, 

/an analysis 
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an analysis - although somewhat super f i c i a l - of the trade flojas between 

cotaitries in the Area in recent years appears t o indicate that the 

system, even with the aforementioned l imi tat ions has given r i s e t o 

increasing f lows of industr ia l products, many o f which are highly 

processed. 

In f a c t , ^ ^ Tfdiile intra-Area imports of negotiated prodtcts rose 

f i^m nearly 300 mi l l i on dol lars in 1962 to over 650 mi l l ion in 1966, 

the proportion o f manufactured products in those imports climbed from 

IS t o 25 per cent, t o t a l imports of manxifactures reaching nearly 

160 mi3.1ion do l lars in 1966, compared with 53 mi l l i on in 1962, as 

shown in table LL, 

The largest increases in exports are recorded in the fo l lowing 

g r o u p s ! ^ o f f i c e machines (from 175,000 do l lars in 1962 t o over 7 mi l l i on 

i n 1966) mainly from Argentina and Brazil? metalworking machineiy, 

mainly machine-tools ( from 300,000 do l lars to 3«2 m i l l i on ) from Braz i l 

and Argentina J excavating and earth-moving machinery (fixsm 5,000 do l lars 

to 1.5 m i l l i on ) ajjnost exc lusive ly from Braz i l ; sewing-machines (from 

32,000 do l lars to 1«3 m i l l i on ) from Braz i l j domestic e l e c t r i c a l equipment 

mainly razors (from 70,000 do l lars to 900,000) almost exc lus ive ly from 

Argentina; primary ba t t e r i es and c e l l s ( from 400,000 dol lars t o 1.7 m i l l i on ) 

from Braz i l and Mexico,* electr-orâc valves and tubes (from 175*000 do l lars 

i n 1963 to nearly 2 mi l l i on in 1966), mainly from Bra z i l , Mexico and 

Chi le ; and condensers ( from 3>000 do l lars t o 1 .1 mi l l i on from Braz i l 

and Mexico® 

22/ The analysis i s based on the f i gures avai lable f o r imports between 
1962 and 1966, They include not only trade generated by t a r i f f 
reductions through the National Schedules, but also that der iv ing 
from the Common Schedule and from complementarity agreements. 

^ The Standard International Trade C lass i f i ca t i on (SITC) has been used. 
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f a b l » 11 

IIMU^AR£& NIAD&s/ M U S op IMPATS W MOOLJCTS INCUN)B> IN ^ S UBBUUZATION PROOUIQIE 

AMT ETIMAT® SHARE CP IHWJSTRIAL MCWJCTS ^15^2-66 

(Ttouaanda cf dolla^8) 

SITO olasal f loat iba 
S«O-

Itlon 
M'rt "rOípeiçi Si2b> 

It«B 

Year 
Sesorlptlon 

i j62 1963 1964 1965 1966 

Fscd and l ive anlisals 177 611̂  .213 852 283 375 328 557 315 150 
Meat In airt ight acntalno*! 53 10 102 304 237 
Cheese and ourd 281 297 441 532 671 
Fish in a l r l ^ ocntalners 28 75 204 440 534 
Dried f ru i t ^ 255 5 051 8 262 7 5 978 
Preserved f r u i t 595 2 298 2 138 1819 2 902 
BeVerages and tobaoM §2. 213 251 221 ¿10 

Inedible crude materials 67 ??7 116 415 Í55_â22 
S^thet io rubber 35 485 2 227 3 001 5 l4Jt 
Chemloal vood pulp 2 835 2 618 3 058 8 329 12 7o4 
Meehanioal vood pulp 118 4o6 672 649 
S^thet lo f ibres - 209 422 1 074 1 156 
Fuels and lubrloanta 152 123 m ¿31 
e i l s and fata 7 8^6 15 51»̂  If 654 36 289 

Chemioals 6 580 16 245 21 366 24 552 30 677 

Maimfaotured seods o lass l » 
f l ed ohlef ly by material 33 U73 65 526 74 502 94 082 73 216 
Rubb«r tjrres 513 433 7 680 7721 5 992 
Newsprint 1 871 3 584 4 125 7 618 7 434 
Jute f abrios 90 528 3 710 8 785 2 622 
Cement 7k 149 675 818 I 780 
Alley steel bars 1 389 1 776 3 770 
Steel plates and sheets 2 365 8 508 7 100 19 579 8 025 
Ircn or steel tubes 32 180 1 170 2 820 4 067 
Copper 17 707 35 958 30 929 30 966 19 180 
Lead 1 22H 2 926 1 217 822 2 121 
Zlno 5 723 6 206 8 717 10 210 7 932 
Tofila 25 43 199 457 676 
Cutlery - 573 286 529 1 447 

Machinery and transport 
8 874 14 976 26 965, equipment 1 252 8 874 14 976 22 015 26 965, 

Offioe Maohlnee m. 1 29!> 4 7?4 7 01® 
Typewriters 356 I?} 1 830 
Oaloulatlng machines 13 15 1 773 1 674 7 804 
S-::atS,8t2.sal oaohines 162 1 277 1 353 2 502 - 2 ICC 

Metalworking machinery 299 1 061 2 677 2 429 3 248 
Sewlng-^sachlnee 32 1 684 1 613 1 336 1 256 
&oavatlng and level l ing 

1 457 machinery 5 15 195 1 457 1 535 
Li ft ing machinery 39 201 -613 797 751 
Machines for cleaning or 

479 784 ftlling bottles 21 503 479 784 
taps, ooekBp valves and 
similar appliances l4 l 220 567 603 

Electrical maohinery 670 2 456 } m 6 30? 8 866 
Gleotrio pever machinery 40 56 350 607 705 
Teleotnmunioations appav 

142 422 569 ratus 142 5 123 422 569 
Domestlo eleotrical equip-

67 1369 898 ment 67 1 013 1369 952 898 
Frinary batteries and 

415 516 908 1 n 6 cells 415 516 591 908 1 n 6 
Valves i75 385 1 353 1 908 
Condensers 5 79 229 670 1 120 
Railway vehicles 12 1226 - 13 

Miscellaneous m^oufaatured 
articles 4 167 2752 6 m 7 681 10 516 

Musical Instrummcts 23 88 142 4o4 882 
Printed matter 3 705 1 77>t 4 294 5 234 7 809 

I Value of total i a ^ r t s 292 894 403 282 533 024 0•̂ 9 754 650 872 
I I Value of imoorts « f 

industrial produo-ss ^ 52 371 96 679 124 290 159 794 158 442 
Ratio I l i l j i 245Í 23?S 25fS 25?i 

ZIZ Value imports of indus-
t r i a l preduotfl.exoludlne 
metal» (602,685/6) 27 720 51 589 83 247 117 796 129 209 

Ratio I I I ^ I 95Í I35Í 16^ lea 20?S 

72 

013 
02k 
032 
052 
053 

266 

67̂  
678 
682 
685 
666 
655 
656 

71U 

715 

231» 2 
251.2 
25U2 

629.1 
6m.i 
653.lt 
661.2, 

7l't.2 
7l'*.3 

717.3 

719.3 

722 
72U 

725 

713 

891 
Ô92 

729.3 

673.2.3 

718.4.2 

719.6.2 

719.5.2 

729.1.1 

729.5.5 

»»uroe; LAFTA. 
¡/ Includes lapop-M of Argentina, ft-aall, Ohilo, Colombia, Mexico, Paraguay and Peru» 
i j iBdustrlal products are taken to bè these l isted In sections a and 2, the whole ut seotlons 1, 3, 6, 7 aivd 8, 

and half cf seotlcns 5 (ohemloals) j seation I s «wasldoréd to «ever primary produots (not Industrial Items). 
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There were also considerable increases in rubber tjrres (mainly 

exported by Braz i l , Colombia'^d Uruguay), newsprint (from Ch i l e ) , 

special s t e e l bars (from Braz i l ) , s t ee l jiLates and sheets (from Braz i l , 

Mexico and Chi l e ) , iron and'steel tubes (from I'fexico, Argentina'and. 

Brazil), razor-iblgdes (from Argentina and" Meidc'o), zmisical instruments 
(from Brazi l and í íexico) , printed matter (from Argentina and I fexico) , 

synthetic 3nibber (from Brazi l and Mexico), chemical wood pu3.p (from 

Chile and Braz i l ) , UBchanical wood pulp (from Braz i l ) , synthetic f ib res 

(from Colombia and "Mexico), e tc , • 

Under the head of food, the main increases were in sales of canned 

f i s h (from 30,000 dol lars in 1962 to 500,000 in 1966), Peru and Chile 

being the chief eaqjortersj preserved f r u i t rose from 600,000 dol lars to 

nearly 3 mi l l ion, with Argentina, Chile and ifexico as the main e xpo r t e r , 

E i ^ r t s of chemical products are highly dive3rsified, the t o t a l being 

made up of a wide range of products, mainly supplied by Mexico, I f the 

t o t a l f o r industidal products excludes metais - copper, lead and z inc , 

vrtiich, besides not being great ly a f f ec ted by reductions in t a r i f f s , are 

iK>re in the nature of primary products - the share of industr ial products 

w i l l be seen to have more than doubled between 19.62 and 1966 (increasing 

from 9 t© 20 per dent); i t w i l l be recal led that, when metals were 

included, the share increased by only 40 per cent (from 1Ô to 25 per cent ) . 

Por a clearer measurement of the e f f e c t of the trade l iberal izat icai 

progranme, however, special consideration i s given to machinery and . 

transport equipsaent, \i^ich face strong competition.from the rest of the 

world. Imports of these products rose from 1,3 mil3.ion dol lars in 1962 

to nearly 29 mil l ion in 1966, or from 4 to 20 per cent of the t o t a l 

value of industrial products, excluding metals. 

These f igures undoubtedly lose some of their signif icance i f they 

are compared with negotiated intra-Area imports (650 mil l ion dol lars in 

1966), and s t i l l more in re la t ion to t o t a l intra-Area imports (some 

760 mi l l ion dol lars in 1966) or imports from a l l parts of the world 

(6,500 mil l ion dol lars in 1966), 

Although these relationships do nothing to disprove the central 

f a c t thãlí" trade' i ir-indttstrial products increased substantial ly, there 

/is no 
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i s no doubt that they raise the question of -whether the above-^nentioned 

object ives can be achieved by th i s means tí ithin the established tiine-

l imits# Unfortunately, there i s no information to show how f a r the new 

trade in industr ia l products resu l t ing from the LAFTA l i b e r a l i z a t i on 

programme i s r e f l e c t ed in additions to production capacity - whether in 

the form of new plants or the expansion of ex is t ing ones - or whether 

use was made of ex is t ing id l e capaci ty . In e i ther case, however, i t had 

a f a i r l y favourable impact on industr ia l development in the major countries 

of the region, and to some extent in Chile and Colombia, although on a 

f a r l esser sca le . 

Over and above the foregoing e f f e c t s , however, even within i t s 

narrow l i m i t s , th is trade in industr ia l products had the v i r tue of blazing 

a t r a i l f o r industry in several countries, which thus e i ther i n i t i a t ed 

or in tens i f i ed a tendency to emerge from the i r i so la t i on in to a more 

Competitive sphere. 

As i s we l l known, the commitment inherent in the Common Schedvile 

i s that the ta i - i f f s on the products included therein must irrevocably be 

reduced to zero, but the obl igat ion becomes f u l l y e f f e c t i v e only at the 

end of the twelve-year period st ipulated in the Treaty, that i s , in 1973» 

The multinational arrangement known as the Andean Group now embraces 

Bo l i v i a , Chi le , Colombia, Ecuador, Peru and Venezuela» According to the 

Declaration of Bogotá, i t was established as a l ink in the process o f 

integrat ing the whole region; the Declaration lays down the bases f o r an 

action programm.e which includes such aspects as the l i b e ra l i z a t i on of 

recipx'ocal trade, co-ordination of industr ia l development po l i c i e s , 

establishment of multinational enterpr ises, e t c . I t was also agreed to 

set up a subregional development corporation. 

The formation of subregional groupings was viewed favourably at the 

Meeting of American Chiefs of State in Ap r i l 1967 and the meeting of 

fore ign ministers in September of that year , on the understanding that 

such subregional agreements should be temporary and compatible with the 

central ob jec t ive o f regional integrat ion» In addition to the agreement 

on petrochemical products signed by four countries members of the Andean 

/Group (Bo l i v ia 
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Group ( B o l i v i a , Ch i l e , Colombia and Peru)^ r e f e r r ed t o in ehaptar H I , 

other in t e r es t ing pro jec ts include compliénfentarity agreements on the , 

netâl^transforndng industry and the motor»«vehicle industry , more headway 

having tíéén'made in the studies on the-ifortiier. 

Besides the annual t a r i f f redtBS'ti^^yieigotiations through the National 

Schedules, the prov is ions in forcé ' ' a lsb -envisage other measures or 

instruments f o r u l t imate ly attaininlg trade l i b e r a l i z a t i o n ; the Conmmn 

Schedule and complementarity agreements. 

I t i s w e l l knowi that the former mechanisms consists in including 

products i n the l i b e r a l i z a t i o n programme in various three-year periods 

i m t i l " subs tant ia l l y aU. such t r a d e " ' ^ has been covered, but with the 

ob l i ga t i on - t o remcve a l l du t i es , charges and other r e s t r i c t i ons only 

a f t è r completion of the t rans i t i on period establ ished in the Montevideo 

Treaty , i . e . , by 1973. 

The f i r s t stage o f the Common Schediile was negot iated in 1964> and 

i n sp i t e o f the d i f f i c u l t i e s that arose i t was completed within the 

st ipujAted per iod» As i s knovm, the second s tage , which should have 

been completed i n 1967> i s s t i l l pending, tvjo attempts at negot iat ions 

'having f a i l e d , the f i r s t i n 1967, and the second ending in November 1968, 

Mthoiat the ob j ec t i v es pursued having been achieved. 

The' p r eva i l ing idea was to include mainly ag r i cu l tu ra l commodities 

i n the second s tage ; a p ro j e c t on trade in these commodities was 

c a r e f u l l y worked out , which, in the l a s t ana lys is , provided safeguards 

i n addi t ion t o those already eicist ing t o f a c i l i t a t e the inclusion o f 

agric ialtt iral commodities. Not even i n these terms, however, was i t 

poss ib le t o secure the necessary approval f o r such dec i s i ons , since the 

economically r e l a t i v e l y l e s s developed countries refused t o vote f o r 

them, with the r esu l t that the negot ia t ions f a i l e d , I t i s only in the 

past year "that a c t i v i t i e s In connexion with complementarity agreements 

have been more encouraging. These instruments, considered in the Treaty 

merely as á n c i l l â i y mechanisms o f the l i b e r a l i z a t i o n programme, have met 

with a l l kinds of d i f f i c u l t i e s since the programme xtóS' i n i t i a t e d , 

24/ This inprec ise term may be taken t o mean any proportion between 
• - 75 and 100 per cent ; the general impression i s that i t miqht represent 

ás much ás 80-85 per cent o f the t o t a l volume o f such trade« 

/At f i r s t 
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At f i r s t , there was some reluctance to conclude them, because 

according to the provisions in f o r c e , a l l countries, whether or not 

part ies to the agreement, could bene f i t from the t a r i f f reductions 

concerned; thus only two' were signed, one on s t a t i s t i c a l and other 

similar machines, and the other on e lectronic valves, 

When the system was modified so as to ensure that countries not 

parties to the agreement - except the l e s s developed nations, vrtiich 

would bene f i t from i t in any case - vrould enjoy the same bene f i ts only 

i f they o f f e r ed adequate compensation, f i v e more agreements were signed 

between 1965 and 1968, most of them or ig inat ing at meetings of entrepreneurs 

in the individual sectors, which had been in i t i a t ed in ALALC almost at the 

same time as the modif ication o f the above-mentioned system. 

Accordingly, there are now seven agreements in fo rce and several 

under consideration f o r various sectors of industry, as deta i led in 

chapter I I I » In addition to these mechanisms established under the 

Treaty, other machinery currently in operation has resulted from the 

action of the Advisory Commission on Industr ia l Development (CADi) and 

the Working Groups composed of government experts, in the fo l lowing 

sectors: steelmaking petrochemical products, pulp and paper, and 

f e r t i l i z e r s . 

The purpose of these Groups and of CADI i s to seek and propose to 

the Standing Executive Committee of ALALC spec i f i c integrat ion formulas 

in each of the above sectors. A f t e r one unsuccessful attempt, a nuniber 

of meetings have beoi scheduled f o r 1969> >ihich should culminate by 

mid-year in consideration by CADI of the proposals put forward by the 

study groups concerned® 

( i i ) Central American Common Ifarket (CACM). I t i s we l l known that 

the l i b e ra l i z a t i on o f trade has shown sat i s fac tory resu l ts . Nearly a l l 

rec iprocal trade ( in t ra-reg iona l imports amount t o over 170 mi l l ion 

do l l a r s ) , which represents from IS to 20 per cent of the t o t a l volun® of 

trade, has been l i b e r a l i z ed , and goods c i rculate f r e e l y throughout 

Central America, I t i s ÍnteresJiing t o note the accelerated growth of 

the share of industr ia l products in th is trade, which i s now estinated at 

over 50 per cent , 

/A highly 
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A highly s i gn i f i can t achievement i s the adoption o f a comnon ex tema l 

t a r i f f which at present covers 85 to 90 per cent o f the area<3 t o t a l 

inqports. 

The Central American Common Market represents the f i r s t attempt at 

subregional integrat ion in Latin America, Besides being o f longer 

standing than lAFTA, i t has more instruments and ins t i tu t i ons . The former 

include the General Treaty on Central American Integrat ion instruments 

f o r the equal izat ion o f ÍBÇ»rt duties and charges, f o r the harnmnization 

o f f i s c a l incentives t o developnent and f o r the protect ion o f industr ia l 

property, and two agreements or systems f o r the promotion of industry. I t 

has made great str ides in the l i b e ra l i z a t i on of t rade. The main instruments 

f o r promoting and guiding industr ia l development have been the Régime 

f o r Central Americen Integrat ion Industries and the Special System f o r 

the Promotion of Production» Thé f i r s t i s designed to promote industries 

which require access t o the whole Central American market in order t o 

operate on a reasonably economic sca le ; the tendency, there fore , i s f o r 

only one industr ia l establishment to be c l a s s i f i e d as an integrat ion 

industry, , 

Industries in th is category enjoy a number o f advantages: more 

favourable o f f i c i a l base values than those in the common external 

t a r i f f , exemption from customs duties on raw materials or semi-finished 

goods, and from taxes on the i r production or consultation, as we l l as the 

t a x bene f i ts t o which they are en t i t l ed under the Central American 

Agreement on F isca l Incentives t o Industr ia l Devélopment, In exchange 

f o r a l l th is J there are a number of obl igat ions and cbmmitnients such as 

compliance with qua l i ty standards, use of a minimum amount o f Central 

American cap i ta l , and a minimum i n i t i a l production capacity. 

The Special System f o r the Promotion o f Í»roduction consists in the 

establishment of regional t a r i f f protection over and above that provided 

by the Central American Standard Import T a r i f f , which i s not applicable 

un t i l production covers at l eas t 50 per cent of reg ional demand. This 

was a resource used to support the Régime f o r Central American Integrat ion 

Industries and t o bridge certa in gaps that had been noted in i t s operation. 

/Last ly , the 
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Last l y , the Central An^rican Agreement on F isca l Incentives to 

Industr ia l Developaent i s intended t o supplement the other systems in 

the promotion and or ientat ion of new industries and the expansion of 

ex ist ing establishments; the incentives are scaled according to the 

type of product manufactured, the greatest benef i ts being extended in 

respect of capi ta l and intemffidiate goods, 

Those incentives mainly comprise t o t a l or par t ia l exemptions from 

customs dut ies , taxes on income and p r o f i t s , and taxes on assets and net 

worth, 

Horiduras and Nicaragua - as economically r e l a t i v e l y l ess developed 

countries in the area - have received pre f e ren t ia l treatment through 

this group of promctionaJL measures ̂  

Broadly speaking, Central Americans decided progress in the f i e l d 

of trade contrast id-th i t s sliiggish industr ia l development. Act ive 

promotion i s needai, and this in turn requires industr ia l devélopment 

programming at the national and subregional l e v e l , iJhich i s d e f i n i t e l y 

lacking in Central America» 

As may be observed, although the integrat ion process in Central 

America has more ins t i tu t iona l instruments than i t s counterpart in the 

Latin American Free Trade Associat ion, i t s achievements cannot be 

re^trded as s t r ik ing ly superior to LAFTA's, In both cases there have 

been negative and retarding fac tors whose act ion i s analysed l a t e r , 

( i i i ) The Caribbean Free Trade Association (CARIFTA), which was 

established at the end of 1965, o r i g ina l l y comprised Antigua, Barbados 

and Guyana, Jamaica was adjnitted at the end of June 1968, and the West 

Indies Associated States a few days l a t e r , ^ ^ 

I t s main commitment i s to abolish import duties over a period of 

ten years ( f i v e f o r the smaller members) on a l i s t of products covering 

about 75 per cent of pi'esent intra-area trade, SpecistL treatment i s 

given t o agr icul tural commodities, part icxi larly sugar. 

The fo l lowing i s a complete l i s t of the members of CARIFTA: Barbados, 
Guyana, Jamaica, Montserrat, S t , Vincént, Trinidad and Tobago, ajid 
the West Indies Associated States (Antigua, Dominica, Grenada, 
St , Kitts-Nevis-Anguil la and Santa Lucia ) » 

/In the 
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In the f i e l d of industry, Trinidad and Tobago i s pa r t i cüâ r í y 

interested in obtaining new markets f o r i t s petroleum jproducts, whilé 
'.-•o • (. • 

Barbados» chief hopes l i e in expanding i t s re«-export trade, Guyana, 

vdth i t s l a rger t e r r i t o r i a l area, i s concerned with'developing'certain 

industr ia l crops and related ireiustries. 

Since CARIFTA i s a recently established system, there has been no 

experience on vftiich to base any opinion regarding i t s operation, 

(b ) Promotion of exports o f manufactures to the rest of the world 

The l a t i n American countries, l i k e a l l developing countries, have 

t rad i t i ona l l y been exporters of primary products, including agricioltural 

commodities and mining products. Some of t ^ m have also been 

t rad i t i ona l exporters of processed products: canned meat and semi-processed 

wool products (Argentina and Uruguay), copper (Ch i l e ) , lead, s i l v e r âSd 

zinc (Mexico), petroleum products (Venezuela), e t c . I t i s we l l known, 

however, that these industr ial exports heui very special characteristics 

and development trends; and in mai^ cases the fore ign exchange earnings 

were not even controlled by the countries concerned. The products were 

general ly designed t o "àatisfy a spec i f i c market, in the hands of fore ign 

enterprises, vtóch controlled' both ends of the operation. 

I t was only at the beginning of the present decade that the 

Latin American countries became Cóncemed with developing a genuinely 

autonomous f l ow of manufactured products to the world market. 

This coincided with the inst i tut ion of the integration systems 

- LAFTA and CACM - and with the emergence on the world plane of 

international co-operation trends towards focusing aid t o developing 

covintries on the improvement of the i r trade, through, f o r exançle, the 

opening up of the developed "countries • markets to industrial exports from 

developing countries. 

Other f ac to rs , of a more national character, were also involved. 

F i r s t , the aa jpr . pountiries of th^ region were already at the point whei^ 

manufacturing techniques iapesed. scales .lidiich in may cases went beyond 

the l im i t s of the domestic markets j th is naturally led them to consider 

the poss ib i l i t i e s o f f e red by external markets. Secondly, in at least 

two countiries - Argentina and Braz i l - a severe contraction of doiosstic 

demand, cei-tainly had an effect also and spur3?ed an interest in the 

extewial market, /Al l this 
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All this took place concurrently with the efforts made at international 
meetings - as in the case of the United Nations Conference on Trade and 
Development (UNCTAD) - to secure access to the industrialized covintries' 
markets for manufactures from the rest of the world. 

In more recent years - especially since 1965 - the majority of the 
Latin American countries have devoted most of their efforts in this 
sphere to the establishment of an institutional system, or a set of norms 
achieving differing degrees of progress in that direction, Mexico was 
the first country to complete such a system, whose focal point was the 
Banco Nacional de Coiiercio Exterior, an autonomous public institution 
which, together with other bodies, fulfils the appropriate functions. 

Although all these efforts, which in some countries cover virtually 
the whole range of government support for exports, have not produced 
any spectacular results, there is no doubt that, in some degree, viiatever 

) 

has been achieved thus far has been made possible by the relevant 
provisions adopted. It should be noted in this respect that, on occasion, 
the creation or ejqpansion of eaqjort flows began to gather way largely 
as- a result, not of deliberate action but of exchange, fiscal and other 
general measures aimed essentially at improving the market prospects 
for primary products. Exports of manufactured products amount to about 
800-900 million d o l l a r s o r less than 10 per cent of total esqsorts. 

They consist largely of exports to other countjd.es in the region, 
particularly those belonging t^ the integration system. In 1966, 

31 per cent of Argentine exports and 40 per cent of Brazilian exports 
found markets in Latin America, It is much more significant, however, 
to consider exports of non-traditional highly processed manufactiires, 
i.e., to eliminate the effect of products such as hides, coK±>ed wool, 
canned meat, etc, from Argentina, and methol, coffee extract, etc, 
from Brazil, vdiose principal markets have traditionally been the 
industrial countries. For a more accurate - although still very rotigh -
idea of the importance of the Latin American countries as the destination 

26/ Excluding exports of petroleum products, unprocessed metals - copper, 
lead, zinc, etc, - sugar, wood, oils and other tradional exports of 
manufactiir«s and semi-manufacttrres, 

/of manufactures 



E/CN. 12/830 
Page 62 

of manufactures jarodu^d In the- region, attention should be turned t o 

c on^ ra t i v e l y recent exports of highly processed products» Thus, in 

1966, Argentina dispatched 76 per cent of i t s t o t a l esqjorts o f metal 

products and machinery of a l l types to other Latin American coxintries, 

arKi Braz i l 73 per cent» 

An appreciable volume of exports to other areas has a lsc been 

recorded, however: cotton t e x t i l e products (yam and f abr i c s ) from 

Braz i l and Colombia to the United States, Brazi l ian printed fabr ics to 

South A f r i ca and Angola, Chilean furniture and footwear to the United 

States and Chilean newsprint and pulp to Austral ia , communications 

materials from Argentina to Viet-Nam, e t c . 

As stated ea r l i e r in this stxxdy, the .developing comtr i es are 

concentrating the i r e f f o r t s on obtaining access f o r the i r manufactures 

to-the markets of the industr ial ized countries through a system of 

general non-reciiarocal preferences. The att i tude o f the developed 

comtr i e s at the second session of ÜNCTAD was obviously not very 

encouraging. I t was decided there to set up a Special Committee on 

Preferences, as an anc i l la ry organ of the Trade and Development Board, 

t o continue the consTiltations with a view t o working out a system of 

non-reciprocal and non-discriminatory preferences in favour of developing 

countries, 

•The f i r s t meeting of th is Committee was held in November 1968, to 

i n i t i a t e negotiations on the procedures and characterist ics of the 

system of preferences. 

The need to f ind some workable fonmxLa i s becoming increasingly 

urgent, espec ia l ly in view of the r a t i f i c a t i on and emergence of new systen» 

or procedures g iv ing special preferences to part icular groups of countries, 
« 

as i s happening between the African nations, and the natural counterpart 

o f this sjrstem, i , e , , reverse preferences which benef i t the developed 

countries. 

/Chapter H 
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Chapter II 

OUTLINE DESCRIPTION OF UTIN AMERICA'S MAJOR INDUSTRIAL 
DEVELOPMENT PROBLEM 

The aim of the present chapter is to give a brief account of those 
aspects of industrial development in Latin America to which special 
attention should be devoted in the formulation of future policies. For 
the sake of simplicity and clarity, the problem -will be classified in 
seven major categories, which are sunanarized below. It hardly need be 
added that this list should not be interpreted as an attonpt to establish 
an order of priorities. 

In the first place, underlying all the other difficulties, in the 
sense that it aggravates them in some degree or makes th«a even harder 
to solve, there is the persistent inflationary process which hinders the 
econondc computation of costs, investment, internal and external competition, 
and all the other manifold variables that need to be estimated. This 
factor becomes a much more foraidable obstacle to industrial develojanent 
at the relatively advanced stage of industrialization upon which many of 
the Latin American countries are entering. 

Secondly, there is the exaggeratedly protectionist policy. Unrelated 
to any consistent industrial development programme, which has been adopted 
in restricting imports by means of quantitative, exchange and customs 
tariff controls. Hence the application of investment resources has been 
seriously distorted, and hi^ costs combined with technically weak and in 
seme cases socially undesirable structures of production are the general 
rule in the region. 

Thirdly, another set of administrative policies and practices, 
more specifically pertaining to the industrial sector, systematically 
make for inefficient utilization of capital, either by encouraging anti-
economic scales of production, or by fostering marked under-utilization 
of installed capacity for long periods at a time or even as a pennanent 
operational characteristic. Innumerable adverse effects ensue. Less 
capital is available, and therefore the expansion of the capital-intensive 

/branches of 
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branches of industry - prec ise ly those vrith the best growth prospects i n 

terms o f demand - i s more heavi ly handicapped. Costs r i s e , and since the 

industr ies i n question produce raw materials and sesni-finished products, 

the consequent unfavourable repercussions spread throughout the whole o f 

•Wie economy, and, from the outset , p o s s i l d l i t i e s o f access to world 

markets áre severe ly l im i t ed . 

Fourthly, the incent ives to the use of cap i ta l i n place o f manpower 

xihich are provided by many o f the po l i c i e s or pract ices i n force sharpen 

the trend towards i n e f f i c i e n t u t i l i z a t i on o f cap i ta l that stems from 

unduly small scales o f production and other circumstances váiose impact 

i s much the same. In e f f e c t , not only does, the pr ice system seean to 

revea l , i n s i gn i f i cant respects, a bias in. favour of the use of cap i ta l , 

but i n addit ion the increasingly frequent appl icat ion o f measures 

r e p r e s ^ t i n g cap i ta l subsidies ( t ax exemptions, and cred i ts f o r industry 

or p r i v i l e ged terms) exert pressure in the same d i rec t ion . Die consequences 

are deplorable not only f o r the employment s i tuat ion, but a lso , .and above 

a l l , f o r the growth o f the product, on which the inappropriate a l locat ion 

of the reg ion ' s scanty supply o f cap i ta l has a detrimental e f f e c t . 

F i f t h l y comes the ent i re problem o f industr ia l f inancing, which 

consists , on the one hand, in a l l sorts o f d i f f i c u l t i e s i n obtaining 

funds from outside the enterprise, and, on the other, in the inadequacy 

on undistributed p r o f i t s as a source o f f inancing. The i n s t a b i l i t y , 

and i n some instances the t o ta l absence, o f national cap i ta l markets, 

and the steady r i s e in world market rates o f in t e res t , accounts f o r the 

f i r s t o f these obstacles j while the second i s explained by the r e l a t i v e l y 

low rates o f return i n the industr ia l sectors o f key importance f o r 

future development, and the i r r e s t r i c t i v e e f f e c t s on se l f - f inanc ing , . 

S ix th ly , attent ion must be drawn to the whole group o f problems 

r e l a t ing to Latin American enterprises and the need to strength®! 

the i r organization and technology so that they can play the i r f u l l part , 

without running the r i sks incurred today, in the increasing competition 

and progressively greater freedom o f interchange with the outside world 

- i n the trade as in technology - that has been growing up i n Latin 

iüneidca, I h i s strengthening process seems to be a sine qua non 

/ i f Latin 
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i f Latin American concerns are to enter into various forms o f association 

with fore ign capi ta l and enterprises and are to take advantage of the 

potent ia l benef i ts a f forded l?y the exporting of manufactvired goods and 

by the assimilation o f up-to-date techniques. 

Last ly , the present study reviews from an interpre ta t i ve standpoint 

the stumbling-blocks vdiich have been slowing up the progress o f regional 

integrat ion and o f exports o f manufactures to the world market. 

For example, against the background o f the regional integrat ion 

of industry i n re la t ion to the Latin American Free-Trade Association 

(ALALG), i t pinpoints the ins t i tu t i ona l de f i c i enc ies in the way o f the 

sectoral approach advocated by ALALC i t s e l f j and i t also o f f e r s a c r i t i c a l 

appraisal o f the integrat ion schemes that have been bandied to and f r o , 

from the angle o f the i r f a i l u r e to make due allowance f o r the incapacity 

o f the structures of production - in default o f the appropriate ronedial 

measures - to absorb the major changes and other implications der iv ing 

fr<om the new formulas proposed. With regain to exports of manufactured 

goods, stress i s l a i d on the comparatively l i t t l e attention that has 

been paid to promotional a c t i v i t i e s in f i e l d s d i r e c t l y re lated to supply, 

and - here too - on the want o f l inkage between supply and demand in the 

shape o f e f f e c t i v e ins t i tu t i ona l instruments f o r the establishment o f 

mutually bene f i c i a l conditions. 

1. Economic ca lculat ion reoui-rements i n 
an industr ia l i zed soc ie ty 

In f la t i onary processes varying in in tens i ty from one country to 

another, and o f t en combined with the maintenance of a r t i f i c i a l l y high 

exchange rates , have accompanied industr ia l development i n Latin America, 

which has been based essent ia l l y on import substitution. At one time 

they may actual ly have f a c i l i t a t e d the process, by making i t easier f o r 

resources to be transferred from the t rad i t i ona l expert sectors to the 

nascent industr ies . Today, however, the posi t ion i s d i f f e r e n t . One of 

the most insuperable obstacles to the consolidation o f the industrial , 

development achieved by Latin America during the post-xvar years has been 

the persistence of i n f l a t i o n i n many o f the countries of the region. 

/The negative 
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The negat ive inf luence of monetary i n é i a b i l i t y and the need to f i nd some 

r ^ e d y f o r i t became increasingly apparent as the progress o f 

industrial i isatipn gave r i s e t o new requirements in respect o f long-teim 

planning f o r industr ia l operations, váiether these were conducted by 

pr ivate or by public enterprises. In present circumstances, the 

s tab i l i za t i on o f the ci irroicy would seem to be a v i t a l requ is i te i f the 

ourraat phase o f r e l a t i v e l y i n e f f i c i e n t industr ia l developmait more pr 

l e s s cut o f f firom vor ld f lows of trade and technology, i s to be l e f t 

behind, and a start i s to be made on the progressive integrat ion o f Latin 

American industry, at the l e v e l o f both regional and world markets. 

The structural changes that have occurred in Latin America during. , 

the past twenty years f i nd synthetic expression in the h i ^ proportion o f 

the gross product generated in manufacturing and construction ~ now 

some 30 per cent on an average, as against only about 18 per cant at 

the end o f the Second World War. Hie corresponding f igures are much 

higher s t i l l i n some countries o f the region, *which from time to time 

i n recent years have derived up to 40 per cent o f the i r gross product 

from the transforming industries in question. 

The foregoing data r e f l e c t sweeping changes i n the structure o f the 

economy, and revea l the need f o r corresponding adjustments i n the 

ins t i tu t i ona l set-up and i n eojnomic po l i c i e s as a whole, This i s because 

the production, f inancing, d istr ibut ion and in terna l and external marketing 

o f so proport ional ly l a rge a n output , o f manufactio-ed goods enta i l s 

requirements d i f f e r en t from those o f economies vôiere the jaxjduct of the 

manufactuidng sector i s much smaller,, and mainly primary commodities or 

semi-manufactured goods are produced» ,1 

These requirements make themselves f e l t from var ious 'angles . In 

the f i r s t p lace, in an economy a% a r e l a t i v e l y advanced stage o f industr ia l 

development, a hard currency which makes economic estimates nieaningitil i s 

indispensable f o r those aspects o f entrepreneurial a c t i v i t y which consist 

i n estimating costs , analysing, rates of return, planning new investment 

that w i l l take a long time to. mature and programming the expansión o f 

ex is t ing markets and the conquest o f new ones, cannot do without. 

/Secondly, a 
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Secondly, a l a r ge modem industry, character ized by increasing 

•capi ta l requirements and investments that i s slow to mature, cannot 

be financed on an even moderately sa t i s f a c t o r y basis i n an atmosphere 

o f pers is tent i n f l a t i o n , which discourages saving and v i r t u a l l y paralyses 

cap i ta l markets, which i s an incitement t o specxilation and a scour re o f 

long-term operat ions. 

The need to strení^then tiie capacity f o r cap i t a l formation i n both 

pr i va te and public enterpr ises i s perhaps one o f the most cogent arguments 

in favour o f r e a l s t ab i l i z a t i on o f the currency, as a prerequ is i t e f o r the 

acce lerat ion of indus t r i a l development. An enterpr ise , espec ia l l y a 

l a rge one, i s normally heav i l y dependent upon the c ap i t a l market f o r 

resources t o f inance i t s esqiansion. Pers is tent i n f l a t i o n has hampered the 

operation of Lat in America's inc ip i en t cap i t a l markets, and i n one or two 

cases has even wiped out cap i ta l markets whose voltane o f transactions placed 

them i n a comparatively outstanding pos i t i on in r e l a t i o n to the indus t r i a l i z ed 

countries themselves. And since dependency on cap i t a l markets f o r the 

f inancing of development i s g rea ter i n the case o f l a rge enterpr ises than 

i n that o f medium-sized or small concerns, which can resor t mainly to 

cap i ta l contr ibutions from the r e s t r i c t ed c i r c l e o f t h e i r owner-partners, 

pers is tent i n f l a t i o n has the addi t iona l drawback o f making i t harder to 

bui ld up and consol idate l a r ge - sca l e undertakings, which i s a v e ry 

important consideration from the standpoint o f the ass imi la t ion o f new 

techniques or the improvement o f the pos i t i on o f Lat in American enterpr ises 

v i a - a - v i s t h e i r f o r e i gn counterparts. S im i l a r l y , t h i s i s another f ac to r 

making f o r the increased dependence of Lat in America's indus t r i a l 

development upon f o r e i gn pr iva te cap i ta l and thus aggravating one o f the 

most serious problems that have t o be faced by i ndus t r i a l i z a t i on po l i c y 

in the countries o f the reg ion . 

Accordingly, the analysis o f Lat in America's recent experience in the 

f i e l d o f i ndus t r i a l development suggests that i f the process i s t o be speeded 

up and streamlined s u f f i c i e n t l y t o peimit o f a break-through in to world 

markets, e f f e c t i v e s t ab i l i z a t i on o f the currency i s essen t ia l , with a l l , t h a t 

the pursuit o f t h i s basic ob j e c t i v e may en ta i l i n the way of steadfastness 

o f purpose, supplementary p o l i c i e s , and e f f i c i e n c y and f l e x i b i l i t y i n the 

use of the appropriate instruments and notwithstanding the greater 

obstacles to i t s attainment i n developing covmtries, ^^^^^ 
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2, Import gubstitut lon. methods o f industr ia l promotion and 
a l locat ion of resources 

Secondly, mention must be made o f the d is tor t ing e f f e c t s o f import 

substitution po l i cy on the a l locat ion of resources. In many sectors 

o f industiy i t resu l ts i n high costs, and i t s repercussions spread 

through the economy in d i f f e r en t ways, reducing the rea l income o f 

consumers, cramping the grovrth p o s s i b i l i t i e s o f other sectors that use 

the products of the former groups as inputs, and l im i t ing export 

opportunit ies. 

The c r i t i c i sm l e v e l l e d against import substitution should not be 

taken to imply a general ized disparagement o f the v a l i d i t y o f that method 

o f achieving industr ia l development at the time vdien i t was applied and 

i n the circumstances then preva i l ing » An appraisal aiming at that sort 

o f h i s t o r i c a l evaluation would probably bring to l i g h t certain negat ive 

fac tors that have had an adverse inf luence on the structure o f industr ia l 

production der iv ing from t a r i f f protect ion. They would include, in 

par t i cu lar , the non-se lect ive character o f protect ion is t measures, or 

i f they were s e l e c t i v e , the vinsuitable c r i t e r i a appl ied, or the 

excess ive ly h i ^ barr iers set up, or the f ac t that import r e s t r i c t i on 

measures were mainly or en t i r e l y subordinated to balance-of-payments 

ob j ec t i v es , regardless - or almost regardless — o f the internal structiu'e 

o f production that was thus being established. For the time being, however, 

the aim i s not to undertake a c r i t i c a l evaluation o f past develoixaents, 

f o r virLch pxirpose the d i f f e r o i t circumstances o f the indiv idual countries 

would have to be taken into account, but to point out what i s needed 

i n present condit ions. The structure of production i s now widely 

d i v e r s i f i e d , and i n many countries òf the r e g i o n ^ addit ional import 

substitution p o s s i b i l i t i e s are l a r g e l y confined to highly cap i ta l -

intens ive l ines o f production involv ing complex technology. Given 

I t imist be borne i n mind, o f course, that eodsting conditions 
d i f f e r widely from one cotmtry to another. The conments formulated 
here r e l a t e pr imar i ly to those Latin American countries where 
industr ia l development hás made most progress, 

/th is s i tuat ion. 



E/CN.1?/Ô30 
Page 69 

th is s i tuat ion, industr ia l development based on substitution and the 

somewhat rough-and-ready methods adapted by import substitution po l i cy 

should g ive way to po l i c i e s ^ d instruments o f a d i f f e r e n t type, more 

dependent on the operation, o f the market and more c lose ly integrated 

vdth an o v e r - a l l po l i cy designed to promote e f f i c i ency arid technical 

progress throughout the whole economy. 

In th is process o f reor ientat ion, an essent ia l step w i l l be to 

make industr ia l developmait increasingly independent of baiance-of-

payments problems and, above a l l , o f quant i tat ive , exchange and t a r i f f 

res t r i c t ions on imports manipulated in re la t ion to external payments 

problems. Hie f a c t that i n most o f the Latin American countries industr ia l 

development has been subordinated to changing requirements i n respect 

o f external payments controls i s l a r g e l y responsible f o r many o f the 

handicaps by which the structure o f industr ia l ptoduction i n the region 

i s a f f ec ted today. In tlti.s context, su f f i c e i t to mention three major 

d i f f i c u l t i e s . 

In the f i r s t place, the s c ^ e of the protect ion a f forded tòrou^ 

import controls has o f t en been out o f proportion to what was r e a l l y needed 

to o f f s e t i n i t i a l disadvantages, deriv ing e i ther from inadequate scales 

o f production or from lack o f technical and administrative experience. 

As the protec t ion is t barr iers were established with an eye to balance-

of-payments problem^, they were set so high as to pre-empt markets 

and thus create situations that were unfavouíáble to competition and 

to the constant improvement. o f manufacturing methods and processes. 

Secondly, f o r the same reason - the predominance o f externa l 

payments considerations i n the managemait o f import controls— there 

has beeri a tendency to extend protect ion indiscr iminately t o a very 

wide range o f productive a c t i v i t i e s or even to a l l branches o f production, 

which has mi l i t a ted against spec ia l i zat ion and the channelling, o f 

investment in teims o f conçjarative advantages. Even wh«i s e l e c t i v e 

c r i t e r i a have been applied in re la t i on to import contro ls , they , 

have as a ru le been based on soc ia l considerations, the idea .being to 

r e s t r i c t external purchases of "luxury^ aarticles and encourage imports 

/of "essent ia l " 
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o f " e s s a i t i a l " items, ..siich. as raw materials â í í d " g o d d s » , ' . ^ 8 . . 

has helped to d i s t o r t the struotáarè- j a^üc t i õn , ' |^y içg- i t a bias 

towai^s the manvifacture of norif-esseri'tlat'^ consumer ^4ê>';:and holding 

back the sectors, o f key importance f o r dèvèlopneht, such as sVééíÂ^ 

making, the chemical and petrochemical industiriés, and the manufacture 

o f industr ia l machinery and equipment, Ihus the soc ia l ob jec t i ves 

v isua l i zed ( a l t h o u ^ as subsidiary aims) i n the po l i cy of contro l l ing 

imports f o r balance-of-paytnents purposes have not been attained, 

since powerful incent ives have been provided f o r the estatiishment 

of domestic consvaner goods industries with over-emphasis on "luxury" 

items J and at the same time, f laws and d i secp i l ib r ia have been bu i l t 

into the struct la's o f production which are s t i l l adversely a f f e c t i ng 

the prospects of accelerat ing industr ia l development i n the region» 

Admittedly, to draw a d i v id ing- l ine between what i s and what . 

i s not " essent ia i " i s a de l i ca t e matter, pairticularly from the 

standpoint o f the composition o f pa?oduction« Many of the dtirable 

consumer goods tha1^ are regarded as "luxury" i tons - cars, f o r , .. 

example « do o r do not f a l l into thàt category according to the r, 

circumstances i n váiich t h ^ are used. Moreover, the industries 

that piroduce them, besides being concerned in the manufacture o f other, .. 

products which are essent ia l cap i ta l goods - l o r r i e s , t rac tors , 

stationary engines, e tç » - const i tute markets f o r industr ia l raw 

materials and intermediate products ( s t e e l and other metals, cast ings, 

forg ings , parts o f a l l types , e t c . ) which are used indiscr iminately 

in the manufacttire o f both luxury and ron-luxury consumer goods 

and o f cap i ta l goods, and general ly c a l l f o r scales o f production 

so that aggregate demandyfor a l l f in ished products of any kind i s 

barely enough to sustain.then. Neverti ieless, despite the reservation , 

imp l i c i t i n these con^derat ions , the d is tor t ing inf luence of Import . 

control c r i t e r i a on.th^ structure o f industr ia l production in Latin 

America 

i s beyond a l l question» I t i s evidenced, f o r instance, i n 

the f a c t that Latin America s t i l l e f f e c t s large-sca le imports o f 

items f o r the production o f which the reg ion"c lear ly possesses potent ia l 
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comparative advantages, e i ther in the shape of the natural resourceB 

on viiich the corresponding manufactures are based ( i n the case o f s tee l , 

aluminiim, pulp and paper, and majiy básic chemical products, both 

organic and inorganic) or by v i r tue o f other maniifacturing characterist ics 

and the natural or acquired aptitudes to be found in many of the Latin 

toerican countries ( in the case of wood prõduct6> machinery and 

equipm^t, e t c . ) , 

Ih i rd ly , another ^ é a t drawback to industr ia l izat ion o^a ined 

as a by-product of measures to s t ab i l i z e the balance, of, paren ts i s 

the dissociation o f the process fj^om industrial progranming. Either 

there i s no such thing as systematic programming - f o r the very 

understandable reason that i t s introduction i s not worth while, since 

the promotion instruments used' are manipulated at the l e v e l or as 

a function of external payments problems - or where i t does ex i s t , i t 

i s ine f f ec tua l and academic, f o r want of instruments of act ion. This 

divorce between industr ial development and programming i s a part icular ly 

unfavourable fac tor f o r obvious reasons, only one .of which w i l l be 

singled out heret i n increasingly complex modem economies, l i k e those 

of many Latin American countries today, industrial a c t i v i t i e s are 

characterized by their close interdependence and- selfy.çyistained 

growth, lhe ins ta l la t ion of certain industries i s a. sine,qua non 

f o r the establishment of others liAiich use their products as inputs, 

i f the course followed i s not to be that of undertaking so le ly 

f inished manufactures, ent i re l y dependent upon imports f o r the raw 

materials and machinery required. Conversely, the expansion of certain 

branches of industry manufacturing f inished products may be an essential 

requis i te f o r the formation o f a market f o r a spec i f i c raw material 

(pulp, steely alimdnium, e t c . ) or interm^iiate product ( forg ings , 

miscellaneous send-finished metal~transforming psroducts, chsnical 

products, e t c . ) compatible with minimum economic scales of production 

in the a c t i v i t i e s concerned, Bi is consideration i s a l l the more 

important in practice, inasmuch as i t i s i n fac t in these "basic" 

manufactures that the rat ios between economic scales of production and the 

dcittestic markets o f the Latin American countries are least, sat is factory . 
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Hèncé i t i s c lear that industr ia l development progannming 

normally has an important r o l e to p lay, as a .supplement to the operation 

o f market forcea , in the establishment o f integrated and properly 

balanced industadal st i^ctures, th rou^ the adoption o f se l ec t i ve 

c r i t e r i a which i n each case w i l l ensure that new industr ies are 

established i n the most appropriate o r d e r I f the prcanotion of 

industr ia l a c t i v i t i e s depends primarily upon the in^scr iminate 

protect ion result ing from balance-of-iaymeivts s tab i l i za t i on po l i cy , 
•I.-., .,, ' ' . •• 

determined by c r i t e r i a which are necessari ly a l i en to th'e guiding 

pr inc ip iés of^, industr ia l development, industr ia l programming i s 

deprived o f the opportunity to f u l f i l i t s purpose, ^ d i s reduc»i to 

l i t t l e mofé than a decorative appendage to national administrative 

structiupès, with no power to prevent the establishment of iUr-balanced 

structures' o f industry. 

As v d l l be shown i n more d e t a i l i n a l a t e r chapter, the 

reor ientat ion o f economic po l i c i e s ca l l ed f o r in t h i s case i s a complex 

task, and'has a bearing on a great many aspects o f o v e r - a l l economic 

po l i c y ; In par t , i t would en ta i l an endeavour to solve external 

paymehts problems jarimarily b̂ r measures i n depth c l ose l y l inked to 

moriétaiy po l i cy , and as l i t t l e as possible, t h r ou^ the prolonged 

''"•br Verinanent appl icat ion o f extremely stringent ^ i » r t contro ls . 

The attainment o f such an ob jec t i ve of course depends upon the 

concurrent adoption o f e f f e c t i v e measures to s tahd^ze the currency, 

i n view o f the intimate re la t ion between ixifíLationary pressures and 

external payments problems. 

This change o f d i rec t ion áioxild be accomp^ied, i n the f i r s t 

p lace, by a rad i ca l rev is ion o f the customs t a r i f f , vàich should be 

reinstàted as an instrument so l e l y o r mainly f o r the protection of 

industry, to be applied i n confonnity with the ob jec t i ves and orders 

^ I t has been suggested that programming as a supplement to market 
- ' f o rces may assume even greater importance at the l e v e l o f Latin 

America as a whole, i p connexion' with the r e l a t i v e l y l e ss developed 
' countries and the economio integrat ion o f the region, than purely i n 

the context of the i n d i v i d u é Lçitin American countries, which i s 
the approach pqr4p\js^ly adopted here» 
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of priority resulting from industrial progranming. Secondly, much 
more frequent and effective use should be made of industrial promotion 
instruments viiose application has only recently begun to spread in 
Latin America: inter alia improved and diversified industrial credit 
facilities, tax exemptions, and the establishment of public utilities • 
or infrastructure in close relation to private investment projects* 
It is true that these promotion instruments have been in use for some 
time in many Latin American countries. The point to be stressed here, 
however, is that the use made of them has been inadequate and 
relatively ineffectual, precisely for want of links - in practice 
impossible to forge, in the existing circumstances ~ with import 
substitution machineiy vtó-ch is based on foreign trade controls 
and in many cases produces results that run counter to the aims of 
industrial prograsming. Meanwhile, in other instances, the 
superimposition of one method of promotion on another - direct 
promotion on top of protectionism - on behalf of one and the same 
activity gives rise to pre-empting of markets and to capital subsidies 
that represent transfers of resources probably far in excess of 
what is needed to produce the intended promotional effect. 

In a later chapter, consideration will be given to the instruments 
of promotional policy that should increasingly take the place of 
import controls as the mainspring of industrial development in the 
coming decade. 

/3« Econcanic 
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3, Ecctnomic use of capital and acceleration of development 

Another important aspect of the ; requisite reorientation of industrial 
development in Latin America relates to the economic use of capital, which 
is adversely affected by specific policies and by. a ntmber of pi^ctices 
adopted particularly in connexion with the development of the more 
capital-intensive indiostjaes, such as steel-making, the chemical industries, 
pulp and paper manufactures, non-ferrous metal worldng, etc. 

The first problem to be discussed is that of economic plant sizes, 
the magnitude of the economies of scale obtained in establishments 
approximating to the sizes in question, and the inadequacy of domestic 
markets in relation to such reqtdrements. The sectoral analyses which 
complete the present study, together with the paragraphs in chapter I that 
deal with the various aspects of the technology problem, fully illustrates 
the point, and provide a basis for approximate quantification of the 
economies of scale that are lost because of the separation between the 
Individual country markets for some major sectors of industry» The economic 
integration of Latin Merica is the appropriate instrument for steadiiy 
expanding scales of production and reducing the gap between the usml 
sizes of plants in Latin America and of those serving the external markets 
in which Latin American industry vxill be having to compete - it is to be 
hoped - in the near future» This topic will be analysed in the following 
chapter, which is concerned with the problems of regional economic 
integration and of access to world markets, 

A question which in a way should come first, however, and which,is 
perhaps of greater practical importance for the short and medium term, 
relates to the tendency for capital to be inefficiently utilized as the 
result of plant sizes below the economic minimum and, what is more, smaller 
than would be warranted by the corresponding domestic markets: in other 
words, the tendency not to take due advantage of all opportunities of 
making the industrial plants established as large as possible, id-thin the 
limits set by existing volumes of apparent consunçttion. As long as countries 
fail to avail themselves of the chances that their own markets afford them 
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of saving on investment and production costs ty maniifacturing on larger 
scales, how can the expansion of those same markets on a mialtinational 
basis be seriously considered as a practical proposition? 

It is relatively common, where "basic" industries are concerned, 
to find that two or three plants are sharing a domestic market so small 
that in its entirety it would be barely sufficient on its own - or indeed 
totally insufficient - to sustain a single plant of moderately economic 
dimensions» The resulting diseconomies of scale represent a considerable 
waste of capital. 

The following are three cases in point. In one of the Latin American 
countries there are two aluminium plants in operation, v/ith an approximate 
annual capacity of 20,000 tons of metallic aluminium each, and a third, 
with an annual capacity of 25,000 tons, is under construction» The 
aggregate sum invested in the buildings and equipment (excluding social 
projects, infrastructure, etc.) of these three integrated plants (they 
also produce their oim alumina) may be estimated, on the basis of technical 
coefficients talien from an ECLA publication, at 114 million dollars, or 
1,750 dollars per ton of capacity. If the aggregate capacity of all 
three - 65^000 tons - were installed in a single plant, the investment 
that would be required may be estimated at some 83 million dollars 
(about 1,270 dollars per ton),. In other words, a saving of 31 million 
dollars could be effected, i.e., nearly 30 per cent of the present estimated 
investment in the three plants. In actual fact, the saving of capital 
would probably be much greater, since for each of these plants substantial 
sums have to be invested in infrastructure projects (roads, water supply, 
power, etc.) which are not tmken into account in the foregoing estimate. 
Furthermore, the construction of a single plant,with a capacity of 
65^000 tons would be far from esdiausting the possibilities of achieving 
economies of scale in this line of production. One of its characteristics 
is the rapid decrease in unit investment up to a good deal more than 
100,000 tons, which is thè usual capacity of plants serving world markets. 

The second example relates to steel-making. Two steel mills,were 
built %t the same time, each with an initial capacity of about 500,000 tons 
of steel ingots, to be expanded later to 2 million tons. The aggregate 
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investment represented by these two integrated plants certa±nly exceeds 
600 million dollars, whereas the investment required for a single plant 
with twice the above-mentioned initial capacity would probably be little 
over half that sum. It is true that the initial investjoent figures for 
the two mills are inflated by over-sizing of a great deal of auxiliary 
plants because of the subsequent eaqs'ansion projected, and that the inves-taient 
per ton required for expansion purposes will be correspondingly lower. 
But this is no reason why the practice of over-sizing the plant which 
the initial investment is placed, which is current in the iron and steel 
industry, co\ild not have been applied in the construction of one mill with 
an initial capacity of 1 million tons of ingots, while construction of 
the second could have been deferred, to a later date, in accordance with ; 
the g^wth of the market. The saviiig of capital d\iring the period in which, 
as matters stand, the two plants are operating below the minimvim economic 
level of capacity (about 1 million tons, since both mills manufacture 
flat rolled products) would have been considerable, 

; Lastly, a third example is afforded the chemical industry. In 
one of the countries of the region three eti^lene plants are in operation, 
using as raw material propane in some cases, and napiitha in others., The • 
total amount invested in these three plants, whose aggregate produçtion ^ 
capacity is about 35>500 tons (although their real output is less), was 
approximately 12 millioti dollars. The investment needed for a single 
plant with the same total production capacity would not be more than 
about 6 to 8 million dollars, i,e. (as in the foregoing example taken from 
the steel industry) little over half the sum Invested in the existing 
split-up industry. 

.Vihat circtamstances or what policies are responsible for capital-^ 
wasting practices such as those illustrated above, which ar^ current 
throughout the whole of Latin America? The causes differ, of course, from 
one country and from one br^ch of industry to another. 

One of the contributing factors is the attitude of the authorities -
to the existence of several alternative projects for starting the same 
line of manufacturing. They âre prone to consider that the decision to 
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approve all these projects at once will be in the country's best interests, 
since it will supposedly result in the eiq^ansion of the total volume of 
capital fomation. This view disregards, in the first place, the inevitable 
reduction of scales of production in each project, and, secondly, the 
illusory nature of the increase in investment at the level of the over-all 
econongr. The blame may largely be laid on the lack of official advisoiy 
agencies qualified to make a satisfactory technical and economic e-^^uation 
of major projects^ and also, in some instances, on the limited pplitical 
and administrative importance of such agencies, where they exist, in the 
bureaucratic hierarchy of the country concerned. 

Inefficient use of capital may also be partly imputable to the 
competition between international consortia to establish production facilities 
in countries that were formerly importers of the items t h ^ manufacture, 
and the leaning towards overasimplification that inclines national 
authorities to divide up the market arithmetically among the various 
would-be investors. They supplement this procedxare, of coiirse, by setting 
up protective tariff banriers in inverse proportion to the resulting 
scales of production, again mder the illusory impression that they are 
helping to swell the volume of investment in "basic" industries, regardless 
of such essential aspects of the problem às scales of production, investment 
per ton of capacity and production costs,• 

The same attitude is often adopted by the central government in face 
of internal pressures in the interests of particular areas. In the 
Latin America of today, the preservation of the balance of development 
as between internal regions has become one of the prime concerns of national 
policy. As a result, a serious problem, is arising in connexion with the 
location of basic industries, in view of the increasing subordination of 
considerations of efficiency and costs to motives of regional interest. 
The strong political pressure by which regional demands are often backed 
makes it difficult for the central authorities to adopt decisions which 
will imply selection of optimum locations and scales of production. Such 
situations are common to almost all the Latin American countries, and 
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affect a wide range of undertakings, from the installation of petroleum 
refineriès to the establishment of iron and steel,'petrochemical and 

3/ 
even urotor-vehicle industries,®' . , • . . • 

A ccmplemientaiy problem is the extremely long time that m a jor 
projects take to mature; apart from other dravrbacks> this means-that 
considerable amounts of capital are tied up for inconveniently lengtiy . 
periods,-^ Among the various determinants of this state of affairs is 
the failure of governments to give clearly-defined indications of the 
technical, financial and locational characteristics they wotild like the 
projects to embody. As a result, the necessary guiding principles are 
established in makeshift fashion in response to pressures and countea^-
pressures on the part of the various interested groups, and the less 
well-éqüippéd the government to formulate directives or at least to arbitrate 
between the potential investors, the longer this process goes on» The 
investors-in question are not always.private consortia or foreign enterprises; 
they sometimes include autonomous or semi-autonomous State institutions, 
whose interests or views are not always identical with those of the central 
authorities. To make matters worse, especially as far as the centr^ . 
gdvemment'S difficulty in playing the role of arbiter is concerned, the 
official agencies î áiose function it shotild be to advise on fin^ policy 
decisions have had little or no technical training for the task. This 
weakness on the part of the institutions that should evaluate from the 
technical and economic standpoints, in adequate depth and detail, the 
different characteristics and economic repercussions of alternative. 

^ teiition might also be made of other factors - many of them social; 
• and institutional in character - which make for inefficient use of 

capital and are linked to the difficulties in the way of running an 
industry on the basis of more than one shift in Latin America. 

y In many cases, too, a corollary of the parotracted maturation period 
: of major projects is the length of time it takes to obtain a marketable 

product in the early stages of industriai opéràtion. But here factors 
of a different kind come into play>: analysis of which is outside 
the scope of the present stucfy, 

^ 
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investment projects, will very probably be aggravated in the fixture, not 
only because of the increasing technical coijiplexity of the modem 
industries that will have to be established, but also on acco\mt of the 
rapid rise in the number of large-scale projects that will have to be 
handled every year, throijghout the region, in consequence of the prospective 
growth of the main sectors of industry. 

The conclusions to be drawn from the foregoing considerations, from 
the standpoint of a possible reorientation of Latin America's 
industrialization process in the colarse of the next development decade, 
relate to the introduction of basic changes both in policies for the 
major sectors of industry and in the institutions that lay down guidelines 
for investment policy, and will be more explicitly set forth in a later 
chapter, 

4, Use of manpower and alternative techniques 

A salient feature of industrial development in Latin Auierica has 
been the persistence of considerable margins of iinemployment, even in 
cases where a good deal of effort has been devoted to industrial promotion 
and the establishment of new manufacturing activities. This persistent 
and in maî r cases rising rate of unemploymoit has aroused widespread 
concern as to the.manpower absorption capacity of the industries that are 
growing up in the region, and has prompted investigation of its root 
causes. They may lie in the changes in the inter-sectoral structure of 
the econony that accompai:^ developoient, in the proportions of the factors 
of production that characterize modem production techniques, or in 
both factors at once. Structural changes are represented mainly by the 

• decline of the agricultviral sector's share in the product and in employment 
of labour, and by the reduction of the volume of manpower employed in 
agricultural activities as a result of the improvement in agricultural 
productivity. The production techniques available for application in the 
manufacturing sector reflect the proportions in which the factors of 
production are to be found in developed comtries, where such techniques 
have their origin, and therefore, bĵ  increasing the capital and reducing 

<* the labour required per unit of product, add yet more surplus manpower to 
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the labovir force released by the mechanization of agriciilture, A vicioiis 
circle is thus created in Latin America's development:process, since 
endeavo\irs to modernize agrictilture and to. introduce the most up-to-date 
techniques in secondary activities will increase the aggregate product 
only at the cost of increasing "structural" unemployment^ , 

Some aspects of this problem must be more carefully considered, at 
least from ihe angle of industrial development. 

The manpower absorption capacity of an economy is a function of 
two maiii variables; the over-all growth rate of the product, ajid the 
proportions of the factors of production that are characteristic of 
"efficient techniques", if the grov/th rate of the product is too slow 
in relation to a given rate of.population growth, there is bound to.be a 
certain amount of unemployment, which will be the more considerable, thç 
more capital-intensive the prevailing production techniques. Obviously) 
if the rate of increase of the economically active population - very high 
to begin with - is rising still further, the growth rate of the product 
must keep pace with it closely enough to guarantee full employment; and , 
that grovrbh rate depends primarily upon the rate of capital formation, and, 
in addition, upon the efficiency with which capital is utilized, i.e., on 
the product-capital ratio, 

Latin America's situation In this connexion is by no means favoiarable, 
in view of the population explosion and the slackening of the growth rate 
of the product. The latter in its.turn reflects both external-sector 
difficulties (adverse trends in the capacity to import and lanfavourable 
movements of capital), and deficiencies in capital formation, not only , 
from the standpoint of the proportion of the product saved and invested, 
but in respect of the efficiency with which the investment concerned is 
distributed and utilized throughout the economy. 

tiJhat are the specifically industrial factors contributing to this 
state of affairs? To take first the question of dèfióiént capital 
formation, the deteiminants clearly include the low level of capital 
formation in industrial enterprises themselves - or in other words, as 
noted elsewhere in the present report, the inadequate degree of self-financing 
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in most branches of industry - and the relatively low rates of retiim . 
which are prevalent, despite high tariff protection, in many industries, 
especially the most capital-intensive^ These negative factors reflect 
the instability that still characterizes industrial and entrepreneurial 
structiH-es in practically all the Latin American countries; moreover, 
their impact is reinforced by the fact that machinery for tapping savings, 
such as capital markets, for instance, is so shaky that it might as well 
not exist, and, as a insult, capital formation in the entrepreneurial 
sector is hindered and reduced. 

Secondly, the groirth rate of the product is also weakened by the. 
decline of the product-capital ratio in many branches of industry, and, 
once again, particularly in the more highly capital-intensive. Of the 
different circumstances that help to account for inefficient use of 
capital - defective formulation or execution of major projects, anti-
economic scales of production, or lack of complementarity between private 
investment and public investment in infrastructure - some have already 
been mentioned in the present chapterj and they are discussed in depth 
in the sectoral analyses that substantiate this report. All of tbem have 
a depressive impact on the product-capital ratio. In other words, the 
obstacles and stumbling-blocks crowding in the way of major projects 
(mainly connected with steel-making and the non-ferrous metals and chemical 
industries), and determining disproportionate investment requirements per 
unit of product, constitute a key factor in the reduction of the economy's 
growth potential, and thus do much to undermine - the manpower absorption 
capacity of the production system. 

If this diagnosis is accurate, there can be no doubt as to the 
general direction that remedial measures should foUovj, Increasing 
demographic pressures, and the likelihood that the influence of the external 
sector will continue to be unfavourable in the predictable future, caH 
for a drive to maximize the growth rate of the product through more 
vigorous mobilization of internal investment resources and progressively 
greater efficiency in the use of the region's meagre supply of capital. 
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This improvement in efficiency should take place in two directions. The 
distribution of capital throughout the econongr should be brought into line 
with comparative advantages and the position.in respect of competition 
at the world level; and more efficient structures of production should 
be established, designed to curb the downward trend and then raise the 
level of the product-capital ratio. The first of these two reqxiisites 
- an allocation of resources more consonant with comparative advantages - . 
presupposes increased reference to market prices as pointers to investment, 
together vdth elimination of the distortions affecting price systems. The 
second implies the indispensability of much more definite and precise 
policies and administrative procedures for the selection and channelling 
of investment in major projects: policies and procedures far more indepençlent 
of local considerations that have nothing to do Tidth development strategy, 
and far more closely linked to consistent and effective progracaning for 
the economy in general and for industry in particular. 

The foregoing remarks rest on the assumption that the programming 
and execution of investjiient projects will be based on adopti.on of the 
"efficient" production techniques available in the countries viiich are 
the forcing-houses of technology. Is it to be inferred that the Latin 
American economies can expect no help in solving their employment problems 
from a modem technology %ihich is evolving on capital-intensive lines? 
Does the "state of technique" offer them no alternative opticus? Is there 
absolutely no possibility of a technological development process that will 
be autonomous in the sense of being conditioned by determinants (siiarket 
sizes, relative prices of factors of production, differential characteristics, 
of locally available raw materials and productive resources) which exist 
in the economic and industrial life of Latin America and not in that of 
the highly industrialized coxmtries? 

Each of these questions must be briefly considered. 
In the first place, it is true that in most cases the evolutioçi 

of modem technology is characterized by production techniques friiich, in 
relative terms, require more and more capital and less and less manpower 1 • • 
per unit of product. The findings of the studies on specific branches of 
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industry testify to the fact. How far this trend is determined by-
scientific and technical factors, irrespective'^of the economic interests 
of the comtries in which basic and applied research is conducted, or 
by the growing disparity between tjie prices of capital and laboiir, which 
acts as an inducment to replace the latter factor of production by the 
former, is still a moot question. But in either case the result is the 
same: the production processes incorporated in modem techniques are 
becoming increasingly capital-intensive. 

Although these techniques require more capital and absorb less 
manpower, developing comtries such as those of Latin America are virtually 
compelled to adopt because they are generally more "efficient" in the 
economic sense of the term: that is, they increase the amomt of product 
obtainable per unit of any factor of production applied, including the 
one that is in short supply in developing countries - capital. Consequently, 
although technological progress in the developed "countries is motivated 
by the desire to economize labour, the fact that as a rule the new 
techniques also permit a saving of capital makes them attractive to 
developing countries, which thus find themselves faced with an unemplojmient 
problem in so far as the rate of economic development is too slow in 
relation to the prevailing "state of technique"» 

In other v/ords, for the Latin American countries the substitution 
of labour for capital with a view to raising the level of employment . 
would mean the sacrifice of a va3:ying proportion of the product j i.e., it 
would be possible only through the adoption of less "efficient" production 
techniques» This is the crux of the technology problem for.developing 
countries. Owing to the nature of the techniques available, and the 
direction in which modem technology is forging ahead increasingly fast, 
the steady assimilation of new techniques, upon which the modernization 
of backward economies, depends, will be compatible líith the employment of 
large proportions of the working-age population only if the rates of growth 
of the gross product are so high as to be quite out of line with Latin 
America's development process in the past, 
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The second question in the foregoing list, relating to the existence 
of alternative technological options, calls for more thorough investigation 
of the subject» The assertion that the "state of technique" is characterized 
by rigidity is a mere generalization, masking the differences between 
individual situations in different branches of industry. 

The availability of technological alternatives - that is,, the possibility 
of adjusting the degree of capital-intensiveness to the illative shortage 
of the factors of production - is negligible for all practical purposes 
in activities in viiieh continuous transforming processes are applied, such 
as the chemical industries, steel-making, and the non-ferrous metal 
transforming industries» In some of these activities technology has 
developed at lightning speed.in recent years,, and,the new techniques 
emerging represent substantial saving of. manpower, increasingly large 
minimoan economic scales of production, and the tjrlng-up of more and more 
capital per unit of product,^ The "alternatives", in the case of such 
industries, are not contonporary and equally efficient techniques, Thçy 
represent earlier stages in the evolution of technology, characterized, 
admittedly, by greater use of labour, but at the same time, in t he sectors 
where techniques have developed most rapidly, involving a considerable 
loss of product per unit of capital, Th\s, the adaptation of technology 
to the conditions of the environment would entail the adoption of old-fashioned 
and less productive techniques, which, moreover, in many cases are also 
inferior to the more advanced processes from the standpoint of the qviality 
of the goods produced. 

The situation is different, and somewhat more favourable, for 
activities such as thè metal-transforming^ textile and other consumer goods 
industries, in which a wider assortment of equipment is used, the degree 
of specialization varies, and, in many instances, the pace of technological 
progress is slower. The choice of machine-tools for performing a given 
steel-transforming operation or making a given product of the 

^ Detailed information on these points will be foxind in. the sectoral 
analyses (of the iron and steel, chemical and pulp and paper 
industries) supporting the present preliminary stucfy, 
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metal-transforming industry affords a fair ntanber of options both as 
regards the degree of automation and of specialization (as against 
universality) of the equipment, and in respect of other technical 
characteristics, dependent upon length of production series, workshop 
lay-out and relative prices of capital and labour. On the basis of a 
proper economic calculation, it is possible to select production techniques 
and equipment which, while still representing the most productive solution 
in relation to the factor in short supply, permit the xise of a larger 
proportion of labour and a smaller proportion of capital. The range of 
economically sound technological alternatives thus available varies in 
accordance with the characteristics of the industiy and the industrial 
milieu in which it is located. As a rule, the selection of production 
techniques and equipment for the industries under discussion is 
unsatisfactory in Latin Merica for several reason?. There is a want 
of technical know-how in entrepreneurial circles; the requisites for 
proper economic estimates are often lacking; and the existence of factors 
that distort the relative prices of labour and capital is conducive to 
the choice of Tjnsuitable techniques (this last point will be discussed 
later). 

It would be unreasonable to suppose that this type of distortion 
of entrepreneurial decisions coiild account to any large exteiit for the 
volume of lanemployment or for , the inadequate manpower absorption capacity 
of manufacturing industry, in the Latin American countries. At best, the 
margin of substitution of laboiir for capital, even if the various 
distortions and other obstacles to appropriate decisions were removed 
woiild probably never be large enough to weight the scales appreciably 

,4, in favour of a full employment policy. On the other hand, the adoption 
of "economic" decisions would do much to improve rates of return in the 
branches of industiy mentioned; and that certainly woxald make an indirect 
contribution to solving the employment problem, through the improvement 
of capital formation at the level of the enterprise (and therefore in 
the economy), and" the raising of the product-capital ratio in some 
branches of industry (and ultimately in the econongr as a whole). Thus, 
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by helping to speed up the rate of development of the manufacttaring sector 
and of the econonçr at large, the selection of more suitable production 
techniques would do something to alleviate the region's employment 
problems. 

Another factor of great practical significance to be considered in 
this context is the impact of the industrial promotion policies and procedures 
applied in most of the Latin American countries. In relation to the 
channelling of investment and the selection of production techniques and 
equipment, they constitute a powerfxal economic incentive to the use of 
capital, with the correlative discoixragement of increased use of ¿.c-bour» 
In recent years, industrial policy in Latin America has been based to a 
growing extent on the granting of tax exemptions and investment subsidies, 
which in practice give the calculation of rates of return a bias in 
favour of alternatives representing higher levels of capital formation» 
Other measures, such as tariff exemptions for imports of capital goods, 
lead to the same result. Lastly, in so far as the market prices of the 
factors of production diverge from the corresponding "break-even" prices, 
a similar influence is exerted by the procedures responsible for this 
distortion. Cases in point are the practices of charging relatively low 
rates of interest on industrial credits (besides pegging doi-m the amounts 
repayable to the original figure, in environments where inflation 
prevails), and setting the same wage levels for all the different internal 
regions of a country, regardless of their stage of development and the 
productive resources with which they are endowed. 

All these factors alike make for the establishment of structures 
of production that restrict employment opportunities and encourage 
over-investment. 

Consideration must therefore be given to the question of "autonomous" 
technological development, achieved basically in the Latin American 
countries themselves, and thei^efore independently of the determinants in 
force in the industrialized regions of the world, which are out,of line 
viith the requirements of the Latin American economies. Clearly, vdiat is 
of concern here is not the desirability of this type of development, which 
may be taken for granted, but its viability, in the conditions prevailing 
in the world of today» 
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E/GN .12/030 
Page 87 

No-one who is acquainted with the structiiral weakness of scientific 
and applied research in Latin America, its traditional lack of contact with 
industrial circles (even in the countries where most progress has been made 
in this respect), and official heedlessness of the role of research in 
national developnent in all the Latin American countries, can regard the 
prospect of such "autonongr" - whether complete or at least partial, or 
confined to certain branches of pure or applied science - as anything but a 
Utopian dream. Its impracticability is enhanced by the world picture in 
respect of the trading of technology. Technological dependence is not 
confined to the developing countries, but is typical first e.nd foremost of 
the developed countries themselves. The exchange of information on technology 
tiiat they keep up -with cne another is incomparably more intensive than their 
contacts in this field with the under-developed world, and, in addition, their 
interdependence extends to all the industrialized countries without exception. 
Not one of them stands out as the undisputed hub or fulcrimi of the world 
technological ^stem. 

The balance of payments \inder the head of transfer of technology 
confirms that all the industrialized countries, including the United States, 
are heavily dependent upon imports of technical know-how. Even a country so 
highly industrialized and v/ith so noteworthy a tradition of technological 
inventiveness as the Federal Republic of Germany shows only a slight surplus 
on its balance of income and expenditure in respect of technology* 

Corroborative evidence, moreover, is afforded ty the absence of any 
high-level positive correlation between the proportion of the gross product 
absorbed by public and private expenditure on technological research and the 
rate of expansion of the gross domestic product. The United Kingdom and the 
United States, which are the two countries whose proportion of research 
expenditure is highest, are precisely those whose growth rate has been most 
moderate since the Second World War; whereas France, Italy and Japan, which 
have developed appreciably faster, earmark much smaller proportions of their 
domestic product for pure and applied research, largely basing their 
industrial development on imported technical know-how and the reproduction of 
established technologies, 

A two-fold conclusion may perhaps be drawn in this connexion. A 
considerable degree of dependence is inevitable, and is not intrinsically 
an obstacle to the attainment of higher rates of development than 
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Latin America has. achieved in the recent past, but the efficacy of this 
dependence is influenced, probably decisively, by whether the region has 
or has not a relatively high level of technological reseaitçh of its own, 
directed specifically towards facilitating the adaptation of production 
techniques and processes to local conditions. It is the non-existence of 
this "middle way" of technological research in Latin America that intensifies 
the negative aspects of dependence and vitiates its positive features, 
saddling it with the fallacious reputation of a hindrance to the.acceleration 
of Latin America's industrial development. 

To sum up, the following are the views set forth in the successive 
pa.ragraphs of the present sectioni 

(a) Roughly speaking, an economy's manpower absorption capacity is 
determined by the over-all rate' of. development and by the proportions of the 
factors of production used in the application of "efficient" techniques. 
Separate consideration of each of these determ^ants suggests tt^t development 
in the coming decade will probably be more strongly influenced ly the former 
than by the latter. In other words, fr<^ the. standpoint of the orientation 
of economic policy, it is more isçiortant;to try to raise the over-all rate of 
development (growth rate of the product) than to attempt to iiifluenee manpower 
absorption capacity directly, through selection of, more labourirjintensive 
processes and equipment, deliberate promotion of smaiLl-scale industries, etc,-; 

(b) The foregoing conclusion is partly based on the conviction that in 
the world of today the technical alternatives open to industrial policy in 
the.deyelopfjig countries in general, and those of Latin America in particular, 
offer it only a very ILndted field for manoeuvre. Some of the different 
facets of this question have been briefly touched upon; 

(c) The selection of techniques with a view to increased use of- manpower 
- where feasible - seems more potent as an instrument of indirect action, 
through the saving of capital it makes possible, than hy virtue of its 
direct impact through the use of labour-^intensive. processes and equipment» 
Given the seaae rate of capital formation, the selection of gçipropriate 
techniques will enable the econony to .grow faster, through the improvement , 
of the product-capital ratio in several branches of industry»: This appears , 
to be the facet of the problem of alternative techniques and employment 
problem vdiich it is most important to take into,, account in the strategjr for 
the Second Development Decade. , 
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5* Financing of industrial expansion and efficiency and 
producti7Íty of industrial activities 

The obstacles and stumbling-blocks to industrial developnent in 
Latin America which derive from financing problems are many and complex, 
but for the purposes of the present outline diagnosis they may be reduced 
to a few essential questions and sunmed up in an accoxmt of the difficulties 
attendant upon the expansion of "basic industries". 

The growth of those branches of industry which are of key importance 
for the .acceleration of development - production of industrial raw materials 
based on the processing of natural resources, sejni-raanufactures and capital 
goods ~ is generally slowed up by the inadequacy of capital formation in 
the sectors concerned. This handicap is still fxirther aggravated by two 
othe factors. One of these is the difficulty of attracting capital from 
other branches of industry (because of the weakness .or virtual non*^xistence 
of national capital markets) or from .abroad (owing to the inaccessibility 
of the international official capital market). The other consists in the 
existence of obstacles to the absorption.of direct foreign investment (or 
in the recogiition of possible.drawbacks to this solution). 

Hence three major categories of problems can he identified, relating 
to self-"financing in industry, capital markets as a source of long-term 
financing, and the policy pursued with respect to foreign capital. These, 
will now be discussed in turn,, 

To take first thç question of capacity for capital formation in the. 
industrial sectors themselves, its close relation to what is known as the 
"self-financing" of industry must be underlined. 

The judge from the limited background data available, the average 
figures for capitalization of undistributed profits, or self-financing, 
in industry are generally lower in Latin Aiî rica than in the developed 
cotintries, and in all likelihood the disparities are even greater in the 
branches of industry with a broader technological base and a higher rate 
of expansion. Furthermore, the disadvantage at which Latin America is 
placed in this respect is probably more marked than is apparent from the 
figures in question. Factual data (amplified by experience) shows that . 
the sums earmarked for depreciation are extremely small in Latin Am.erica, 
owing to the application of a tax policy which many countries have 
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maintained f o r a long.timQ vrithout atte|i|pting to adjust i t to the preva i l ing 

in f l a t i onary processes* As a result>-^rè..l.arge prcppiftion o f the funds on 

which se l f - f inanc ing should be based have.real ly been raided to make up 

the sho r t f a l l in the depreciation reserve, which means that the reinvestn»nt 

o f p r o f i t s as a source o f f inancing of induSjtrial eaqpansion i s on a s t i l l 

more modest scale in Latin America industry. As an average order o f 

magnitude f o r i n d u s t r i a s a whole, s e l f - f inanc :^g may be said to represent 

from 10 to 20 per cent o f t o t a l . sources o f fUnds in . the Latin American 

countries, as compared with 30 p'er cent in United States industry. 

Since the foregoing f igures are averages f o r industry as a whole, 

in the case o f Latin America they probably mask s ign i f i cant variat ions 

from one branch of industrj^ t o another^ Rates o f return and proportions 

o f se l f - f inanc ing are unich higher in the cvirrent and durable consumer 

goods industries than in those manufacturing industr ia l raw materials 

and cap i ta l goods, Thé sectoral analyses re la t ing t o steel-making and 

the chemical industry r e l i a b l y bear out th i s assert ion. 

One possible way o f o f f s e t t i n g íáie inadequacy o f internal cap i ta l 

formation in given branches o f industry i s to e f f e c t transfers of funds 

from other sectors through the long-term capi ta l market or through the 

negot iat ion o f external loans, What . is Latin America's posit ion in th is 

respect? 

The extent to which the region has ted .recourse to capi ta l markets 

dirainishéü rather than increased in recent years. Persistent i n f l a t i on 

has impeded thè a c t i v i t i e s o f these markets with respect, to the issue 

o f debentures; and the extreme slowness with which the family type o f 

enterprise i s being replaced by modem corporative patterns holds up 

the issue o f stocks and shares in the i r various forms. 

The f i r s t aspect o f the paralysing e f f e c t s o f i n f l a t i o n on the 

long-term cap i ta l markets was mentioned e a r l i e r , and no further. arguments 

need be adduced. A l l that i t i s worth while to stress i s the importance 

of the cap i ta l market as a gear in the machinery o f a market economy, 

f o r the pxirpose o f ensuring the constant d is t r ibut ion o f cap i ta l resources 

throughout the econony at l a rge . I t has a key r o l e to play in the 

rea l locat ion of resources on l ines that w i l l make f o r greater ra t i ona l i t y 

and economic e f f i c i e n c y because se l f - f inanc ing w i l l be confined to 
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cases in •which the expansion o f the enterprise that generated the capi ta l 

i s economically j u s t i f i a b l e . In view of the non-existence of a l ternat ive 

poss i b i l i t i e s f o r the productive use of resources, which at the same , 

time represent a safeguard" against the corroding e f f e c t s of i n f l a t i o n , 

enterprises are o f t en driven to re invest the i r p r o f i t s time a f t e r time 

in the same industr ia l operation, i r respect i ve o f the economic j u s t i f i a b i l i t y 

of th is procedure, A fac tor thus comes into being which in many countries 

( i n part ic i i lar , those in which investment opportimities are less d i v e r s i f i e d ) 

determines the wide margins o f over-investment, o r , a l t e rna t i v e l y , under-

u t i l i z a t i on o f capacity , that are foxind in many branches o f industry. 

Another important issue concerns the inter-re lat ionships between 

the capi ta l market, se l f - f inanc ing and the need to resort t o . f o r e i gn 

investment. Low rate? of return, by reducing se l f - f inanc ing , lead to 

increased dependence on cap i ta l from abroad. But i f there were an act ive 

long-term cap i ta l market, based on gentiine monetary s t a b i l i t y , rates of 

return too low to sustain se l f - f inanc ing would not necessari ly be a 

barr ier to the expansion o f the enterpr ise, since i t would then be able 

to s e l l shares or debenttores on the market. The drawbacks der iv ing from 

excessive dependence on d i rec t fore ign investment in some branches o f 

industry wotild thus be obviated. 

The problem of the family-based structure of raost Latin American 

enterprises - including a high proportion o f the proportion o f the l a rger -

scale mdertakings engaged in branches of manufacturing with a substantial 

content of technology - w i l l be discussed in the foUoviing sect ion. In 

which the Iniplications o f the need to strengthen the l a t i n American 

enterprise are analysed. 

The next step, there fore , i s to devote b r i e f consideration to the 

las t o f the three categories of problems l i s t e d at the beginning o f the 

present sect ion: po l icy with respect to fore ign cap i ta l . 

Long-term loans may f i r s t be discussed, and then d i rec t investment. 

As was shown in the relevant sect ion of the preceding chapter, 

during the nineteen-sixt ies the use of fore ign loans to f inance industr ia l 

development projects accounted f o r a very modest proportion of Latin' 

America's t o t a l borrowing, and has, moreover, fo l lowed a downward trend 
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i n recent years , which v d l l probably continue and even sharpen as the 

resu l t o f cer ta in tendencies that have become apparent o f l a t e * 

One o f these i s a marked tendency to reduce the amount and 

coverage o f external assistance a l l o ca t i ons , which means that i n the 

future i t w i l l become increas ing ly necessary to r esor t to commercial 

o r bank loans instead o f " s o f t " c red i ts f o r the f inancing o f Lat in 

America's indust r ia l development* 

The cost o f commercial loans i s appreciably g rea te r , not only by 

the i r very nature, but a lso because o f the present s i tuat ion o f the 

wor ld ' s c ap i t a l markets. Hence a c ruc ia l question a r i s e s : i s Latin.American 

industry in a pos i t ion to f inance i t s development? In other words, 

w i l l i t s rates o f return be s u f f i c i e n t l y high to de f ray the cost o f the 

cap i t a l i t has to borrow? 

The f a c t o r s that have to be taken in to account are too many and 

too var ied f o r a ca tegor i ca l rep ly to be attempted, but a few considerations 

may be p i t forward. Average rates o f return in industry are probable 

lower in Lat in America than in the more advanced countr ies, although no 

conclusive in fe rence can be drawn from the scrappy data ava i l ab l e on 

the subject . Needless to say, th i s comparison o f averages must not be 

allowed to obscure s i gn i f i c an t d i f f e r ences between the two groups o f 

c o u n t i e s as regards the p r o f i t a b i l i t y o f par t i cu lar branches o f indxistry 

and ind iv idual enterpr ises . Although the o v e r - a l l average may be lower 

i n Lat in America, the pos i t i on i s probably d i f f e r e n t , and i n some cases 

may even be reversed, i n cer ta in branches o r sub-branches o f industry and, 

i n par t i cu la r , i n the case o f enterprises that enjoy vihat i s p r a c t i c a l l y 

a monopoly o f the market. The important point t o remsmber in connexion 

with f inancing, however, i s that Lat in Ametdca has l ess capacity to f inance 

i t s expansion by ploughing back p r o f i t s . Some o f the ava i l ab l e data 

mentioned above show that i n r e l a t i v e terms, and on an average, the proportion 

o f s e l f - f i nanc ing i n industry i s about one-half as great in .La t in America 

as i n the United States and probably a lso in Western Europe, 

This s i tuat ion i s pa r t l y a t t r ibutab le t o the low rates o f p r o f i t 

due in t h e i r turn to the operat ional handicaps tinder which most o f Latin 

America's indus t r ia l sector labours: market condit ions, small scales o f 
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production» unsatisfactory l e v e l s o f e f f i c i ency and product iv i ty ( foi* 

reasons re la t ing both to.technology and to internal organization and 

u t i l i z a t i on o f capac i ty ) , e tc . Despite the protection o f substantial 

t a r i f f barr iers which set the c e i l i n g f o r sales prices very high, the 

pressure o f costs forces p r o f i t s down unt i l enterprises f ind d i f f i c u l t y 

in financing the i r expansion on a basis o f continuity. The s h i f t o f 

emphasis in external asistance from " s o f t " to "hard" loans to which 

Latin America has to look forviard in the coming years should be evaluated 

from the standpoint.of i t s possible implications in re la t i on to the 

situation described. 

Other aspects of the industr ia l f inancing problem, in part icular 

those l inked to d i rec t fore ign investment, w i l l be b r i e f l y discussed in 

the next section of the present chapter, dealing vdth the Latin teorican 

enterprise, 

6. The Latin American enterprise and technical 
modernization requirements 

The strengthening of the Lat in American enterprise must be the 

cornerstone of any organized e f f o r t to speed up the rate of development 

in the countries o f the region. To th is end, a set o f special measures 

which w i l l enable i t to survive and f l our i sh in face o f f o re ign competition 

must be devised and applied with energy and fo res i gh t . To do th is 

e f f e c t i v e l y , without jeopardizing the external cb-operation which Latin 

America cannot dispense with, i s a complex ob jec t i ve , perhaps one o f the 

most d i f f i c u l t to c r y s t a l l i z e in the vAiole body of provisions whereby 

economic po l i cy slrovild seek to imbue the reg ion 's development with f resh 

vigour during the coming decade. For i f measures to strengthen the 

posit ion of the l o ca l entrepreneur were applied on a purely defensive 

basis, the i r e f f e c t would be to i n t ens i f y the i so la t i on of the Latin 

American economies and thus aggravate the problems deriv ing from want of 

the spTir of competition and from the widening technological gap. 

The requirements which the Latin American enterprise w i l l have to 

meet are those dictated by the fo l lowing fac tors : 

( a ) internal and external competitionj 

( b ) technological innovationsj 

( c ) continuing external co-operation in respect of both capita l 
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The a b i l i t y to compete on fore ign markets i s an indispensable 

requ is i t e in so f a r as the changes in the structure of production which 

accompany the advance pf industr ia l i za t ion enable a start to be made on 

exporting manufactures, e i ther to intra-reg ional or to extra-regional , 

markets, but in both cases i n competition with a great many producers. 

And the introduction o f the new processes and products that are the f r u i t 

o f technical progress ca l l s f o r highly spec i f i c technological aptitudes 

and sotind f inancing. Moreover, external co-operation, espec ia l ly when i t 

takes the form o f d i r ec t investment, asstnnes the guise o f "domination" 

only when there are no l o ca l f irms teçhxucally competent and f inanc ia l l y 

solvent enough f o r i t to enter into association with them. 

Competition, technical innovations and eocternal co-operation in the . 

f i e l d s o f f inancing and technology require the Latin American enterprise. , 

t o f u l f i l certa in condit ions, p a r t i c u l a r l y , t h e fo l lowing:respects : 

( a ) s i z e ; . 

(b). readiness to expand and innovate; : ' . 

( c ) a b i l i t y to compete on the basis of decreasing costs and pr ices ; 

( d ) f inanc ia l s t a b i l i t y and f l e x i b i l i t y . 

As regards s i z e , the weakn:ess o f the Latin "American enterprise betrays 

i t s e l f in two major synç)toms. In the f i r s t p lace, there i s too high a 

proportion o f art isan-type establishments with pre- factory character is t i cs . 

Technical ly they are very backward, and they have no p rac t i ca l p o s s i b i l i t i e s 

o f progress ive ly acquiring the character o f modem factory industr ies. The 

existence o f an art isan-type strattun, vaiying in s i ze according to the 

sector concerned and the industr ia l mi l ieu, i s a universal feature i n 

nest branches o f industry (not merely those producing consumer goods)» I t 

may be at tr ibutable e i ther to the f a c t that demand f o r certain products 

with special character is t ics i s too l imi ted to warrant mass production as 

i n nodem industry, or to geographical locat ion f ac to rs . What i s pectiliar 

to Latin America i s not the presence of artisan-tjrpe industry, but the 

disproportionate r e l a t i v e s i ze o f the stratum in question, as ca.n be seen 

from the relevant f i gures in the preceding chapter. The root causes o f 

th i s s tate o f a f f a i r s are probably to be found in the weakness o f 
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non-artisan industry in the same branches o f a c t i v i t y , . I t lacks 

su f f i c i en t dr ive to compete with small-scale producers, despite the 

extremely pr imit ive conditions in.vrtiich the , l a t t e r operate. 

Even in the fac tory stratiun, moreover, enterprise and plant s izes 

o f ten f a l l short of the scale that would be economic, given the technology 

in current use. In th i s respect Lat in American enterprises are probably 

going from bad to worse, since in many branches o f industry the e f f e c t 

of technological advances i s a progressive increase in the maximum 

capacity of the "basic processing uni ts" that i s technical ly f e a s i b l e , 

and th is in turn causes sh i f t s in "optimum" and "minimum economic" capacit ies. 

Cases in point are a f forded by many branches of the chemical industry, 

especia l ly those producing petrochemicals, in which economic scales have 

doubled in the past ten years. The same trend i s l i k e l y to continue 

during the nineteen-seventies. 

Again, readiness to expand and innovate i s not one o f the strong 

points of the Latin American enterpr ise . Nor i s th i s surprising, in view 

of the competitive i so la t i on i n which enterprises in the region have had 

to develop. Their family-based structure in respect o f the ownership o f 

capi ta l and the assumption of the functions o f d irect ion and managonent has 

slowed,up the i r rate of growth in many cases. Under.the family ownership 

system, recourse i s frequently had to se l f - f inanc ing , since contributions 

o f fore ign cap i ta l might mean that control of the company passed into 

d i f f e r en t handsj accordingly, the rate of expansion of the enterprise i s 

kept down to the natural ly slow pace of the se l f - f inanc ing procesfs» And 

in Latin America, on an average, the l e v e l o f se l f - f inanc ing ".s a good 

deal lower than in the industries o f the United States and rr Europe, 

as has also been previously pointed out . 

The capacity to compete in respect o f pr ices , which i s a pri:-ie mover 

of industr ia l progress, presupposes the capacity to sustain, within the 

enterprise, a steady reduction o f costs through investment in modernization 

and improvements and - no le^s important - through the constant overhauling 

of the methods of management, administration and operational organization 

appl ied. Dynamic evolution o f th is sort i s hampered in the case of the 

Latin American enterprise not only by the "closed" type of company i t 
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represents (a,pattern which is, moreoyer,-perpetuated by the virtual 
non-existence of capi ta l markets), but a lso , up to a point by the shortage 

o f professional ly-trained administrative cadres and the frequently-

unsatisfactory situation as regards sk i l l ed labotir. The picture o f the 

d i f f i c u l t i e s o f adaptation to conç)etitive conditions would not, of course, 

be conçdete líithout reference to the obstructive e f f e c t of the use o f 

protection as the primary instrument o f indvistrial development. 

Last ly , the f inancia l d i f f i c u l t i e s besetting the. Latin American 

enterprise stem from the inadequacy o f the support obtainable from the bank 

system and from the cap i ta l market, which means that financing poss ib i l i t i e s 

are very s l ight in respect of working capi ta l and mediunj-berm capital 

requirements ( r e l a t ing , f o r instance, to the production, o f capi ta l goods 

f o r ^ p o r t ) . These hancJicaps particTilarly a f f e c t the capacity to introduce 

innovations or to e:q>lore new markets. 

The.structural de f ic ienc ies of the Latin American enterprise are, 

o f course, the product of the d i f f i c u l t i e s with which i t has been faced and 

the obstacles i t has had to overcome in order to gain and keep a foothold 

in an economic environment not altogether favourable to i t s establishment 

and surv iva l , or at l east not favourable to the development of production 

units in l ine with the requirements o f the world o í today. 

The fo l lowing i s a cursory account o f some o f the obstacles usually 

encountered by enterprises i n Latin America,-

Mention must f i r s t be made of the frequent existence o f substantial 

external diseconomies. The inadequacy o f public u t i l i t i e s lays a heavy 

burden on the enterprise, which o f t en has to bxiild roads, or pave s t ree ts , -

or explore and develop resources in order to obtain i t s own supplies o f 

water or e l ec t r i c power, or train i t s own sk i l l ed workers, or orgatiize a 

system of communications o f i t s own to take the place o f postal , telegraph 

and telephone services which are to a l l intents and purposes non-existent, 

or b\dld housing units f o r i t s pe^-sonnel, or lay i t s own brai-ich railway l ines 

or sidings, or maintain xmdxxly large stocks o f raw materials as a precaution 

against the i r r egu lar i t y of public transport serv ices . The result ing 

surcharges on investment and operational costs are extremely heavy, ^ d 

in addition there are the no less important, indirect consequences consisting 
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in the d i s n p t i o n o f operations and in the fac t that the management i s 

obl iged to devote time.and energy to matters which shovild r ea l l y have 

no claim on i t s attent ion. 

Secondly, the enterprise i s v i r t u a l l y unsupported by any ins t i tu t i ona l 

infrastructure ~ such as commonly ex is ts in the industr ia l i zed countries -

consisting in entrepreneurs' or workers' associat ions, or State or j o in t 

public and private organizations, to which the enterprise could always 

resor t , as a matter of routine, f o r the solution of the operational problems 

that are a l l the more l i k e l y to crop up where l e ve l s o f e f f i c i e n c y and 

productiv i ty are r i s ing . I t could obtain help from them in re la t ion to 

analyses of market trends and studies o f new products, new production 

processes and new raw mater ia ls j in the f i e l d of industr ia l advisory serv i ces j 

in matters o f internal organization? and so fo r th . The reg ion 's ins t i tu t iona l 

de f i c ienc ies in these respects deprive the enterprise o f powerful extenia l 

instruments f o r increasing•its dynamic vigour, . I t i s dependent upon i t s e l f 

upon i t s own resources and i t s own motivations, f o r a l l or raost o f the 

mainsprings o f improvement and progress that in the industr ia l i zed countries 

are la rge ly provided by the external environment. 

Thirdly, there are sometimes very strong incentives to the adoption 

of a pre-eminently commercial and speculative l i n e of act ion, at the expense 

of the economic and technical of the f i rm ' s a c t i v i t i e s . Tendencies o f th is 

kind, which have the i r o r ig in in the soc ia l and profess ional background o f 

certain entrepreneurial groups, instead of f inding themselves frowned upon 

by o f f i c i a l po l i c i es are act-ually encouraged by the very i n s t a b i l i t y and 

vagueness of the po l i c i es in question, as we l l as by the chronic in f la t ionary 

processes prevai l ing in many countries. 

Fourthly, mention may be made of a major f inancing d i f f i c i i l t y : the 

lack of a cap i ta l market through which savings could be distr ibuted in 

accordance with growth requirements and aptitudes in the d i f f e r e n t sectors 

of the economy, so that sectoral development could be f reed from dependence 

upon each sec tor ' s capacity f o r se l f - f inanc ing , and upon a bank system and 

credi t and financing procedures that are anachrordstic from the standpoint 

of a modem industr ia l economy, 
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Lastly comes the whole vast and d i ve rs i f i ed problem of the unvdsdom 

of national economic po l i c i e s in many v i t a l respects. To c i t e a sinçsle 

example, po l i c i es re lat ing to major investment projects (and to fore ign 

investment) make f o r the pro l i f e ra t ion of similar undertakings and the 

sp l i t t ing-up o f scales of production, as a. precaution against the establishment 

o f inonopolies. They overlook the advantages of economies o f scale and the 

poss ib i l i t i e s o f defending the interests of the constimer md of the national 

econongr by administrative measures> such as are widely applied in other 

regions. Nor do they take into a c w m t the, mai^ drawbacks attaching to a 

prolonged period of indecision regarding major pro jects , or to the want of 

appropriate c r i t e r i a f o r se t t l ing : the question o f private enterprise versus 

public enterprise, Iforeover, in th i s l as t connexion there i s o f ten a 

tendency to state the problem in terms of ideo log ica l options or inmutable 

principles o f economic po l icy , with no e : !^ l i c i t reference to what ought to 

be a matter of v i t a l concern,, namely, the e f f i c i ency and productivity of the 

enterprise, which may weight the scales in favotir o f public or o f private 

enterprise, according to the special circumstances prevai l ing in the industrial 

mil ieu and in the branch o f manufacturing in question. 

I t would be out of place here to dwell on this l as t issue, which i s 

one of the most d i f f i c u l t in the f i e l d o f Latin America's industr ial 

developmoit. The present aim i s merely to suggest the need f o r i t to be 

discussed - and the relevant economic, poHey measures adopted - in a broader 

frame o f reference than hitherto, vdth due regard to such questions as the 

fo l lowing f o r example. I f in the past the economic and socia l environment 

o f a given Latin American covaitry has been unable to breed generations o f 

entrepreneurs in su f f i c i en t numbers and o f the requis i te quality, are there 

legi t imate grovmds f o r in fer r ing that i t w i l l ^ s o be unable to produce them 

in the futtire? #vnd lan this; eventuality reasonably be discussed without at the 

same time taking into account the establishment o f conditions favourable 

to such a blossoming o f entrepreneurial ta lent? Such conditions do not 

re la te so l e l y , or even p r i m r i l y , to retes o f p r o f i t , but to motivation and 

operational e f f i c i e n c y . Again, w i l l the cçnditions necessary f o r the 

formation o f e f f i c i e n t managers o f public enterprises be very d i f f e r en t from 

those required in the private sector? 
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Lastly^ mention must be made o f ye t one more o f the obstacles that 

the l a t i n American enterpr ise has to surcjotmt in order to si irvive and develop. 

Nowadays, requ is i t es f o r the incorporation o f new enterprises and new 

entrepreneurs are much more exigent than they were in the pas t , when today 's 

developed countries took the i r f i r s t steps along the road to indus t r i a l i z a t i on . 

The respects in i^íiich these increased d i f f i c u l t i e s are encountered may 

include the economic s i z e o f the enterpr ise , investment per worker, the 

l e v e l o f technical qua l i f i c a t i ons reqidred f o r entrepreneurship, o r the 

small-scale en te rpr i se ' s p o s s i b i l i t i e s o f growing into a medium-sized 

OT large concern. 

Along what general l ines shotild act ion be taken to remove the 

above-mentioned obstacles and enable the Latin American enterpr ise to 

be progressive ly strengthened? In the l i g h t o f the l i s t of handicaps 

given i n the preceding paragraphs the appropriate measures can eas i l y 

be i d e n t i f i e d , so that i t w i l l be enough to sum them up b r i e f l y and in 

broad out l ine . 

In the f i r s t p lace, perhaps the aspect of the problem to which the 

greatest p rac t i ca l importance attaches i s the necess i ty o f increasing 

s t a b i l i t y and cont in iàty in nat ional economic p o l i c i e s that a f f e c t the 

enterprise and inf luence i t s l i n e o f conduct in respect o f costs and 

investment, so that i t can broaden i t s economic planning outlook. In 

addit ion, c l ea r l y -de f ined po l i c i e s should be persever ingly appl ied to 

maintain an adequate degree o f in t e rna l and external monetaiy s t a b i l i t y , 

A supplementary requirement i s that nat ional economic po l i c i e s should be 

designed and implemented i n such a way as to counteract and el iminate as 

f u l l y as possible the impulses towards i n s t a b i l i t y which have the i r o r i g i n 

in the external sector o f econony. 

Secondly, public and pr ivate investment should be more c l o se l y 

co-ordinated, so that the former may help to create the external economies 

on which the improvement o f investment e f f i c i e n c y and product iv i ty i s 

dependent in no small measure, 

Iforeover, de l ibera te and imremitting e f f o r t s should be made to 

prganize an up-to-date and e f f i c a c i ous finance and cred i t structure, 

adapted t o the needs o f a manufactviring industry which i s growing i n 

s i ze and conç)lexity, 
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' Another virgent need i s f o r enterprises, through the indus t r i a l i s t s ' 

associations and through the State , to j o t o . f o r c es in systematically 

establ ishing the indispensable ins t i tu t i ona l infrastructure f o r . 

technological reseâTCh, industr ia l extension serv ices , advisory-assistance 

in the various f i ê l d s o f industr ia l a c t i v i t y , e t c . 

Las t l y , vdth regard to fore ign cap i ta l , the appropriate path 

to take would seem to be the promulgation o f measures to encourage forms 

o f partnership between fore ign investors and l o c a l enterprise. This • 

l i n e o f po l i cy , however, w i l l be e f f e c t i v e only in so f a r as other 

measures, designed t o strengthen the interna l and organizat ional 

structures o f the Latin American enterpr ise, are gradually applied with 

successful r esu l t s . L i t t l e could be expected o f fomiulas. for association 

and co-operation between partners whose degrees o f economic and f inanc ia l 

s t a b i l i t y d i f f e r e d too wide ly . The same condition holds good as a 

reqToisite f o r more frequent and more intensive recourse to l icences 

t o manvifacture and know-how agreements in general as a mechanism f o r 

the t rans fer o f technology a l ternat ive to d i rec t f o re ign investanent. 

Experience has shown that i t i s d i f f i c u l t f o r technology fjrom abroad • 

to be e f f e c t i v e l y assimilated when the technical l e v e l of the rec ip ient 

enterprise i s much lower than that of the f i rm granting the l icence 

to manufacture. In other words, the separation o f the contribution o f 

cap i ta l from the contribution o f techniques i s a problem which can be " 

only part ly tackled by means of internat ional co-operation formulas to 

reduce the.costs and increase the o p e r a t ^ n a l , f l e x i b i l i t y o f roya l ty 

agreements. There i s s t i l l the d i f f i c u l t y o f , the papacity to assimilate 

technical innovations from abroad on the basis o f th i s procedure. 
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7. Problems re la t ing t o regional integrat ion and prop:ressive 
opening of markets t o external competition 

The preceding chapter reviewed the most sal ient features of the 

present s i tuat ion as regards the e f f o r t s that are being made t o g i ve 

fresh impetus to the industr ia l i zat ion process in Latin America by-

expanding markets and inti'óducing competition as a spur t o industr ia l 

development. In this context, a balance was cursor i ly drawn up between 

the advances achieved and the setbacks encountered in the evolution of 

Latin imerican integrat ion systems ~ the Latin /«lerican Free-Trade Association 

(LAFTA), the Central American Common Market and the Caribbean Free-Trade 

Association (CARIFTA) - and was supplemented by a br i e f glance at trends 

in exports of maniifactures, the promotion of which has been undertaken 

by many Latin American countries in recent years. 

In addition to a description of the most outstanding features of 

the above-mentioned integrat ion systems and of export promotion po l i c i e s , 

c r i t i c a l evaluations of the results obtained from the use of these 

instruments were also formulated. The present chapter's chief aim i s 

to present an interpretat ive approach to the de f i c i enc ies re f e r red t o 

in the preceding chapter. 

. I t was shown that bas ica l ly the chosen paths towards the goals o f 

integration prograames lay in the l i b e ra l i z a t i on of trade on the one hand 

and complementarity agreements on the other. Thes« were to be supplemented 

by the co-ordination of economic and trade po l i c i es and the harmonization 

of instruments f o r regulating f o re i gn trade. 

As i s common knowledge, LAFTA pursued the f i r s t of these l ines of ' 

action - the l i be ra l i za t i on or integrat ion of trade - by way o f a ser ies 

of product-by-product negotiat ions, 

Ihe a va i l ab i l i t y of broader markets would thus constitute a powerful 

incentive to the industr ia l development processes concerned, •. 

So f a r , the results of th i s approach cannot be held to have 

dec is i ve ly influenced the reor ientat ion and reorganization o f Latin America's 

industr ial development. I t i s true (and has already been pointed out ) 

that such l imited trade in industr ia l products as has taken place hitherto 
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has had favourable ' .e f fects ..pn the, industries already established, and 

in other cases has also'encouraged the ins ta l l a t i on o f new xoánufacturing 

a c t i v i t i e s . But,.for those Latin American economies whose industries are 

under-divers i f ied and t rad i t i ona l l y geared almost exclusive ly to the 

domestic market, th is cannot be a s u f f i c i e n t l y dynamic fac tor of growth. 

The instrument under discussion might r e a l l y be described as s ta t i c or 

ind i rec t , as regards i t s ab i l i t y , t o inf luence industr ia l development. 

As previously suggested, i t would be a suitable means t o the ends pursued 

in the case of more complex and d i v e r s i f i e d economies, viith a considerable 

rec iprocal trade in industr ia l products, and,endowed xvith other requis i tes 

re la t ing to infrastructure and mobi l i ty of the fac tors o f production. 

Among the countries members o f LAFTA, i t was a very d i f f i c u l t 

matter to base any achievement on the mere e l i mination of rec iprocal 

t a r i f f barr ie rs , espec ia l ly when they were applied to small volumes of 

trade, as in the case of manufactures. 

The evolution o í inter-Lat in American trade betrays some disquiet ing 

features . I f , intra-reg ional imports are ana lysed ,^ i t w i l l be noted 

that a f t e r fo l lowing an uninterrupted upward trend unt i l 19^4, they 

remained almost stationary from 1965 to 19Ó7 inc lus ive , hovering around 

750 mi l l i on do l la rs . The negative s ign i f i cance of th is f a c t i s even 

•greater with respect to 196?, since stagnation continued in circumstances 

' in which intra-reg ional imports might have been expected to increase, by 

^ ' r tué -o f - the reduction o f imports from the rest of the world. 

The convict ion was voiced in ea r l i e r paragraphs that although the 

l i b e ra l i z a t i on programme has generated ,trade f lows in industr ial products, 

and has thus promoted the expansion or ins ta l l a t i on of industr ial capacity, 

i t s e f f e c t s have f a l l e n f a r short of the expectations formed at the time 

vdien the Free-Trade Area and i t s instruments were established. From the 

very outset , LAFTA has always been regarded as an agency whose ob ject ives 

transcended the bounds of trade l i b e r a l i z a t i on . The intention that i t 

should be an instrximent of ove r -a l l development and even spec i f i c a l l y of 

^ Excluding Bol iv ia and Venezuela, whose national.schedules came into 
f o rce during 1968 and at the end o f 196?, respect ive ly , 
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industrial growth was present from the start, becoming more and more 
explicit and taking an increasingly important place in every formiila 
devised by the Área for the fulfillment of its objectives. 

The point to be emphasized here is that the liberalization programe 
has basically served to -pronrate an industrial trade whose modest 
volume does not deprive it of significance for the traditionally inward-̂ -
directed Latin American economiesi but it has had no major impact on their 
development processes. The contribution made by trade in manufactures 
- which has not acquired much relative importance vri.thin the Area's 
over-all trade - may well be described as marginal where its incidence 
on the corresponding industrial development processes is concerned. 

Something has already been said of the causes to which this 
weakness may be ascribed® In niaÊ  cases it is attributable to the 
Reversibility of the concessions granted, which prevents them from 
providing a firm basis for steady trade. However, while on the one 
hand this same factor appears to be responsible for the unsatisfactoriness 
of the rate of progress achieved through specific mechanisms (national 
schedules), on the other hand i t s opposite - irreversibility - arouses 
Mtagonism in the interested sectors in the various cotintries and thus 
stands in the way'of the advances that might be made by means of instruments 
(a common schedule and complementary agreonents)-which incorporate^^the' 
element of irrevocability. 

It was highly unlikely that assigning .the leading role to the 
liberalization of trade would enable a genuine integration of development 
processes to be achieved. Such a belief implied ths assumption that if 
tariff barriers were lifted and trade were left to the relatively free 
interplay of economic forces, investors would be induced to take advantage 
of the opportunities afforded by the trade thus liberalized. Obstructive 
attitudes and other stumbling-blocks are numerous and in many cases 
justifiable. For example, how can markets be opened to competitive 
imports without making siire that the basic inputs for the two competing 
industries will enjoy the same treatment,or that official incentives to 
the installation of foreign enterprises will be proportionate to one another? 
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E/CN .12/830 
Page 104 

Ihese problems > together with the mainly s ta t i c character of the 

l iberal i izat ion programme (including complementarity agreements^ which 

served sç l e l y as an addit ional avenue o f approach to the establishment o f 

schedules) l ed LAFTÂ to consider v^at i s commonly re fe r red to as a 

regional investment po l i cy , and a programme f o r the co-ordination of 

economic and trade po l i c i es and the harmonization of instruments to 

regulante f o re i gn trade, as.the fac tors which might impa.rt dynamic 

impetus t o the . integration process. These were the. ideas tmderlying 

LAFTA resolution 100, in which, the concept of programmed locat ion of 

ind\istries o f . a regional character was aidopted. The resolut ion e x p l i c i t l y 

stated that the ob jec t i ve of the programme shoiild be equitable d istr ibut ion 

of. the bene f i ts o f integrat ion, and st ipulated that the measures and 

incentives to be applied should be a l l those capable o f inf luencing an 

industr ia l integrat ion process, not merely those der iv ing from trade po l i cy . 

Furthermore, the conviction tha t ' i t " i s a l l but impossible to advance 

along the road to - in tegrat ion unless po l i c i es are co-ordinated and 

instruments hamranized, and unless national development programmes are 

l ikewise coHDrdinated, i s also prompting a c t i v i t i e s in a l l these spheres. 

The f i e l d . i n , which the greatest r e l a t i v e progress has been made i s probably 

that of research on the poss ib i l i t y of a common external t a r i f f . Tlie 

stage of co l l ec t ing data by means of a sample survey has just been embarked 

upone Here too, i t w i l l be d i f f i c u l t to make headway unless governments 

previously adopt certain decisions ( f o r instance, as t o what industries 

should be protected and-how fa r protect ion should be carr ied, re la t ions 

with the establishment of the exciiange ra te , e t c . ) . In th i s case, as in 

other instances where po l i c i e s haVe to be co-ordinated or instruments 

harmonized, i t i s precisely" the vagueness and the lacunae o f the national 

policies, themselves that constitute the stumbling-block. 

Resolutions 99 and 100 fastened great expectations upon the 

poss ib i l i t y of substantial progress in the f i e l d of industr ial integrat ion, 

laying the major respons ib i l i ty f o r i t s achievement on the study groups 

and on the Advisory Commission on Industrial Development (CADI), which 

were to dra f t spec i f i c formulas f o r integrat ion by sectors, with the aid 

of the new regime f o r complementarity agreements established under the 
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terms of resolution 99» Resolution 100 also recommends that due heed 

be paid t o the importcince of r a t i f y i n g sectoral integrat ion studies by 

a pol icy decisión of the contracting par t ies , fio that the i r conclusions 

can be rapidly implemented. 

Alongside th is new means 'of attaining industr ia l integrat ion 

object ives which i t was desired to place at the disposal o f the Latin 

American countries, another para l l e l procedure continued in operation. 

I t found expression, as previously stated, in several complementarity 

agreements (already signed, or in process of negot iat ion) whose provisions 

followed the trend described above, V\lhereas at f i r s t they merely 

established t a r i f f concessions which were incorporated in the national 

schedule and were extended to a l l par t ies , a f t e r the adoption of 

resolution 99, the i r extension was no longer automatic, and other 

provisions began to be introduced, such as the commitment to harmonize 

treatjaent o f th ird countries i n the future , . At the same time much longer 

l i s t s of products were included, 

these l ines of act ion, too, the headway made has been ins ign i f i cant , 

Neither the complementarity agreements already signed,-^ nor the other 

agreements, including those currently in process of negot iat ion, w i l l 

make any essent ia l d i f f e rence to th i s state of stagnation. I t i s not 

merely that the i r contribution, although increasing, tóll continue to 

be s l ight in quantitat ive terms; in addit ion, the p ro l i f e ra t i on of such 

agreements, t o which as a rule orJ^ some of the countries o f the region 

are par t ies , i s unl ikely f o r that very reason, t o prove the most appropriate 

method of attaining the object ives in view. 

2/ The petrochemical agreement (Wo, 6 ) includes features which c l ear ly 
distinguish i t from the other agreements signed, such as rec iprocal 
reservation of markets, establishment of á common external t a r i f f , 
regulation of competition (anti-dimping procedures), e tc . Some 
apprehensions, are f e l t l e s t the provisions f o r reg\alating competition 
may be incompatible with the intention that the agreement should 
operate at competitive l e v e l s . Nevertheless, when a l l factors 
have been taken into account, th is agreement i s f e l t to represent 
a de f i n i t e step forward. 

/The a c t i v i t i e s 
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The a c t i v i t i e s of CADI have constituted another aspect of the 

j j idust f ia l intègratión;movement. In the i r i n i t i a l phase, as was f u l l y 

described in the preceding,chapter, integrat ion formulas were proposed 

f o r two sectors , i . e . , the petrochemical industry and steel-making, 

although in the l a t t e r case the scope of the formulas was a good deal 

more l im i ted . ;: • 

The lack o f progress towards integrat ion in conformity with the 

recommendations o f resolut ions 99 and 100 has been imputed to causes 

f a l l i n g into two categor ies. One of these might be termed the ins t i tut iona l 

de f i c i enc ies of the Montevideo Treaty, of lAFTA resolutions 99 and 100 

and, in general , of the vdiole ju r id i ca l structure of LAFTA. They are 

inadequate t o deal with còmplementarity agreements incorporating 

spec i f i c commitments to promote a given industr ia l a c t i v i t y , par t icu lar ly 

as regards o f f i c à ^ l supervision of the i r implementation, and investment 

in technical assistance programmes t o f o s t e r or react ivate changes in 

exist ing industr ies, . 

In th i s connexion, i t should be pointed out that f o r the .future 

implementation of the petrochemical complanentarity agreement r e c e n t ^ 

concerted between several-Lat in American countries (Bo l i v ia , Chi le , 

Colombia and Peru) not only the administrative agency envisaged in the 

provisions of the agreement w i l l be ava i lab le , but in addition the 

Andean Development Corporation. (Corporación Andina de Fomento) vdiich 

in th i s case w i l l supply the lack re ferred to above. 

The second category of causes, which may perhaps account f o r the 

f a i l u r e of the integrat ion formulas discussed by CADI, espec ia l ly f o r 

the petrochemical sector , l ikewise re lates to another de f ic iency : the 

incapacity of the said formulas t o d ispe l the misgivings - many of them 

well-founded - with which the governments approached these negot iat ions. 

The indecision or lack of dr ive in policy-making which has so o f ten been 

mentioned, r e f l e c t s the governments' i n a b i l i t y t o abandon e:tí.sting 

industries t o t h e i r f a t e , or to subject them to competition f o r which 

they are not prepared, or even to rel inquish projects whose benef i ts 

seem much more immediate and concrete than those o f f e red by integrat ion 

formulas. As regards th i s o f f i c i a l att i tude t o the industries already 
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installed (iflinich in,the larger countries and several of those of medium 
size include -virtually all or the great majority of manufacturing activities), 
it should not be forgotten that the capacity of the structures of production 
in Latin America to undergo and absorb changes is relatively slight, and 
in any case far less than that of European industry, for example* In 
Europe it was possible to rely upon tho capacity of the corresponding 
structures for.what might be designated "peaceful" change under the 
impact of competition, in view of the major role played by technological 
innovation in the economies jji question, the higher level of qualifications 
in their entrepreneurial sectors, and a whole series of factors, relating 
to technical and industrial infrastructure which facilitate the absorption 
of the shocks, of competition and their conversion into dynamic forces. 
Several of these elements are lacking, in greater or in lesser degree, 
in the developing economies. The whole undertaking is inevitably difficult 
and hazardous, and attended by,considerable risks. It would therefore seem 
essential that in the Latin American countries the entire set of resmedial 
measures should be designed to prepare the structure of production for 
the necessary - in fact, indispensable - changes. To this end sectoral 
agreements must be concluded on broader bases, as will be suggested later. 

Hence, proposals for integration formulas should comprise, in 
addition to the development and liberalization programme itself, provisions 
designed to maximize the viability of the said formulas in each individual 
country. In this connexion it is a sine qua non tc include clauses which 
take into account the obstacles in the way of a more resolute approach to 
integration processes. The aim of such clauses would be not only to , 
establish programmes of corrective measures whereby the negative effects 
of integration (closing-down of industrial establishments, etc,) could 
be lessened, but also to take advantage of the opportunity to promote 
the reorganization of industry on the basis of a dynamic approach to the 
task of fitting the Latin American enterprise, in respect of scales and 
efficiency of production, etc., to compete with the great international 
corporations. 

/As can 
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As can be seen from the foregoing paira^aphs, since the adoption 
of resolutions 99 ^nd 100 the pronedure adopted for tackling industrial 
integration problems has been to envisage solutions in the framewcrk of 
the various industrial sectors considered. This modus operandi has 
inadvertently encouraged, in many instances, expectations of a balance 

• of benef i ts within each sector for a l l cotmtries. 

i t would seem that any attempt to deal with the problem pf the 

balance of benef i ts vdiich implies the i r measurement, whatever the 

variable chosen (contribution to the gross product, expansion of 

consumption or of investment, e t c , ) , w i l l set up obstacles that.may-

prove insurmountable. This i s part ly because, in the economic and socia l 

deve3.opment conditions that characterize developing countries, a very 

• substantial proportion o f the benef i ts in question take forms that 

hardly can be measured. For instance, they may consist in the creation 

of external economies, in the fv i l f i l lment of conditions of material 

complementarity indispensable f o r the development of certain other 

industriés, or in the promotion of balanced growth as between internal 

regions in the part ic ipating countries. Naturally, th is does not 

preclude the poss ib i l i t y that each of the countries in question may 

undertake an evaluation of the benef i ts i t w i l l gain from part icipation 

iri the integration process, within the framework o f i t s own economic 

and soc ia l development programming; i t merely means that evaluations o f 

th i s kind are very d i f f i c u l t to express in quantitat ive t e r ^ ^ such 

á way that comparisons can be drawa. with countries which attach some 

quantitative s igni f icance to the term "balajice of bene f i ts " . 

In ea r l i e r paragraphs, in the context of a c r i t i c a l appraisal of 

integration programmes which place emphasis on what can only constitute 

a preparatory phase - the negotiation of t a r i f f concessions - this 

approach was described as s ta t i c , since i t took f o r granted that the 

nÈirket mechanisms and forces in operation would have, su f f i c i en t dynamic 

energy to generate trade in manufactured goods which would be a decisive 

factor in the react ivat ion of the industrial sectors concerned. 

/ I t was 
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It was also pointed out that iii economies like those of the Latin 
American countries - .all of them in process of development, but currently 
at widely differing stages, and traditionally characterized by very 
little intercommunication events have confirmed,the obvious inadequacy 
of such trade incentives pure and simple as spurs to the attainment of 
the integrationist objectives pursued. 

Something similar has happened in the case of national efforts to 
promote e3q)orts of manufactures. 

The countries of the region have approached the task from two 
standpoints. On the supply side, they have gradually built up a whole 
institutional apparatus designed to support and encourage industrial 
exports, through customs, tax. or fiscal, credit, technical assistance 
and other measures. On the demand side, they have concentrated their 
attention on the efforts they are making, together with the rest of the 
developing world, in the various international forums and priimrily in 
UNCTAD, to secure favourable conditions of access to the markets of the 
industrialized countries, in the form of general non-discriminatory 
and non-reciprocal preferences. 

There is nothing to object to in this approach as regards either 
the national measures adopted or the efforts that are being made at the 
international level. In both cases, the general guiding principles 
followed are conducive either to the establishment of favourable conditions 
or to the removal' of obstacles, with a view to considerable expansion 
of the flow of industrial exports. 

The deficiencies or lacunae in these lines of action are to be noted 
mainly in connexion with two veiy closely inter-related categories of 
problems. The first of these derives from the relatively little importance 
attached to supply promotion questions. It would have been desirable for 
each actual or potential exporter country to try to determine what products 
could be exported, in lAÍiat quantities, and to what markets of destination, 
lAÍiat difficulties were encountered both in their production and in their 
sale, etc. - in short, for export programmes to be drawn up, which mi^t 
even have indicated the international ca-cperation needed for the 
attainment of the targets established. 
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Once again (and herein lies the analogy with the modes of action 
selected for the fulfilment of industrial integration aims), not enough 
has been done to establish a steady flow of exports of manufactures, too 
many hopes having perhaps been pinned on the possible opening-up of the 
industrial coimtries' markets. Biere has been a certain tendency to 
devote most effort to securing this improvement in the demand situation, 
without adopting an integrated industrial export policy designed to link 
up supply and demand by means of institutional formulas which might 
effectively serve to establish mutually beneficial conditions, lhe 
developed countries might well grant the concessions urged by the 
developing countries for a short time, on an experimental basis, and 
after this observation period the mèagre results obtained with regard 
to the use made of the concessions by the developing countries might 
undermine the whole of the arrangement so toilsomely negotiated. 

Thus there is a danger that once the long-pxxrsued objective 
relating to the opening-up of the industrialized countries' markets 
were attained, the expected benefits might not materialize for want of 
promotion on the supply side. Mare specifically, the Latin American 
countries might be unable to take advantage of the sales oppoartunities 
thus guaranteed, either because they did nqt possess the necessary 
exportable surpluses, or because their cósts were very high, or because 
the specifications of the products concerned were not in line with world 
market requirements and quality controls and packing were unsatisfactory, 
or because, excluding a few modem-enterprises which are subsidiaries of 
foreign firms, the organization of other concerns is not adequate to ensure 
that external sales are a profitable operation. 

This list of lacunae or deficiencies on the supply side should be 
taken as a broad generalization with regard to its applicability to the 
countries of the region. In many of them awareness of the problem exists, 
and in several of those that have acquired more experience in exporting 
industrial products, measures have been adopted to counteract the 
shortcomings in question. 
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The fact that countries do too little to promote supply is only one 
aspect of the problem under consideration. The other is represented by the 
want of linkage betv/een the efforts made at each end of the potential export 
flow, through mechanisms such as national export programmes prepared by 
the developing countries, which would include .proposals for the international 
co-operation required in order to meet the targets established, and even 
for the tariff concessions considered necessary (all on the lines set 
forth in the relevant section of chapter IV). There is obviously a 
reciprocal inter-action between the chances of obtaining specific 
concessions and the possibilities of their more efficient utilization. 

This does not of course mean that there is not a broad field for 
action in the system of promotional measures already tried ciit by some 
countries. Even in these, there are features of the system - such as 
insurance of export and pre-embarkation credits - which call for further 
analyses and adjustments to improve their operation. In many countries, 
hardly any headway has been made with such pi\3grammes of support measures, 
and it is therefore essential that governments should provide the usual 
well-known customs, tax, credit, institutional and other incentives. 

Thus, the preceding paragraphs bring to light some of the shortcomings 
in the approaches adopted to integration and the opening of markets to 
external competition. At the same time it is suggested that the new 
proposals formulated for the achievement of progress in these fields 
must necessarily contain elements designed to maximize their viability, 
since on many occasions the handicaps and weaknesses inherent in economies 
like those of Latin America make the instruments or formiilas in question, 
however intrinsically right and appropriate, insufficient for the 
attainment of the objectives pursued. 
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Chapter I I I 

THE INSTRUMENTS OF INDUSTRIAL DEVELOPflENT POLICY 

! • General industr ia l po l icy measures 

There has perhaps been no goal in Latin American development i n 

recent decades that has been publicised and popularized as much as 

indust r ia l i za t ion , and yet there are few goals in respect of which act ion 

has been so diverse. 

The sudden f rustrat ion of the consumption aspirations of the middle 

strata o f the popxilation ~ the strata whose demand i s most s i gn i f i cant , 

both in quantity and in qual i ty - during the period beginning with the 

onset of the depression in 1930-gave an unexpected impetus t o the need t o 

achieve higher l e v e l s of industr ia l development. I t became necessary to 

s a t i s f y demand that suddenly could not be met, and domestic production 

began t o f i l l the gaps l e f t l:^ inçorts , although with d i f f e rences in 

qual i ty and cost which were both inev i table and j u s t i f i a b l e at the time. 

While pr ivate enterprise directed i t s e f f o r t s in the main towards the 

production of consumer goods. State a c t i v i t i e s were concentrated on a few 

large-sca le pro jec ts t o improve the infrastructure or to establ ish basic 

industries and on protect ing domestic production from the renewed pressure 

of f o re ign conpetit ion by means of t a r i f f s . 

Indiscriminate and unrestricted protectionism, which enable many 

enterprises t o continue operation at a low l e v e l of e f f i c i ency and with 

high costs, or allowed some enterprises to take advantage of the i r monopoly 

pos i t ion with adverse e f f e c t s on other branches o f domestic production, 

involved soc ia l costs which, while perhaps j u s t i f i a b l e in the ear ly stages 

of indust r ia l i za t ion , subsequently tended to impede development, and i t 

became necessary t o reduce t a r i f f protect ion t o reasonable l e v e l ç . 

Perhaps excessive rel iance on protect ionist measures, prompted 

mainly by the i r substantial i n i t i a l e f f e c t , explains why other measures 

with similar e f f e c t were not adopted l a t e r when circumstances changing 

made them necessary. 

/Admittedly, several 



E/CN. 12/830 
Page 113 

Admittedly, several mechanisms were t r i ed but, although pract ice 

varied great ly from country t o country, in general th is was done without 

su f f i c i ent co-ordination or continuity. Often, o ve r -a l l economic po l i cy 

measures had aims which were at variance with those of the industr ia l 

sector and had indirect e f f e c t s on industr ia l development which had not 

been anticipated and which were usually not analysed a f t e r the event with 

a view t o keeping the i r consequences within bounds. 

For exanple, exchange po l i cy was usually directed towards solving 

balance-of-payments problems and providing special incentives f o r the 

major exporters o f primary commodities, without taking account of the 

e f f e c t upon industry of an increase in the cost of ijiçiorted inputs, or o f 

the even more d i f f i c u l t f inanc ia l problems i t caused entrepreneurs who had 

purchased, machinery and equipment with external suppliers ' c red i ts » 

Similarly, taxation po l i cy was mainly aimed at producing revenue, more 

thought being given t o the potent ia l y i e l d of taxation than t o i t s e f f e c t s 

on the productive process, 

Within these broad and varying guidel ines, some po l i cy measures 

designed spec i f i c a l l y f o r the industr ia l sector have formed the framework 

within which industry has developed over the past twenty years. 

In the f i r s t place, the machinery f o r protect ion, i . e . , t a r i f f 

mechanisms and iiiÇ)ort l icences and authorizations, began to be used more 

and more s e l e c t i v e l y , in so f a r as was possible, as a react ion to some 

of i t s adverse e f f e c t s on industr ia l development. Frequent changes have 

been made in customs t a r i f f s and other similar mecheinisms, espec ia l ly in 

the countries that have achieved a r e l a t i v e l y advanced stage of 

industr ia l izat ion and that have had t o ensure a high degree of protect ion 

f o r capi ta l goods. In Mexico, f o r exanple, customs t a r i f f s were 

substantially modified in 1951, 1954, 1955, 1961.and 1965, the las t being 

a year in which new import controls were placed f i r s t on goods whose 

domestic pr ice was not more than 25 per cent higher than the international 

pr ice . In Braz i l , the Customs T a r i f f Act of 1957 set.up a customs po l i cy 

board and authorized i t to adjust t a r i f f s per iod ica l l y to promote the 

development of certain industr ies. The new customs t a r i f f in Colombia, 

which dates from 1965, may be modified by a customs po l i cy board, subject 
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to the authorization of other bodies, up to a c e i l i ng of 30 per cent of 

the c . i . f . value of the goods conciemed/ The changes in customs nomenclature 

in Argentina in December 1965, and in Chile in December 196?» the main aim 

of which was to bring nomenclature into l i n e with the LAFTA Tar i f f 

Nomenclature (NABALALC), were also used to rev ise t a r i f f s with a view to 

ra t iona l i z ing the system of protect ion. 

Despite these changes, i t ha;s not proved possible t o endow t a r i f f 

mechanisms with su f f i c i en t f l e x i b i l i t y to guide industr ia l development 

along new l ines in which t a r i f f protect ion has to be extremely se l ec t i ve 

and f l e x i b l e in order t o provide a safety margin in the i n i t i a l stages 

Tfl^ile at the same time promoting subsequent r i s es in product iv i ty . 

Given the d i f f i c u l t i e s in t a r i f f protect ion, there has been a trend 

t o increase the use of tax incentivés t o promote industr ia l developmente 

Several types of tax exemption, espec ia l ly exemptions from income tax , 

the accelerated depreciation of assets, the periodic revaluation o f 

cap i ta l , exemptions from customs duties f o r imports of znachinery and 

equipment, and drawbacks on ejqjorts have been frequently used although 

not always we l l contro l l ed . The e f f e c t of these incentives to date i s a 

matter of opinion: in both Argentina and Mexico, exemptions from income 

tax seem to have exei-ted l i t t l e inf luence on the investment decisions of 

entreprenein-s. Even in cases where they may have had favourable e f f e c t s , 

the i r usefulness as instruments of development has been reduced owing 

to f au l t s in the'way they were applied. Extending the benef i ts o f tax 

incent ives ' to a l l ' néWly-èstahlishèd enterprises.has promoted the formation 

of excess capacity in certa in branches of industry, o f ten iwith adverse 

a f f e c t s on older enterprises vihose production equipment and techniques, 

i r respect ive of how e f f i c i e n t l y they are used, have not been able to 

coiiç)ete with new plants. Moreover, ex-Biiçtions from taxation have o f ten 

been allowed to run beyond the cut -o f f dates i n i t i a l l y f i xed because of 

pressure from enterprises benef i t ing from them, even though the p r o f i t s 

o f such enterprises máy exceed what might be considered a normal l e v e l . 

Generally speaking, tax incentives are" included in a large number of 

l e ga l provis ions, most of which r e la t e to Income tax l e g i s l a t i on . This i s 

the case in Chi le , Colombia and Venezuela, whi le - in Argentina and Braz i l 

they are scattered through a number of acts and decrees, 
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In order to guide and encourage industr ial development, other 

cotintries have promulgated special development l e g i s l a t i on v/hich, but 

although i t r e f l e c t s an e f f o r t to s impl i fy and co-ordinate a number o f 

d i f f e r en t l e ga l provisions, i t normally deals only with matters of 

taxation and does not form a coherent set of industr ia l po l i cy measures. 

This l e g i s l a t i on usually includes exemptions f o r new industries which 

f u l f i l certa in requirements. Such exenptions usually comprise t o t a l or 

par t i a l exemptions from charges in respect of the incorporation of 

enterprises; exemptions from customs duties on imports of machinery^ 

equipment, and sometimes even raw materials, to be used in the enterprise; 

reductions in income tax; the accelerated depreciation of f i x ed assets 

or the revaluation of cap i ta l assets, which involves an indirect reduction 

in income tax; exemption from export duties; reduction of taxes on . 

p r o f i t s , e t c . 

Examples of th i s kind of development l e g i s l a t i on are Mexico's 

Act on the Promotion of New Essential Industries of January 1955J Ecuador's 

Industrial Promotion Act 3,005 o f December 1964; Peru's Industr ia l 

Promotion Act of November 1959, as ampli f ied by Act N® 17,044 ( T i t l e I I ) 

of July 1968; Bo l i v i a ' s Leg i s la t i ve Decree f o r the Development, Promotion 

and Assistance o f Pr ivate Industry o f October 1965; Paraguay's Industr ia l 

Promotion Acts o f 1953 and 1955, amendments to' which were being discussed 

at the end o f 1968; and Panama's Act N® 12 of 1950, together with Act 

N® 25, which expanded i t , and Decree N° 114 of 1965, which brought i t 

up to date» 

The industr ial development l e g i s l a t i on adopted in 1958 in Honduras 

and Nicaragua, in 1959 in Costa Rica and Guatemala and in 1961 in 

El Salvador fol lowed very s imi lar l i n e s . In recent, years, however, these 

countries have tended t o standardize the i r l e g i s l a t i on with a view to 

implementing the Central American Agreement on F isca l Incentives t o 

Industrial Development, 

As indicated e a r l i e r , the tax incentives contained e i ther in special 

development l e g i s l a t i on or scattered through a nvunber of d i f f e r en t l e g a l 

provisions, seem to have been r e l a t i v e l y weak in the i r e f f e c t s . Part of 

th i s i s at tr ibutable , at l east in the Central American countries and other 

countries at a similar stage of developnent, t o the low l e v e l s of income 

tax and in some cases to the f a c t that income tax i s of r e l a t i v e l y recent date, 
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Anothér method of promoting industr ia l development which has played 

an inçjortant ro le in the establishment of new industr ia l capacity has 

been d i rec t State act ion, e i ther through the provision of external economies 

by providing the power and transport infrastructure, or through the d i rect 

establishment of industr ia l enterprises, sometimes in association with 

str ict l j ' - pr ivate in te res ts . This has been of particvilar importance in 

such countries as Colombia which, through i t s Industr ia l Development 

Ins t i tu te ( i ns t i tu to de Fomento Indust r ia l ) , has set up some t h i r t y large 

enterprises over the past twenty years, including Planta Colombiana de 

Soda, Industria Colombiana de Llantas, Acerías Paz del Río, Cementos 

Bojracá, Celulosa y Papel de Colombia, Forjas de Colombia, e t c . Over the 

same period, over f o r t y large industr ia l enterprises have been established 

in Chi le , including Conpañía de Acero de l Pac í f i c o , Inç>regnadora de Maderas, 

Industria Azucarera Nacional, Manufactura de Metales S.A. , Manufacturas 

de Cobre, Corporación de Radio de Chi le , Eupresa Nacional del Petró leo , 

e tc » Many enterprises in Mexico have been established through State action 

or with a large measure of State support. 

In some countries, i t has o f ten been the pract ice to t ransfer t o t a l 

or pa r t i a l control o f State industr ia l enterprises to the pr ivate sector 

oncei they have passed thiough the i n i t i a l stages in which d i f f i c u l t i e s 

and r isks are g reates t , the State sometimes retaining control only o f 

enterprises which are of special s t ra teg ic importance f o r the development 

of the country. Over the past decade. State action in industry has. been 

r e l a t i v e l y l imi ted , although an exception t o the rule i s Venezuela, where 

many new enterprises have emerged, including the Venezuelan Petrochemical 

Inst i tute ( Ins t i tu to Venezolano de Petroquímica), Siderúrgica del Orinoco, 

Aluminio de l C'aroní, e t c . 

The government sector has also híi.d an inpact through i t s various 

e f f o r t s t o dèvélop o ve r - a l l programming f o r the industr ia l sector. 

As industry developed beneath i t s protect ionist umbrella, the 

imbalances due to haphazard and spontaneous growth became gradually,more 

evident and there was growing awareness of the need t o d i rec t the 

development process. Early attenç)ts.at industr ial planning had t o overcome 

the opposition o f the pr ivate sector, which viewed them as xannecessary 
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State intervention, and they were xinsuccessful prec ise ly because they 

lacked a po l i cy f o r plan iaoplementation, or rather because they existed 

side by side with po l i c i e s that o f ten con f l i c t ed with the planned ob ject ives . 

One of the instruments that has had a large inf luence on industr ia l 

development has been the use o f credi t and in general the management o f 

capital markets. In some cases, banking or f inanc ia l bodies have been 

set up under government agencies With the spec i f i c aim of providing 

credit f o r industr ia l enterprises, as a complement to the c red i t avai lable 

from pr ivate f inanc ia l ins t i tu t i ons . In other cases, the State has 

worked ind i r ec t l y , e i ther l y encouraging the part ic ipat ion of commercial 

banks in the financing o f enterpidsès or by supporting the operation o f 

stock markets, although without g iv ing special attent ion t o the needs 

of industry. Some f o re i gn cred i t inst i tut ions and large f irms have 

also part ic ipated d i r e c t l y in the f low o f . cap i ta l to the industr ia l 

sector. While a l l such cred i t mechanisms, which are discussed in de ta i l 

in a l a t e r sect ion, have played a dec is ive ro l e in the industr ia l i zat ion ' 

process, they have b ig problems and l imi ta t ions in meeting spec i f i c 

current needs and, in the r e l a t i v e l y l e ss developed countries o f the 

region, e i ther have not yet become experienced enough or broad enough 

in scope, or have had some adverse e f f e c t s . 

The various industr ia l po l i cy instruments outlined above have 

gradually accumulated over the past decades without ar^ widespread e f f o r t 

having been-made to co-ordinate them or g i ve them a xuiified approach. 

The lack o f co-ordination between the various measures has l ed in some 

instances t o paradoxical s i tuat ions: f o r exanple, industries producing 

capi ta l goods are encouraged ty appropriate t a r i f f protect ion, and sometimes 

even by measure prohibit ing public bodies from purchasing cap i ta l goods 

abroad i f a domestic equivalent ex i s t s , and yet they are lanable t o 

develop because they lack mediumr-term cred i t f a c i l i t i e s or because the i r 

market i s not large or stable enough owing to the large ntunber of 

exemptions contained in the t a r i f f protect ion machinery. 

I f , in the years ahead, a development strátêgy which has more 

far-reaching and ambitious ob jec t ives than those o f the recent past, 

i s t o be adopted there must be a complete change of enphasis in the use 
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of the instruments of industr ia l development po l i c y . As w i l l be shown 

in l a t e r sect ions, a whole host of instruments and bodies have been 

established in the countries of the region over the past two decades 

covering a wide f i e l d of industr ia l po l i c y j but f o r various reasons they 

are not being properly used and they must be carefxi l ly evaluated i f they 

are t o be used more ra t iona l ly in the future. 

E f f o r t s t o promote regional integrat ion and, even more, the need 

t o compete in world markets, reqxdre a dec is ive change in the way t a r i f f 

mechanisms are used, leading t o the gradual replacement of t a r i f f s by a 

coherent set o f development measures based on other instruments of 

economic po l i cy . Among such instruments, tax incent ives , which so f a r 

seem general ly to have had a minor inf luence on industr ia l a c t i v i t y , 

may in future acquire growing importance as excessive ly high t a r i f f 

barr iers disappear. S imi lar ly , d i r ec t State act ion, e i ther through the 

establishment of industr ia l enterprises or through State part ic ipat ion 

in semi-public enterprises, may have a dec is ive e f f e c t on the development 

of certain branches of basic industry in the r e l a t i v e l y l ess developed 

countries, where the scarc i ty of f inanc ia l resources places very narrow 

l im i t s on action t y domestic pr ivate enterprises. The operation o f credi t 

mechanisms should also be modernized and made more f l e x i b l e in order to 

meet the new and very var ied needs that v d l l a r i se out of the development 

strategy being worked out f o r the coming decade. At the same time, 

stock markets vr i l l have t o seek the most d i rect and expeditious way t o 

match the resources generated by savings with the p o s s i b i l i t i e s of 

investnasnt in industr ia l enterpr ises. 

The experience of the past two decades may y i e l d some important 

conclusions which w i l l help t o guide future act ion in each covintry, in 

l i n e with i t s own specia l character is t i cs , and within the region as an 

integrated vrtiole. 

Hence, i t w i l l be necessary t o make a very deta i led analysis of past 

experience in connexion with the various instniments of industr ia l po l i cy . 

The sections that f o l l ow g ive a preliminary review of the measures adopted 

in some countries of the region t o deal s p e c i f i c a l l y with c r i t i c a l ai'eas 

o f industr ia l development, 

/2, Technology, 
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2, Technology, e f f i c j e o e y aiadL product iv i ty 

One o f the. consequences of indiècrirainate protectionism i s the 

establishment of a la rge number of productive xmits o f inadequate s i ze 

with antiquated techniques and o f ten outmoded equipment. Side by side 

with these, there i s suxplus ins ts i l êâ ' õápacity in some industries which 

i s e i ther designed t o enstffe nronopòly cbr i twl or i s the resul t of an 

uncontrolled f l ood o f investment in á 'pár t i cu lár branch of industry. In 

l » t h these cases, product iv i ty i s lower than i t could be i f resources 

were used more ra t i ona l l y , ; • ' ' ' ' ' 

Although in e a r l i e r days nobòdjr Worried imich about such anomalies, 

as industry has gradually developéd ànd the liéèd t o eaqjort more and more 

manufactxires has made i t s e l f ; f e l t > i t has becom;e evident that low 

productiv i ty i s a d i f f i cn i l t problem to ovefccane, ' par t i cu lar ly since i t s 

e f f e c t s usually build up as goods fliove'-thi'cSugh the various stages of 

the manufacturing process,. - - • ' 

Ove;r t j ie past, twenty years -"boncerh about low product iv i ty has becoms 

widespread,, even in the r e l a t i v è l y less' dèvelóped countries, in view of 

the prospect of. trade l i b e ra l i z a t i on as a resuit of the establishment o f 

an integrated regional market. -This is'wl:^ industr ia l po l i cy instruments, 

especia l ly those based oii exemptions from taxat ion, began t o be used in 

an attenpt ' t o inf luence some of the iiiç)ortaiit decisions of entrepreneurs, 

mainly, with the idea of encouraging them t o modernize the i r machinery and 

equipment and, t o a l esser extent, t o make more intensive use of t h e i r 

insta l led capacity. 

In Argentina, f o r example, what i s termed the " p r i o r i t y f o r ecpipment" 

régime authorizes the inportat ion, f r e e of a l l taxes, exchange charges and 

customs duties, of machinery and equipment f o r which there i s no 

domestically produced equivalent,, provided that certain conditions are met, 

the f i r s t o f which i s that the invéstment shoiald y i e l d technical and 

technological inprovements and shovild help t o increase domestic production^ 

itnprove i t s qual i ty and lower i t s cost . S imi lar ly , the industr ia l 

development act of Ecuador provides that , when calculat ing the proportion 

of the i r income subject- t o income tax , enterprises may deduct any sums 

invested or reinvested in. the expansion or inçrovement of t h e i r industr ia l 

/plant, and 
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plant , and also any sums spent on research t o inç)rove ex is t ing production 

techniques or to develop new ones. The development act of Paraguay also 

provides tax incentives f o r ex ist ing industr ial enterprises which expand 

or modernize the i r ins ta l l a t i ons , and f o r new enterprises which incoiporate 

new ins ta l la t ions and modern production techniques into t h e i r plant, 

provided i t i s shown that th is w i l l help to develop the industry concerned. 

Under the act r e la t ing t o exemptions in respect o f machinery, equipment 

and raw materials in Venezuela, one of the conditions i s that entrepreneurs 

must modernize the i r machineiy and eqtiipment from time t o t ime. 

Although these l e g i s l a t i v e provisions do show that there i s a degree 

of awareness of the problem, they are not very e f f e c t i v e in pract ice owing 

to the i r vagueness and the d i f f i c u l t y of providing f o r every part icular 

case. More d irect resi i l ts might perhaps be obtained, although in an 

indirect way, by authorizing the accelerated depreciation of f i x ed assets. 

Decree N® 54,298 of September 1964 in Brazi l established a special . 

c o e f f i c i e n t f o r accelerated depreciation in order to stimulate investment 

f o r the renovation and modernization of industr ia l ins ta l l a t i ons . The 

industr ia l promotion act in Peru allows enteipr ises t o increase the annual 

rate o f the i r depreciation allowances or reserves in respect of industr ia l 

machinery or equipment i f , because of unusually long workdays or other 

causes, they are subject t o wear in excess of the normal, or i f they have 

been replaced or i t i s guaranteed that they w i l l be replaced by more 

e f f i c i e n t machinejy or equipment. 

There are s imi lar provisions in the development act of Ecuador, and 

in the l e g i s l a t i on of Chi le , Colombia and other countries which, while not 

e x p l i c i t l y stat ing that the i r aim i s to encourage the speedy renovation of 

equipment, in pract ice f a c i l i t a t e i t by providing f o r the accelerated 

recovery o f the f i n ^ c i a l outlay required, 

A special provis ion has been used in Mexico t o prevent the ins ta l l a t i on 

of excess capacity under which certain industries are declared to be 

«"saturated". The appl icat ion of th i s provision has been confined t o a few 

r e l a t i v e l y simple manufactures, and i f i t became more widespread i t might 

lead t o the l e ga l i z a t i on of monopolies or o l i gopo l i es which would impede 

rather than encourage inprovements in product iv i ty , 

/In some 
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In some laore recent instances credi t incentives have been used t o 

promote industr ia l development. The Fund f o r Expansion o f Product iv i ty 

(Pundo de Desenvolvimento da Productividade - FUNDEPRO) established in 

Brazi l in 196? ass is ts industr ia l enterprises i n the preparation or 

inplementation of pro jects t o increase product iv i ty and provides f i v e - yea r 

credi ts at an interest rate o f 6 per cent, plus commissions and monetary 

adjustments, up to a t o t a l of 60 per cent, or in special cases 80 per cent, 

of the cost o f the pro j ec t . In other coi intries, the granting o f loans has 

been l inked t o the a,doption o f recormendations on the internal functioning 

of enterprises, although th i s has general ly been confined to assistance 

programmes f o r small-scale and art isan-type industry. 

These e f f o r t s , however, seem t o have had but a marginal e f f e c t and 

have not been successful in increasing e f f i c i e n c y in the use of resources 

or in ra is ing l e v e l s of product iv i ty t o any s i gn i f i cant extent, 

A more deta i led analysis would cer ta in ly revea l that th i s i s par t l y 

due t o a number of fac tors , one of which i s the fact that many enterprises 

are family-owned. Because the family cannot supervise a l l the t ime, t h i s 

makes f o r a s ingle work sh i f t per day. Another fac tor i s the d i f f i c u l t y 

of obtaining f inancing, which encourage the mediumr-sized aind small producer 

to use his equipment f o r excessively long periods. One f ac to r among the 

many that have to be considered i s o f special inportance: the techniques 

used. 

I t i s a well-known fac t that both the production techniques and the 

types of machinery and equipment being used in Latin Aioerica come from 

countries which have reached the i r present high l e v e l of development through 

a process that i s appreciably d i f f e r e n t from the development process in 

Latin America, Both the supply and r e l a t i v e pr ices of the fac tors of 

production - human and natural resources and capi ta l - and the h i s t o r i ca l 

and soc ia l background of the i r development are so d i f f e r en t that the 

e f f ec t i veness of t ransferr ing such techniques without change and the 

l ike l ihood of t h e i r prompt assimilat ion and dissemination have been 

questioned on more than one occasion. 

/However, l i t t l e 
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However, l i t t l e has been done so f a r to adapt inported techniques 

in a systematic and rat ional way to Latin American conditions, and there 

have been few e f f o r t s t o i n i t i a t e a process through which new techniques 

would be evolved spe c i f i c a l l y fo r the region» The demonstration e f f e c t 

o f the consumption habits of the developed countries i s o f ten so strong 

as t o obscure the need t o make rat ional use of reg ional resources. The 

gradual replacement of t e x t i l e s made l a rge l y of wool and cotton - of which 

there i s an abundant supply in several o f the Latin American covintries -

ty synthetic t e x t i l e s of comparable qual i ty i s merely one exanple of th i s 

tirend. 

The aim i s not to halt the introduction o f technological inprovements 

- which have undeniably made a valuable contribution to the development 

of the region - simply because they con® from abroadj but, on the other 

hand, neither i s i t to accept a l l iiiported techniques without f i r s t 

checking t h e i r sx i i tab i l i t y , as has happened in recent years. 

As a resul t o f technological progress, many newly established 

enterprises have been able t o achieve high l e v e l s of e f f i c i e n c y , while 

older enterprises have been able t o modernize, benef i t ing both from new 

techniques and from the advantages of using internat ional ly known trade 

marks. But the d irect costs in respect of r o ya l t i e s , patents and registered 

trade marks paid t o the fore ign enterprises supplying the technology, the 

premium on the value o f special machinery and equipment, and the cost of 

technical assistance f o r the ins ta l l a t i on and periodic inspection of plant, 

may come t o represent a substantial burden, depending upon market conditions 

and the s i ze and f inanc ia l soundness of the enterprise concerned. I f t o 

t h i s are added a l l the r es t r i c t i ons usually included in contracts covering 

the s ize o f the market, d is t r ibut ion, and prohibit ions on the use of other 

trade marks, and a lso the soc ia l costs - which are d i f f i c u l t t o calculate-«-

due t o the fac t that the techniques are not suited t o the actual resources 

ava i lab le , i t can be seen that there i s anple j u s t i f i c a t i o n f o r a more 

deta i led study of the nat ter . 

I t should be recognized that some valiiable work has been done recent ly 

t o f i nd a suitable approach to the question of technological research. The 

establishment of the Central American Research Ins t i tu te f o r Industry 

/ ( Ins t i tu to Centroamericano 
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( Ins t i tuto Centroamericano de Investigación y Tecnología Industr ia l ) i n 

1955í the National Ins t i tu te o f Industr ia l Technology ( ins t i tu to Nacional 

de Tecnología Industr ia l ) in Argentina in 1957í the Inst i tute of 

Technological Research ( Ins t i tu to de Investigaciones Tecnológicas) in 

Colombia; the Mexican Ins t i tu te o f Technological Research ( ins t i tu to 

Mexicano de Investigaciones Tecnológicas) in 1950; the Research Inst i tute 

( Ins t i tu to de Invest igac iones ) , a f f i l i a t e d t o the Montèrr^ Inst i tute of 

Higher Technical Studies ( i ns t i tu to Tecnológico de Estudios Superiores) 

in 1961; the Venezuelan Inst i tute o f Technological and IndustJáal Research 

( ins t i tu to Venezolano de Invest igación Tecnológica e Industr ia l ) i n 195S; 

and the National Inst i tute o f Technology ( lnst; ituto Nacional de Tecnología) 

of Paraguay in 1963j shows that there i s a des i r e . t o g ive d e f i n i t e 

encouragement to th i s kind o f a c t i v i t y , Similary, in Braz i l , the vrork 

being done by the National Ins t i tu te of Technology ( Ins t i tu to Nacional 

de Tecnología) and by the Ins t i tu te o f Technological Research of the 

State o f São Paulo ( Ins t i tu to de Investigações Tecnológicas do Estado de 

São Pavilo), i s being supported ty the work o f the Foundation f o r Assistance 

t o Research of the State o f São Pavilo (Pundaçao de Ampara a la Pesquisa 

do Estado do Sio Paulo - FAPESP) v^ich makes the resources i t rece ives - a 

contribution o f 0,5 per cent o f i t s revenue by the state government -

avai lable t o research laborator ies and centres, while maintaining the 

necesary, control t o ensure that the resotjrces are used e f f e c t i v e l y . 

Since 1964^ funds f o r research have also been provided by B ra z i l ' s Fund 

f o r the Development o f Science and Technology (Fundo de Desenvolvimento 

Técnico-Cient í f ico - FUNTEC)̂  administered hy the Banco Nacional de 

Desenvolvimento Economico (BKDE), which f inances research t o f a c i l i t a t e , 

and channel the introduction, o f technological innovations into industry^ 

the adaptation of processes ajid techniques t o l o c a l conditions and the 

invention and improvanent of industr ia l production methods to make 

intensive use o f the country's natural resources. 

Generally speaking, these inst i tut ions, .and a l l the others that have 

been in operation in the region for^some time, have found the i r capacity f o r 

action l imi ted by lack o f f i nanc ia l resources, vrtiich has at times made i t 

impossible f o r them to modernize even the i r oven equipment and laborator ies , 

/In addit ion. 
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In addit ion, the lack of communication between ins t i t i i t es , laborator ies 

and univers i t i es in the various countries of the region has deprived them of 

the pos s i b i l i t y o f complementing each other 's work. This part icular 

problem has been discussed on many occasions by representatives o f the 

various countries, in conjunction with UNESCO and ECIJA, ard i t was decided 

t o establ ish the Centre f o r the Application of Science and Technology to 

Development in Latin America (Centro para l a Apl icación de l a Ciencia y 

l a Tecnología a l Desarrollo de America Latina - CECTAL), which began 

operation in Braz i l in 1968, 

Together with th i s work on research and the adaptation of techniques, 

work has also been done on industr ia l standards, i n i t i a l l y at the national 

l e v e l , with a view t o achieving uniform standards in a l l the countries o f 

the region. 

In some countries, the establishment of industr ia l standards 

inst i tut ions i s of r e l a t i v e l y recent date. In Peru, the National Inst i tute 

f o r Industr ia l Technical Standards and Ce r t i f i c a t i on ( Ins t i tu to Nacional 

de Normas Técnicas Industriales y Ce r t i f i c ac i ón ) was established in 1959j 

and in the same year Venezuela established the Venezuelan Industr ia l 

Standards Commission (Comisión Venezolana de Normalización Indus t r i a l ) , 

while the Colombian Ins t i tu te of Technical Standards ( Ins t i tu to Colombiano 

de Normalización Técnica) dates from 1964» Even in countries where 

ins t i tut ions of th is kind have been in existence f o r some time, e f f o r t s 

have recent ly been made t o r e c t i i ^ ex is t ing de f i c i enc i e s . For exanple, 

a new general law covering standards and weights and measures was enacted 

in Mexico in I960, and in Braz i l , where the Braz i l ian Association o f 

Technical Standards (Associaçao a : 'as i le i ra de Normas Técnicas - ABNT) was 

already in exLstance, a pr ivate body has been established, the Brazi l ian 

Association f o r the Development of Basic Industries (AssociaçSo Bras i le i ra 

para o Desenvolvimiento das Industrias de Base - ABDIB), which co-operates 

in sett ing standards and organizing qua l i ty control f o r basic industry» 

Spurred on by the process of reg ional integrat ion in which they are 

engaged, the Lat in American countries have declared the i r intention of 

adopting common technical standards t o f a c i l i t a t e t rade . The Pan American 

Commission f o r Technical Standard® (Comité Panamericano de Normas Técnicas -

/COPANT), which 
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COPANT), which was established in 1961, has begun the work o f harnionizing 

the various standards ex is t ing in the region, , 

Notewortl^, too , among e f f o r t s t o encourage ..industrial enterprises 

t o increase product iv i ty , are the a c t i v i t i e s of tHe product iv i ty centres 

which have been set up over the past t w decades, .The teçhiúcal co-operation 

department of the Chilean Ins t i tu te o f Product iv i ty ( i ns t i tu to Chileno 

de Productividad) began operation in 1951, the National Product iv i ty 

Centre (Centro Nacional de Productividad) of Mexico in 1955; shortly . 

afterwards the National Product iv i ty Centre (Centro Nacional de 

Productividade) was set up in Braz i l , and now has twenty state centres. 

This was fo l lowed ty the establishment of the National Centre f o r the 

Increase o f Product iv i ty (Centro Nacional de Incremento de l a Productividad) 

in Peru in I960, the Venezuelan Ins t i tu te o f product iv i ty ( Ins t i tu to 

Venezolano.de Productividad) in 1962 ^ of product iv i ty centres in 

Costa Rica, Guatemala and Panama in 1 9 ^ , i n U r u ^ y in 1965 and in 

Paraguay in 1967. 

These centres, genera l ly established by entrepreneurial, ins t i tu t ions , 

sometimes with government, support, l^ye received f inanc ia l assistance from 

the United States Agency f o r In t e rmt i ona l Development (AID) , the. 

Organization of American States (OAS), and the Inter-American Product iv i ty 

Associaticai (Asociación Interamericana de Productividad), and technical , 

assistance from the 110, In most cases, the i r work has consisted, in 

organizing seminars and coiarses f o r supervisors, managers and administrators 

and in disseminating informatipn about product iv i ty . 

The various e f f o r t s made t o encotirage ente ipr ises to modernize the i r 

equipment and ra ise the i r l e v e l s o f product iv i ty , as we l l as the work done 

on research and standardization, w i l l have to acqtiire a great deal o f 

momentum in the coming years i f they are to promote rather than J '^^sr 

regional integrat ion. While slow but store progress i s being nade in 

technological research and the adoption o f standards f o r industr ia l products 

and processes, a special e f f o r t has t o be made t o reconvert- and modernize 

outmoded enterprises irtiich w i l l otherváse inev i tab ly be shouldered, out by 

new firn® with more modem ideas o f production techniques and e f f i c i e n c y , 

/3« Ins t i tu t i ona l 
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3. Ins t i tu t i ona l framework and f inancing 

Over the past twenty years the actual structtxre of Lat in American 

enterpr ises has not changed t o a i ^ s i gn i f i c an t ex tent . E f f o r t s t o improve 

management capacity and the interna l organizat ion o f the productive process, 

mainly i n i t i a t e d i n product iv i ty centres or in such organizations as the 

developnrent centres in Venezuela and Ecuador, are. slow t o take e f f e c t and 

are s t i l l not very broad in scope because, they are so recent . 

Nevertheless, a number of e f f o r t s have been made at the State l e v e l 

t o provide i ns t i tu t i ona l support f o r industr ia l enterpr ises . In most 

countries of the region indust r ia l development programmes have been designed 

t o induce pr i va te enterpr ise t o adopt decis ions which are most in the 

in teres t o f the community as a whole. These programmes sometimes form 

part of o v e r - a l l programmes, and sometimes r e l a t e t o the industr ia l sector 

exc lus ive ly , e i the r covering the main branches or concentrating on a 

par t i cu lar branch or on small-scale industry. Although there has been 

progress i n t h i s respect in v i r t u a l l y a l l countr ies , the implementation 

o f these programmes has been ser iously hampered by the lack of continuity 

in p o l i t i c a l decision-making or by switches of p o l i c y . Added t o t h i s i s 

the f a c t that i n many cases no s p e c i f i c p ro j ec ts through which the 

programmes coidd be put in to e f f e c t or no s u f f i c i e n t l y de ta i l ed po l i cy 

measures t o f a c i l i t a t e t h e i r implementation have been included in the 

programines. Moreover, there has been an absence o f any r e a l contact between 

planning o f f i c e s and the government agencies responsible f o r putting plans 

in to e f f e c t . 

Nevertheless, side by side wi th the work done on industr ia l planning, 

and as a resul t o f the j o i n t endeavours o f a niimber of i so la ted elements, 

both public and p r i va t e , some work has been (tone t o develop spec i f i c p ro j ec ts 

in l i n e with the p r i o r i t i e s recommended in the plans. 

In a number of countr ies, f o r instance Ch i l e , Mexico and Venezuela, 

i t has sometimes been common pract ice f o r development organizations t o 

prepare p ro j e c t s which are then handed over t o p r i va te investors . In Braz i l 

the Finance Conçjany f o r the Study of Progrananes and Pro jec ts f inanc iadora de 

Estudos e Proyectos ) , was set up in 1965 under BNDE t o f inance pro j ec t 

/preparation and 
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preparation and f e a s i b i l i t y studies t h r o u ^ loans with repayment periods 

of as much as ten years. In Mexico, the Fund for Pre-iñvestment Studies 

(Pondo de Estudios de Preinversión) , . a trust fund of the Nacional Financiera, 

was set up at the end o f 1967 f o r s imi lar purposes. The industr ia l promotion 

department of the Venezuelan-Development Corporation (Corporación Venezolana 

de Fomento) prepares pro jects which are then handed over t o entrepreneurs, 

who then do the work and provide a port ion o f the cap i ta l required. 

These effoi^ts have been supported f inanc ia l l y and coiiplemented at 

the regional l e v e l by the Pre-investment Fund f o r the Integrat ion of Latin 

America, established by.IDB in 1966< The Fund's resources have been made 

avai lable t o government agencies, development corporations, multinational 

bodies, pr ivate organizations, e t c . , t o f inance pre-investment studies f o r 

programmes or pro jects promoting Lat in American integrat ion. This Fund 

covers various f i e l d s . o f a c t i v i t y , but some of i t s resources may be used 

f o r industr ia l programmes and pro jec ts , -

As a conç>lement to these recent a c t i v i t i e s , in some countries of 

the region - Mexico, Ecuador and Venezuela - periodic l i s t s o f investment 

opportunities have been sent t o investors, and in some cases sets of d ra f t 

pro jects are avai lable upon request.' In order t o channel investment and 

prevent the accumulation of excess capacity in part icular branches of 

industry, since 1962 Venezuela has had a pro jec t r eg i s t e r in which the 

names of persons requesting State a id or f inanc ia l assistance must be 

recorded. 

A l l these e f f o r t s - and the industr ia l development l e g i s l a t i on - are 

helping t o form a. more suitable ins t i tu t i ona l framework f o r the development 

of industr ia l a c t i v i t i e s . However,-the process of economic integrat ion i s 

bringing new needs t o which, with some exceptions, no adequate response has 

yet been made. Some iso lated pieces of l e g i s l a t i on f o r instance Decree 

N® 284 68 HC, adopted in Peru in August 1968, which pâves the way f o r 

mxiltinational enterprises by establ ishing a c l ea r l y defined framework o f 

l e g i s l a t i on and taxation - g ive groTonds f o r hope that certain c r i t i c a l 

problems w i l l eventually be, solved. Nevertheless, there are s t i l l some 

strong ins t i tu t iona l barr iers t o be overcome. For exançile, the poss ib i l i t y o f 

co-ordinating industr ia l programmes and harmonizing industr ia l po l icy in the 

countries o f the region w i l l remain a distant hope unt i l stable and w e l l -

defined machinery i s established within each country. 

/ I f Latin 
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I f Lat in American industry i s t o be in a pos i t i on in the futxire t o 

deal successful ly with the problems of i t s development and i f , in addit ion 

t o promoting the f l ow ,o f in t e r - r eg iona l trade i t i s to secure i t s due share 

o f world markets, subs^tantial changes w i l l have t o be made in the 

i ns t i tu t i ona l framework, which may w e l l become one of the key f ac to r s f o r 

future development. 

Another equally c r i t i c a l f a c t o r , and one which has t r a d i t i o n a l l y 

hampered industr ia l development p o s s i b i l i t i e s in Latin America, i s f inancing. 

The f i nanc i a l status of industr ia l enterpr ises depends on a great 

v a r i e t y of f ac to rs whose e f f e c t s are d i f f i c u l t to i s o l a t e . P ro tec t i on i s t 

p o l i c y , p r i c e - f i x i n g , wages po l i c y , taxat ion and exemptions from taxat ion , 

and even some administrat ive provis ions, a l l have an e f f e c t on the capacity 

of enterprises t o generate th e i r own funds,. The e f f e c t s of some o f these 

po l i cy measures were discussed in e a r l i e r sect ions, espec ia l l y i n r e l a t i on 

t o t a r i f f protect ion and tax l e g i s l a t i o n that a f f e c t the investment or 

re-investment of funds. The measures adopted in recent years with regard 

t o the supply of external funds t o enterpr ises in the form o f d i r ec t 

contr ibut ions, loans and f o r e i gn investment are discussed in the fo l l ow ing 

paragraphs. 

The slow pace at -vrfiich per capi ta income has grown, together with 

cer ta in pers istent structural d e f i c i enc i e s , has meant that savings in 

Lat in America have remained at a genera l ly IOTÂT l e v e l . Given t h i s trend, 

the industr ia l sector has had t o compete with the other sectors of production 

in order t o a t t rac t i t s share of the resources ava i l ab l e , not always with 

success. 

Personal savings, which could become d i r ec t cap i ta l in f lows, , are 

genera l ly at tracted in to other forms o f investment which o f f e r conparable 

or higher returns and are eas ier t o recover, f o r example, time deposits 

in savings banks or associat ions, or speculation with f o re i gn currency. 

Given th i s s i tuat ion , there has been no e f f e c t i v e way t o channel such 

savings towards industry. 

In the vast major i ty o f cases, the pos i t ion of stock markets has 

weakened in recent years , pa r t i cu la r l y i n so f a r as the i r capacity t o 

channel f i nanc ia l resources t o industry i s concerned. Even i n Mexico, 

/where the 



E/CN.12/830 
Page 129 . 

where the buying and se l l ing o f the shares of the Nacional Financiera 

make the market spec ia l ly dynamic, transactions in the shares of industr ia l 

enterprises are o f l i t t l e s ign i f i cance . In the other countries which 

have stock markets there has been a steady dec l ine , both in the r ea l 

value o f secur i t ies and in quotations of industr ia l shares. In an e f f o r t 

to reverse th i s trend some countries are taking de f i n i t e steps to t r y to 

recover - or to win - the confidence of investors. 

In Argentina, f o r exauçle, a new Stock Market Act was adopted in 

September 1968 which made some changes both in the market i t s e l f and i n 

the provisions governing incorporated conpanies. In Braz i l , l e g i s l a t i v e 

decrees M® 157 and N® 238 of August 196? grant exemptions from taxation 

to purchasers of shares, allowing deductions from income t ax o f up t o 

10 per cent f o r persons and up t o 5 per cent f o r enterprises f o r th i s 

purpose. In Colombia, Decree N® 2229 o f August 1968 requires the 

administrators o f incorporated conçjanies, in ter a l i a t o submit data 

on the sa lar ies , f e es , t r ave l allowances and other income o f compai^ 

d i rec tors , with the aim of contro l l ing and protecting the interests o f 

small shareholders. In 1965, the f i r s t stock market in Central America 

was opened in El Salvador, and at the end of 1968 Paraguay was planning 

to establ ish a stock market to channel savings towards investment in 

industr ia l secur i t i es . 

Despite a l l these e f f o r t s , however, i t appears that savers tend to 

have more confidence in fixed-income secur i t ies issued by large inst i tut ions 

than in industr ia l secvir it ies. 

The d i rect contributions made by some State f inanc ia l corporations, 

such as the Nacional Financiera o f Mexicó Or the Venezuelan Development 

Corporation, have helped t o support pr ivate investment and channel i t 

towards the industr ia l sector , wi th f a i r l y successful resu l ts , and i t 

i s hoped that the Andean Development Coiporation (Corporación Andina de 

Fomento) w i l l be able t o do the same on a"subregional scale, although 

these inst i tut ions general ly do not opérate through stocks markets but 

rather conçjete with them. Financial enterprises that opérate as investment 

funds have shown the same weaknesses as have a f f ec ted stock markets, 

/In view 
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In view o f the above, i t i s c lear that a care fu l review i s needed 

of the current machinery through which stock markets operate, since 

such markets can play an important ro l e in the futxu:e i f the proper 

channels are provided. 

In contrast t o the i n f l e x i b i l i t y of stock markets, and the decline in 

the i r operations, c red i t mechanisms have been supplying an increasing 

volume of f inanc ia l resources t o industr ia l enterprises. While i t i s true 

that the t r ad i t i ona l banking system has had - and s t i l l has in some countries -

rather serious l imi ta t ions in t e m s of f u l f i l l i n g the needs of industry, i t 

mrast be recognized that in recent years - with varying degrees of success -

various meastires have been adopted t o make credi t mechanisms more f l e x i b l e 

and e f f e c t i v e . 

The shortage of medi-umr-term and long-term c red i t , which has long ^̂  

been one o f the most c r i t i c a l problems in industr ia l f inancing, has received 

special at tent ion. In addit ion, the supply of working capi ta l has been 

expanded and specia l mechanisms have been sou^t to solve the acute problems 

o f the capi ta l goods industry. 

In order to do t h i s some countries have endeavoured to eliminate 

l e g a l r es t r i c t i ons on bank cred i t operations, and have also authorized 

the formation of other pr ivate f inanc ia l bodies, such as financing conpanies, 

development banks e t c „ , with more f l e x i b l e regulationSo 

More rapid and e f f e c t i v e action has been achieved through the 

establishment of machinery which takes advantage of the d irect contacts 

between commercial banks or other pr ivate f inanc ia l inst i tut ions and 

enterprises in order t o t rans fer State resources, most o f which come from 

external loans, t o enterprises. 

In Braz i l , f o r exançile, a group of f inancing funds were set up in 

1964 and 1965 under the National Economic Development Bank, to provide 

cred i ts f o r the purchase of domestically produced equipinent and machineiy 

(FINAME), f o r the f inancing o f small-scale and mediumr-sized enterprises 

(FIPEM;) and of studies and pro jec ts (FINEP), and f o r the provisioi. of 

working cap i ta l (FUNDECE). In October 1968, Colombia established an 

Industr ia l Fund within the Banco de l a Republica which i s authorized t o 

rediscount loans granted l y banks and f inanc ia l corporations to small and 

/medivim-sized industr ia l 
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modium-siaed industrieO. enterprises. In Peru, the functions of the Banco 

Industrial were expanded to include development promotion functions when 

the National Ins t i tu te f o r Industr ia l Promotion ( Ins t i tu to Nacional de 

Promoción Industr ia l ) was amalgamated with i t . 

Together with domestic resoxxrces of cred i t external loans from 

international ins t i tut ions - the International Bank f o r Reconstruction 

and Development, the Inter-American Development Bank, and others - and 

from government f inanc ia l agencies - the Export Import Bank, AID, e t c . -

have played an important ro le in recent decades. Although only a port ion 

of the.resources made avai lable t^ these bodies has gone to the industr ia l 

sector, i t has been s u f f i c i e n t . t o cover the fore ign exchange expenditures 

of some inçjortant new ventures, espec ia l l y in the f i e l d of chemicals, 

petroleum products, ce l lu lose and paper, and basic metals. 

The trend over the past ten years has been for these resources to 

decl ine, while interest rates have general ly tended to climb. So f a r , 

despite repeated e f f o r t s , i t has not proved possible to modiiy one of the 

features of external c red i t which places Latin America at a specia l 

disadvantage: the ty ing o f cred i ts to the or ig in and destination of the 

goods purchased, together with the res t r i c t i ons re la t ing to transport 

and insurance» 

Given the above, i t w i l l be necessary t o ensure that in the future 

there i s a groiíing voliune of exterrial resources to help Latin American 

industry through the c r i t i c a l stage o f transformation now before i t . This 

w i l l not be possible unless the developed countries commit a somewhat larger, 

proportion of the i r resources t o ass ist ing the countries o f Latin America. 

A further reason f o r en l is t ing external support i s the fac t that 

conditions w i l l change in the region as the process of economic integrat ion 

progresses. The experience of more advanced coimtries shows that addit ional 

financing i s required t o reconvert industries which are being ousted by new 

and more e f f i c i e n t enterprises. Quite probably th i s need w i l l be par t icu lar ly 

acute in Latin America, where, because of the r e l a t i v e l y high proportion 

of medium-sized and small enterprises and artisan-type industr ies, 

r e l a t i v e l y more enterprises may be expected to f i nd themselves conpletely 

unable t o conpete as markets are gradually l i b e ra l i z ed , 

/In recent 
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In recent' years, f oreign pr i va te investment hâ a a lso played an 

important part in the industr ia l sector . 

In e a r l i e r years, fore ign pr ivate investors showed l i t t l e " i i i térest 

in Lat in American industry, escicept in those countries which had r e l a t i v e l y 

large domestic markets^ such as Argentina, Braz i l and Mexico; However, 

over the past twenty years, the amount of fore ign pr ivate invisstinent has 

grown and, while i t does not represent a large proportion o f t o t a l 

industr ia l cap i ta l , i t has gone predominantly t o some of the fas tes t 

growing branches, f o r example, the motor-vehicle^ petrochemical, e l e c t r i c a l 

machinery and e lectronics industr ies, e t c . The countries of the region 

have adopted con f l i c t ing at t i tudes towards th i s s i tuat ion. Some think 

that accepting fore ign cap i ta l in these branches o f i ir iust iy i s the most 

d i rec t method of incorporating modem production techniques into industiy, 

while others think that , since these.are the branches vjith the highest 

potential ,growth, they should remain under national contro l . Added to th i s , 

there i s the growing tendency o f f d r e l ^ investors to take over Latin American 

enterprises that are already in operationj th i s may mean nothing more than 

a t ransfer unless the resources thus f reed are re- invested in the sector. 

Despite the changes in the way that f o re i gn investment reakshes Latin 

America, few industr ia l po l i cy measures seem t o have been taken to channel 

th i s investment. In general there has been no change in the t rad i t i ona l 

po l i cy of at tract ing cap i ta l from a l l and stondry ty o f f e r i ng a var ie ty of 

exemptions and incent ives, with l imi tat ions in only a few cases, 

.'if.. For exanç)le, under Act N® 14,780 of 1958" in Argentina, fore ign capi ta l 

has the same r i ghts as domestic capital^ although subsequent l e g i s l a t i on 

granted preferences in some cases and incentives in others. In September 

1967 a f o re i gn investment promotion service (Serv i c i o de Promoción de 

Inversiones Extranjeras) was established, whi le has endeavoured to give 

•even greater f a c i l i t i e s t o fore ign i ves tors . In Braz i l , Act N® 4390 of 

1964 and Decree N®. 55,762 of.1965 guarantee fore ign. investors broad 

freedom of operation, while resolution N® 7 of 1968 in Colombia raised 

the percentage of p r o f i t s that could be repatr ia ted . In Chi le , fore ign 

investors are granted a number of exenptions on icçiorts of machinery and 

/equipment, and 
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equipment, and accelerated depreciation of f i xed assets, e t c . In Mexico, 

fore ign cap i ta l may not exceed 49 per cent o f the t o t a l cap i ta l of 

enterprises covered by the Act on the Promotion of New Essential Industries; 

and in a. few cases the cap i ta l must a l l come from domestic sources. In 

Paraguay, Act N® 246 of 1955 granted fo re i gn investors wide-ranging 

guarantees and customs and tax bene f i t s , and also authorized them to 

purchase f o re i ga exchange from the Central Bank f o r remittances abroad. 

The contribution that fore ign industr ia l enterprises can make to 

the Latin American coxintries in terms of both technology and administrative 

e f f i c i ency and organization must be channelled in such a way that the 

maximum benef i t i s derived from i t . This necessari ly inp l i es the more 

or l ess xiniform treatment of f o re ign cap i ta l in the various countries 

t o prevent the countries from conpeting with each other to t h e i r own 

detrimentp in the incentives thsy o f f e r to investors. I t also means 

that the interests of l o ca l entrepreneurs w i l l have t o be safeguarded 

t o ensure that they are not excluded from the most dynamic industr ia l 

a c t i v i t i e s which o f f e r the best f inanc ia l prospects. 

Hence, i t may be af f i rmed that in terms of financing there have been 

serious short comings in the mechanisms involved in the f low of funds t o 

Latin American industr ia l enterprises, and that judging by recent trends 

the problems of Latin American industiy are becoming more acute. 

Great e f f o r t s w i l l therefore have t o be made to improve f inancing 

i f future development i s to be poss ib le . Expansion of the volume of 

resources f lowing to industry and d i v e r s i f i c a t i on of the methods of 

f inancjj ig, with the ençihasis on longer repayment periods, are both 

essenir s l p'rerequisites of thiB iriprovement. This cannot be achieved 

unle£:j jjiiportant decisions are taken on internal economic po l i cy , 

added t o which there must be a substantial in f l ow of -external f inanc ia l 

assistance. 

/4, Employment 
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4. Employment and labour problems 

Because of the rapid grovrth of the population, and henee the labour 

f o r c e in Lat in America, and the inev i tab le migration to the c i t i e s of a 

part of the rura l population, a l l the sectors of production except 

agrict i l t i i re have been subject t o strong pressures caused by the demand 

f o r new employment opportunit ies ín the l a s t few decadesj but the 

secondary sec tor , which has i t s own l im i ta t i ons on gro^irth^ has not 

reacted f o r c e f u l l y t o th is pressure. Part o f the surplus agr icu l tura l 

population of working age, which i s v i r t u a l l y completely xintrained, has 

been absorbed in to the bui lding industry or in loxf-productivity se rv i ces , 

whi le the r eminder have swelled the ranks of the unemployed, gradually 

aggravating the problem of marg ina l i ty . 

As they natura l ly are not organized, the segments of the population 

a f f e c t ed by memployment have ncit been strong enough to press f o r the 

adoption of measxires t o improve matters. The s p e c i f i c ob j ec t i ve o f 

ra i s ing employment l e v e l s has not been one of the major concerns of those 

who frame and contro l economic po l i cy in Lat in America, An unemployment 

rate of 5 t o 6 per cent o f the labour f o r ce has come to be considered 

normal, and when th is ra te has been exceeded the State has been given 

the responsibjJ.ity f o r absorbing the excess manpower e i ther in public 

works or by o v e r - s t a f f i n g State enterpr ises and bodj-eSa 

I t was hoped that the l e v e l of employment would r i s e automatical ly 

as the o v e r - a l l econoMc development process gained momentum; and, given 

the continued stagnation of agr icul ture and the inev i tab le migration of 

the rui 'al popiilation because of improvements in product iv i ty , roRponsib i l i ty 

f o r abfci'bing a grcviing proportion of the labour f o r c e began to s h i f t t o 

indust.i.'/> i t being r e l a t i v e l y the most dynamic sec to r . However, th is was 

not done in an e x p l i c i t fashion. I t would be d i f f i c u l t t o f i nd any 

indust r ia l po l i cy measure so l e l y d i rec ted towards increasing employment 

in in:iv'tvtry, although th^iro are son® measures that i nd i r e c t l y or p a r t i a l l y 

seek tk l s goa l . 

/For example. 



E/CN.12/830 
Page 135 . 

For example, one of the basic ob ject ives of the po l i c i es f o r the 

promotion of art isan-type and small-scale industry adopted in some countries 

has been to ra i se , or at l eas t to maintain the l e v e l of employment in plant 

viith r e l a t i v e l y modest cap i ta l requirements. 

The Banco Industr ia l of Argentina has been administering a system 

of special loans f o r the establishment, expansion and modernization of 

small-scale industry in the i n t e r i o r of the country, whose basic ob ject ives 

include using l o ca l raw materials and employing l o c a l l y avai lable manpower. 

Simi].arly, the cred i t programme of the Venezuelan Minist iy of Development, 

which operates through the National Commission f o r the Financing of 

Small-scale and Mediumr-sized Industry (Comisión Nacional de Financiamiento 

de la Pequeña y Mediana Industr ia ) , established in 1959^ includes among 

i t s basic ob ject ives ensxiring permanent sources of employment and promoting 

the training of entrepreneurs an.d industr ia l manpower. Although such 

object ives are not e x p l i c i t l y states in Mexico's programnKs f o r the 

development of small-scale and medium-sized industry, they are re ferred 

to in a r t i c l e 11 of the Act on the Promotion of New Essential Industr ies, 

which l i s t s the secondary p r i o r i t i e s that may a f f e c t tax exemptions or 

the amount of tax reductions granted under the Act , and states that one 

of the fac tors considered w i l l be the quantity and qual i ty of the manpower 

employed or to be employed. 

Furthermore, reg ional developmsnt po l i c i es may also be interpreted 

as attempts, a lbe i t pa r t i a l , to reta in manpower in i t s area of or ig in in 

order to prevent increased migration to the industr ia l centres. 

This seems to be a major object!',"-e in the countries which are 

geographica3.3y the l a r ges t . I t has been stated that regional planning 

in Mexico i s focused mainly on the problem of emplojrment, seekixig systems 

and methods that w i l l provide employment f o r the many unemployed or 

underemployed within each reg ion. Accordingly, since the n ine t e en - f i f t i e s 

the forrrsation of reg ional i j idustr ia l centres has been encouraged by 

extendfu'g e l ec t i - i c i t y net.A-orks, reducing railway transport rato'5, e t c . 

1/ Statement by Al f redo Navarrete, Director of Nacional Financiera, 
at the Jomadas industr ia les de Jal isco (Aiigust 1967). 

/The state 
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The s tate governments have ass isted by. ^ a c t i n g indus t r i a l development 

l e g i s l a t i o n granting, t ax exemptions f o r up t o t h i r t y years in some cases 

and re leas ing . land f o r the construction o f indus t r i a l e s ta t es . As a 

r e s u l t , new industr ies have been d e y e l o p j ^ i ^ . th e s tates of l^forelos. 

Puebla, Querétaro and in other r e l a t i v e l y backward areas. 

S im i l a r l y , one of the basic ob j ec t i v es of the Departu^nts f o r 

the Development of the Nordeste (Superinténdencia de Desenvolvimento 

do Nordeste - SUDENE) and Amazonia (Superinténdencia de Desenvolvimento 

da AmaKonia ~ SUDAM), which were set up in 1959, was t o promote new 

a c t i v i t y in the two reg ions , e spec ia l l y in industry , t o absorb the 

unemployed labour f o r ce formerly ençsloyed in ag r i cu l tu re . For th i s 

purpose, companies viere - allowed, t o apply 50 per cent o f t h e i r income 

tax to a c t i v i t i e s prompted by the two Departments, provided they supplied 

an equal amount of matching cap i t a l a l a rge proport ion of which they 

could obtain through reg iona l banks. 

There has been some discussion.as t o whether the measures t o promote 

arbisan-type and smal l -scale industry ^ d the . reg iona l development po l i c i e s 

adopted in La^tin America are j u s t i f i e d , e i the r in terms of t h e i r 

employment ob j e c t i v e s or in terms o f t h e i r e f f e c t on the costs of 

indus t r i a l production.. 

C l ea r l y , the indis.-irircinate o f granting incent ives t o all. small-

sca le indus t r i a l enterpricres: would c o n f l i c t with the need to r a i s e 

product i v i ty and lower c o s t s . I t i s worth l ook ing , however, to see in 

which branches or,products there i s or there coijú.d be - any r ea l 

choice o f techniques, g iven the current supply and r e l a t i v e cost of 

cap i t a l and laboior. 

There i s some evidence that, in the mt?tal-transforming industr ies , 

f o r example, there i s a great dea l o f scope f o r small enterpr ises 

operating as subcontractors. There may a lso be some bene f i t in 

establ ish ing ^mall rura l and fisheries industr ies t o meet l o c a l needs, 

Simil-LrDy, i t would be uscfvil t o examine t o what extent and tinder what 

condit ions indus t r i a l grovrbh based on h igh ly productive units i s capable 

o f generating a margin o f i nd i r ec t employment - in transport , markèting 

and other serv i ces - which would equal or even exceed the amount o f 

employnKnt that can be obtained d i r e c t l y from l e s s productive cut more 

labour- intensive un i t s . /Furthermore, i t 
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Furthermore, it woxild be advisable to examine how in some cases the 
bottlenecks of public, administrative, transport and other services actually 
cancel out the external economies of centralization, and thus justify the 
formation of new development centres at greater distances from one another. 

Answers to these questions may assist in the adoption of employment 
objectives compatible m t h a rapid growth of production and harmonious 
regional developmeoit thanks to development vdthin each country. 

Industrial manpower problems, however, are not confined to the 
quantitative side of employment. Equally or even more important are 
deficiencies in vocational training and the loxir wage levels of unskilled 
workers. 

Admittedly, the fact that the labour force lacks skills is one part 
of a complex social structure of which industry is but one component. 
Because of its specific needs, however, industry has made some attempt 
to solve this problem. 

Mich more effort has been made in recent years to improve the level 
of skills of adult workers. The few existing traditional institutions, 
generally coming under the various ministries, have been joined by new 
bodies which can operate more flexibly although but have a more limited 
educational range. 

The Na-tional Industrial Training Service (Serviço IJacional de 
Aprendizagem Industrial - SEMI), established in Brazil in 1942j the 
National Training Service (Servicio Nacional de Adiestramiento - SENA) 
established in Colombia in 1957; the National Institute for Educational 
Co-operation (INCE) established Venezuela in 1959j the National Service 
for Industria.1 Training and Lab.n-r (Seriàcio Nacional de Aprendizaje y 
Trabajo Industrial - SENATI) established in Peru in 1960; the Accelerated 
Manpower Vocational Training Programme (Programa de Formación Profesional 
Acelerada de Mano de Obra) established in Chile in I960, which in 
1966 btícanfâ the National Institute of Vocational Training (Instituto 
Nacional de Capacitación Profesional - INACAP); the training centres for 
industrial laboixr established in Mexico in 1963; the National Training 
Institute (Instituto Nacional de Aprendizaje) established in Costs Rica 
in 1965; the Institute for the Training and Development of Hximan Resources 

/(Instituto para 
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( ins t i tu to para l a Formación y Aprovèchànâehto de Rectirsos Humnos) 

established in Panama in 1965j the accelerated vocational training 

schools started in the Dominican Republic in 1966j and the Vocational 

Training Service (Serv ic io de Capacitación Profes ional ) of nwre recent 

date in Ecuador - a l l these Inst i tut ions have sonewhat similar 

character ist ics» 

Althoxagh some of them come under the State system and others under 

entrepreneurial organizations, i t i s the l a t t e r organizations which d irect 

and determine the coxirse of action to be fo l lowed. They generally provide 

vocational training f o r young appreaitices and advanced training f o r adiilts, 

with a view to providitig workers with skillJLs, Almost a l l such inst i tut ions 

provide theoret ica l and pract ical training through in-service courses or 

courses at traii i ing centres in d i f f e r en t areas of the country vhich cover 

a number of trades, such as the various types o f mechanic, e l ec t r i c ian , 

welder, e t c . The courses are usually short, ranging from a few weeks to 

one year, taking the minimum amount of time required to learn a trade. 

In some countries, recent l eg i s l a t i on has endeavoured to combine 

the aim of increasing regional employment with that of manpower tra ining! 

f o r example, an act adopted in Braz i l in 1968 provided that 5 per cent 

of the t o t a l sums received by SUDENE and SUDAM in respect of f i s c a l 

incentives must be used f o r manpower education and training projects in 

the two regions. 

Although such e f f o r t s are not a sat is factory response to the need 

to incorporate workers into the industr ial commimity - not Just as factors 

of production, but as human beings within a cultui'e whose values they must 

of necessity share - they are ai; l east helping to a l l e v ia t e in part the 

high rate of unemployment arei the acute shortage of skil led, laboxir. 

So far, however, it has not proved possible to bring a large 
proportion of unskilled labour into the consumer market since their low 
wages seriously limit their potential demand for mantifactures. Raising 
the level of employment and inclvasing wages can probably only be done 
through a massive training effort, con±»ined with significant changes in 
the productive structxire, especially in the agricultural sector, although 

/this would 
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this vrou-ld cer ta in ly reqioire great changes in other more general fac tors 

- which are not iriLthin the scope of the present dociiment - responsible f o r 

the continuance of the current s i tuat ion. 

I t i s quite l i k e l y that employnBnt and manpower training problems 

w i l l bacon® more acute in the near fu ture . On the one hand, the f a c t 

that the rate of population increase i s on the r i se means that more and 

DKire young people are entering the labour market, while on the other, 

the process of economic integrat ion should bring with i t economies in the 

use of resources, espec ia l l y laboxir. Finding a solution to these problems, 

in which the industr ial sector w i l l have to play a not ins ign i f i cant part , 

w i l l require very carefvil r e f l e c t i o n sinco more than purely economic 

factors are involved, 

5. Regional integrat ion and the world market 

The l imi tat ions to which trie o v e r - a l l developuKnt of Latin America 

i s subject, which have beconfô narrower in recent years, have gradually 

shown - as has been repeatedly pointed out - that there i s a need t o 

change the strategy which has governed development so f a r . One o f the 

essential components of this new strategjr i s the reg ional integrat ion 

of domestic markets, in which the industr ia l sector w i l l have to play 

a central ro le in speeding up development, A question which arises in 

connexion with regional integrat ion, i s that of increasing the f l ow of 

exports of Latin American manufactures to the res t of the world. 

Although these two problems have to be tackled simultaneously, 

since they are very c lose ly in ter re la ted , the measures required may be 

Considered separately, f o r in recent yeai^ various spec i f i c po l icy 

measures have been adopted f o r each of them, 

(a ) Regional integrat ion 

The f i r s t proposals f o r the creation of a Latin American common 

market were put forward in 1949, but i t was some years before a s tar t 

could be made on putting them into e f f e c t . 

The i n i t i a l agreenents, adopted in 1951j re lated to Central American 

integrat ion, although i t was only in 1958, when the f i r s t mul t i la tera l 

agreenents were signed, that the Central An^rican Economic Integration 

Prograrane began to operate, two years before the conclusion of the 

/General Treaty 
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General Treaty on Central American Economic Integrat ion and the establishment 

of the Permanent Secretar iat (SIECA). The rapid process o f t a r i f f 

l i b e r a l i z a t i on and the adoption of uniform external t a r i f f led to marked 

increase in trade between the countries of the reg ion. 

The instruments i n f o rce f o r the industr ia l sector are designed to 

f a c i l i t a t e investment decision-making by enterprises, concentrating on 

production f o r the common market. 

The Régime f o r Central American Integrat ion Industr ies, adopted in 

I95Ô, imp l i c i t l y provides that only one industry in each branch of production 

w i l l have f r e e access to the regional market and qua l i f y to be designated 

an " integrat ion industry"» Such industries are guaranteed, inter a l i a , 

that any competitor plant that may be established in another part of the 

region w i l l enjoy s imi lar access to the market only ten years a f t e r i t s 

establishment, A fxirther provision prevents a second " integrat ion industry" 

being designated in any one counl-ry unt i l a l l f i v e signatory countries 

each have one such indust iy . 

To date' only two plants have been declared integrat ion industr ies: 

a rubber tyre and' tube plant in Guatemala and a caustic soda and chlorinated 

insect ic ides plant in Nicaragua, the l a t t e r having been in operation 

since 1967. There are also plans f o r plants f o r which admission to the 

Régime has been requested; two nylon f i lament plants^ one in Guatemala and 

one in E l Salvador, two piilp and paper plants, one in Guatemala and one i n 

Honduras, and two iron and s t ee l plants, one in Honduras and one in 

Costa Rica. 

The number o f actual achievements and pro jec ts planned i s hardly 

sa t i s fac to ry in view of the f a c t v.hat the Régime has been in operation 

f o r f i v e years and in comparison with the rapid progress that has been 

made in the el imination of trade barr iers . This vras probably whçr a 

further scheme to protect industr ia l devel.opment was put into e f f e c t 

under which surcharges may be placed on the common external t a r i f f . A 

plant requesting the imposition of th is surcharge must show that i t i s 

Capable of sa t i s f y ing at l eas t 50 per cent of the reg ional demand f o r the 

goods i t produces. Pr ice-contro l machinery was also established under 

/this arrangement. 
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this arrangement. To date, only two enterprises have taken advantage of 

the scheme: one producing e l e c t r i c l ighting-bti lbs and one producing glass 

bo t t l es , although there are many requests from other enterprises f o r 

admittancee 

Another instrument which completes the set of measures adopted t o 

promote industr ia l integrat ion i s the Central American Agreement on 

Fiscal Incentives to Indiostrial Development, concluded in 1962, which 

establishes a viniform régime f o r f i s c a l incentives to industry. The 

Agreement applies to both new industries and the expansion of ex is t ing 

industries and establishes a scale of graduated exemptions and incentives 

varying in accordance wj.th the type of goods producedj industries producing 

capi ta l and intermediate good.s, f o r example, rece ive the highest bene f i t s , 

and assembly plants the lowest. Because of i t s r e l a t i v e stage of 

development within Central Amei'lca, Honduras receives specia l treatment 

under which i t can grant addit ional incentives f o r certain periods, 

Nicaragua i s also ent i t l ed to similar incent ives, but f o r shorter periods. 

Taking advantage of t h i s addit ional bene f i t , Honduras requested that i t s 

large-scale pro jects f o r a pulp and paper plant at Olancho and an iron 

and s t e e l plant at Morazán should be designated integrat ion industr ies . 

Evident ly , vAiile the integrat ion process in Central America does 

have a number of d i f f e r en t instruments of an ins t i tu t i ona l character, the 

industr ia l achievements of the process to date have been somewhat l imi ted . 

The Latin American Free-Trade Association (LAFTA), established 

in I960 by the Mnjatevideo Treaty, has evolved in a d i f f e r e n t way and has 

also used i t s instruments d i f f e r en t l y^ V/hile the programme f o r the 

gradual l i b e ra l i z a t i on of trade by means o f annual negot iat ions, the 

results of vjhich appear on the National Schedules and the Common Schedule, 

made rapid progress i n i t i a l l y , i t has now slowed down, as the negotiat ions 

have begun to deal vrith products of greater importance. 

As i s known, the commitinent to a Common Schedule means that products 

included in i t must be completely and irrevocably f reed from a l l duties 

and charges and other r e s t r i c t i ons , although th is obl igat ion only becomes 

binding at the end of the twelve-year period st ipulated in the Treaty, 

i . e . , in 1973. 

/Although in 
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Although in the f i r s t section of the Common Schediúie, approved 

i n 1964,,agricxiltural products ( c o f f e e , bananas, cocoa, cotton, e t c ) 

and mining products predominate, some industr ia l products o f some 

importance were also included, f o r example long- f ibred chemical ifiood 

pulp, which i s traded i n some volume between theLAFTA countries. 

The cer t^ j^ ty that th i s product would c i rculate f r e e l y . i n the LAFTA . 

area from, 1973 onwards was probably, one o f the fac tors prompting Chile, 

f o r example, to develop pro jects f o r increasing i t s pulp production 

capacity ! although the lowering o f t a r i f f s f o r third countries 

( a l t e ra t i on o f the margin o f preference) in the t rad i t i ona l impojrting 

coxintrie.s o f the area has caused some d i f f i c u l t i e s , they are e3q)ected 

to be only temporaiy. 

Another o f the major instruments, in addition to the CQíiií0||,.and 

National Schedules, by which the Montevideo Treaty aims to achieve i t s 

objectivies i s the complementarity agreements. In the early years o f • . 

operation o f the Treaty, the prevai l ing view o f such agreements was • 

that they would bas i ca l l y form, together with the National Schedules, 

a method whereby products could be included in the Common Schedule, 

i in t i l . the Schedule had achieved i t s purposes. I t was thought that a 

spec i f i c and autonomous programme of l i b e r a l i z a t i on for part icular 

groups o f products or l i nes o f industr ia l production would form a 

suitable addit ional mechanism to speed up the o v e r - a l l l i b e ra l i z a t i on 

programme, 

The i n i t i a l régime - resolutions 15 ( I ) and 4Ô ( I I ) - established 

that products coming under the complementarity agreement must be 

included in the National Schediiles; th is automatically meant that a l l 

countries benef i ted from the concessions in the agreement, i . e . , that 

the e f f e c t o f concluding such an agreement d i f f e r e d very l i t t l e from 

the e f f e c t o f including a product in the National Schedules, 

Two complementarity agreements were signed under th is régime. 

The f i r s t , cpncluded i n July 1962, covered s t a t i s t i c a l and similar 

machines, together with parts, accessories and punched cards, and 

was signed by Argentina, Braz i l , Chile and Uruguay, Under th is 

agreement, import duties were abolished between the LAFTA countries 

/but retained 
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but retained f o r imports from th i rd coiintries. The agreement has operated 

normally and trade has s tead i ly increased since i t came into fo rce in 1962, 

since in 1963 imports o f such products t o t a l l ed almost 360,000 dol lars 

while in 1966 - the most recent year f o r which data are avai lable - they 

had grown to over 1,3 mi l l i on do l la rs » 

The second agreement covered e lectronic valves f o r radio and 

te l ev i s ion sets , including pai^s and components, and was signed by Argentina, 

Braz i l , Chi le , Mexico and Uniguay, In addition to providing f o r the 

elimination o f import duties as between the signatory States, the agreement 

includes provisions t o harmonize duties on imports from th i rd countries. 

The agreement i n i t i a l l y excluded certain tj^jes of va lve , on the understanding 

that they would gradually be included over a s ix-year period. The l i s t of 

exceptions has already been revised twice . 

Unlike the f i r s t agreement, the second contains provisions designed, 

not to prevent the introduction of res t r i c t ions on imports o f parts and 

components from th i rd countries, but rather to encourage production in 

the LAPTA area by establ ishing certain requirements and at the same time 

sett ing up a commission to administer the agreement. 

During the f i r s t conçilete year in which the agreement was in force 

- 1965 - imports t o t a l l ed 1.2 mi l l i on do l lars , r i s ing to almost 1,7 mi l l ion 

in 1966, 

These were the only two agreements which were signed during the 

period of e f f e c t of resolutions 15 ( l ) and 48 ( I I ) ^ i . e . over a period 

of almost four .years. 

Resolution 99 ( I V ) , adopted at the end of 1964, opened up new 

prospects f o r complementarity agreements by eliminating the provision 

making i t ob]J.gatory t o include pi-oducts covered by such agreements in 

the National Schedules and by providing that countries not part ic ipat ing 

in an agreement would bene f i t from i t s provisions only i f they provided 

adequate compensation - t h i s , as TÍÍÍII be rea l i zed , a f f e c t s the working 

of the most-favoured-nation claxi.se. The resolution also contained another 

exception to the clause by providing that the r e l a t i v e l y less developed 

countries would be e l i g i b l e unconditionally f o r a l l the bene f i ts 

negotiated i n the complementarity agreements, i r respect ive o f whether 

they were part ies t o them, 

/This new 
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. • tV • * " 
This new system, which .did away .with ^he automatic extension o f 

b ene f i t s , promoted increased confidence appng countries and enterpr i ses . 

In 1965, the entrepreneurs attending .;bhe sec to ra l meetings - which, 

together with government e f f o r t s and the. proposals worked out at a 

d i f f e r e n t type o f entrepreneurial meeting, const i tute the machinery 

f o r developing complementarity agreements - recommended the conclusion 

o f some t h i r t y complementarity agreements l i b e r a l i z i n g more than a 

thousand items. However, the governments only signed two o f them, 

both between B ra z i l and Urugi^ay, one covering household e l e c t r i c a l , 

mechanical axad heating appliances, and the other covering cer ta in 

products o f the e l e c t ron i cs and e l e c t r i c a l communication indust r i es . 

A f t e r a short t r ans i t i ona l per iod, a number of f a c t o r s l ed 

goveniments t o be somewhat r e t i c en t about embarking upon further 

congjlenentarity agreements. One tías the f e a r that reso lut ion 99 ( I V ) 

might lead t o a l a rge number o f b i l a t e r a l agreements which would d i s t o r t 

the concept o f raultilaterality that pervades both the s p i r i t and the 

l e t t e r o f the Treaty . Another •'.la.s the concern that there might be 

two o r more agreements on the same product which, i f d i f f e r e n t countries 

were invo lved, would mean that there would be various d i f f e r e n t 

requirements wd.th respect t o o r i g i j i , something tdiich wotild modiiy one 

o f LAFTA's basic p r inc ip i a s . 

The resu l t was that i n 1966, at the s i x th regular session o f the 

LAFTA Conference, governments did not negot ia te on any o f the products 

i n the proposed agreements, although they did implement more than ha l f 

o f the l i b e r a l i z a t i o n recommendations made by the sec tora l meetings 

regai-ding the inc lus ion o f products i n the t iat ional Schedules. 

Star t ing i n l a t e 1966 and continuing tiiroughout 196?, however, 

complementarity agreements made a notable come-back, and there began 

t o be proposals designed to make them more than mere instruments f o r 

ifflDre rapid t a r i f f l i b e r a l i z a t i o n . 

At the snd o f 196? the f l . f th co3[ipl.ems?.itarity agreement was signed, 

covering a l a rge sector o f the chemical industry. . This agreement, whi.ch 

was also the outcome o f the sec tora l meetings,, i s o f par t i cu lar inqportdsee 

/both because 
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both because i t i s the f i r s t t o which a l l the countries are part ies 

and because o f the wide range o f products which have been l i b e ra l i z ed 

irrevocably» 

The sixth agreement - on petrochemicals - signed by Bo l i v i a , 

Chile, Colombia and Peru in July 1968, has a special character since 

i t contains a complete plan f o r the development o f the branches of 

the petrochemical industry covered by the agreement through the 

planning o f investment, the co -or^nat ion o f production po l i c i es and 

the locat ion of plant i n the various countries. I t establishes an 

automatic and irrevocable programme of l i b e ra l i z a t i on , and a common 

external t a r i f f varying in accordance with ths degree o f processing 

of products. These features demonstrate the very special potent ia l 

o f th is kind of agreement as an instrument f o r integrat ion or 

development, in contrast with the other agreements which merely 

eliminate t a r i f f barriers,-^' ' ' 

In August 1968, Argentina and Uruguay signed the seventh 

complementarity agreement - covering household goods - which i s the 

standard type o f l i b e r a l i z a t i on agreement id.th revocable concessions. 

Also at the negotiat ion stage are two agreements developed at sectoral 

meetings, one on products of the glass making industry (Argentina, 

Braz i l , Chi le, Colombia, MesdLco, Peru and Uruguay) and one on e lectronic 

products f o r household use ( a l l countr ies ) . There are also a nijmber of 

draft agreements which are at the stage pr ior to negotiat ion proper: 

on products o f the cold storage and household appliance industry 

(Argentina, Braz i l and Mexico); on e l e c t r i c i t y generation, transmission 

and d is tr ibut ion equipment (Bras i l and Mexj.co)j on canned and preserved 

f ru i t and vegetables (Argentina, Braz i l , Chi le , Colombia, Mexico, 

Paraguay and Uniguay); on products o f the e lectronics and e l e c t r i c a l 

comnpanication industries (Argentina, Braz i l and Mexico); on valves f o r 

industr ia l use (Braz i l , Colombia and MSXD.CO); and on the p las t i cs 

industry (Argentina, Chile, Colombia, Mexico, Peru and Uruguay). 

2 / See chapter I I , footnote 7« 
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Para l l e l ydth these a c t i v i t i e s in connexion with complementarity 

agreements, mainly stenmdng from e f f o r t s at the entrepreneurial l e v e l 

- f i v e o f the seven agreements in fo rce and the two under negotiat ion 

were i n i t i a t e d by entrepreneiirs — another approach was developed i n 

l i n e vdth the decisions o f the meeting o f planning and development 

agencies held at Lima in 1963 and the fourth regular session o f the 

LAFTA Conference ( reso lut ion 100 ( I V ) ) . This approach sterjmed from 

the convict ion that t a r i f f l i b e ra l i z a t i on alone was not enough to 

achieve a l l . the aims o f integrat ion. 

The adoption o f resolut ion 100 ( IV ) was the r e f l e c t i o n and the 

resul t o f th i s new aoproach, which i s t o seek and apply measures to 

promote the harmonious economic and soc ia l development of the member 

countries through gradual expansion o f economic complementarity. 

The resolut ion l i s t e d the basic guidelines f o r economic po l i cy and 

l a i d down a programme o f action based on the recommendations o f the 

LAFTA Standing Eirecutive Committee and the Advisory Committee on 

Industrial. Development (CADI) rogarding the react ivat ion of ex is t ing 

machinery to i n t ens i f y e f f o rbs to promote sectoral integrat ion which 

should lead to recommendations f o r spec i f i c sectoral integrat ion measures. 

This machinery bas i ca l l y co/nprised the CADI study groups which 

cover four industi-ial sectors; steelmai-djig, p-ilp and paper, petrochemicals, 

and other chsnicals. Each study group was to propose spec i f i c integrat ion 

f oma las f o r i t s respective sector on the basis o f information and data 

to be supplied by a l l the MFTA cotmtides. 

At i t s th i rd meeting in Jtirie 196?, CADI considered the progress 

achieved by each o f the groupsj the groups on steelmaking and 

petrochemicals had developed some proposals which could be considered 

as integrat ion formulas, or ig inat ing not only within the groups 

themselves but also fTOm the LAFTA secre tar ia t , which co l l ec ted the i r 

proposals i n a report . 

Certain subsequent events, f o r example, delays in the rece ipt 

o f information from countries, made i t necessary to postpone the 

meetings o f CADI, and hence progress in th i s respect has been 

r e l a t i v e l y s l i gh t , 

/The gi'oring 
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The growing number o f d i f f i c u l t i e s encountered by the LAFTA 

in tegra t ion process l ed some countries i n the reg ion t o seek a new 

approach through the formation o f subregional markets. In September 196?, 

the coimtr ies that had signed the Declarat ion o f Bogota^ jo ined by-

Bo l i v i a , approved the bases f o r the formation o f an Andean market and 

agreed t o set up the Andean Development Corporation which w i l l be 

responsible f o r d i r e c t l y promoting p ro j e c t s o f common in t e r e s t to the 

countries concerned and providing them with technical ass istance. 

Independently o f these in te rna l regroupings, progress has also 

been made i n the co-ordinat ion o f measures with respect t o the 

convergence o f the Central Am.erican Common Market and LAFTA, paving the 

way f o r the negot ia t ion o f a general t r e a t y or whatever agreements may 

be required f o r the creat ion o f a Lat in American coimnon market» With 

th i s in -«/iew, the LAFTA-CACM Co-ordinating Committee, which was set up 

in June 196?, has already begun i t s work and held i t s f i r s t meeting ^ 

October 1968. 
There are, however, s t i l l some countries and t e r r i t o r i e s within 

the region which are not part o f the in teg ra t i on movements o f these 

various organizat ions. 

Some o f them ~ Barbados, Guyana, Trinidad and Tobago and other 

Caribbean is la j ids - have .joined together in the Caribbean Free Trade 

Associat ion (CÍ^RIFTA), widsh was formed in 1965, with a view to gradual ly 

l i b e r a l i s i n g t h e i r rec iproca l t r ade . 

AS can be seen from what has been said above, there are many 

problams hampering more rapid progress i n Lat in American in t eg ra t i on . 

Chapter IV contains some observations that may be o f help in d i r ec t ing 

the process of in tegra t ion in the years t o come, 

( b ) The world market and exports o f manufactures 

The increas ing ly acute balance-of-payments problems that have 

a f f e c t e d the La t in American coimtr ies i n the l a s t few decades, and the 

re la t ionsh ip between those problems and the dependence o f t h e i r f o r e i gn 

trade on primary exports, have inç)el led them t o place more and more 

emphasis on opening up t h e i r f o r e i gn t rade . To that end they have had 

to d i v e r s i f y exports, g iv ing more importance to manufactured goods, 

/The d i f f i c u l t i e s 
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The d i f f i c u l t i e s encovintered in placing these products on markets outside 

- and even inside - the region, however, have necessitated the adoption 

o f various measures providing incentives which at l eas t par t l y compensate 

f o r the comi»rative advantages acconçianying conç)etition from the 

industr ia l i zed countries that have t r ad i t i ona l l y dominated those markets. 

The f i r s t measures to promote exports o f manufactores adopted at 

the end o f the n ine t e en - f i f t i e s were not always e f f e c t i v e enough, but 

the eaq^erience derived from them has made i t possible gradually t o modify 

or supplment them. 

Thus, various countries have provided f o r the exemption or refund 

o f duties and tsixes paid on inports of materials, o r of other taxes 

l e v i ed on production, sales or export earnings. 

In Argentina the drawback system, consisting i n the refund o f 

customs duties and charges paid on iir^xirts o f raw materials and 

semi~processed products, has been in operation since 1960j the temporary 

admission o f raw materials or semi-processed- goods was provided f o r 

l a t e r , and a system f o r the refund o f interna l taxes has been in force 

since 1965, Braz i l too , has used the drawback system since 1957, the 

procedure o f refunding taxes on consiamption since 1964 and taxes on 

income since 1965, and various exchange and administrative incent ives. 

In Colombia, imports of raw materials and equipment f o r the manufacture 

o f eaqjort goods have been f r e e o f customs duties since 1959 - under the 

Va l l e j o Plan, which was modified in I964 - and taxable net income 

der iv ing from t hose exports i s exempt from income tax by v i r tue of 

Act 81 of i960 and Decree 1,394 of 1964o In addit ion, there are various 

exchange incent ives , p r i o r i t i e s f o r importing equipment, spare parts 

and raw mater ia ls , and provisions f o r the extension o f peidods f o r 

rel inquishing fo re ign exchange, e t c . In Chi le , provisions o f th i s 

kind are more recent. In 1966, under Act 16,528, the Government 

established various exemptions from taxes a f f e c t i ng costs and pr ices, 

and provided f o r the re:^;.nd o f other taxes» In Mexico, a 1961 

pres ident ia l decision presided f o r the refund of import taxes and a 

reduction in those l e v i ed on trade-earnings and on incomej there are 

a lso spec ia l subsidies f o r imports o f raw materials used in the 

/manufacture o f 
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manufacture of eaqjort products. In'Peru, the 1959 Industrial Promotion 
Law established the refund of specific and ad valorem duties levied on 
imports of raw materials for processing and export, and exenç>tion from 
the payment of export duties. Act 17,02*4, adopted in 1968, maintained 
these two provisions for a further period of fifteen years. 

In some cases, in addition to incentives based on t a r i f f and tax 

provisions, f inanc ia l instruments have been created to give more support 

to industrial exports. 

In Argentina, f o r instance, the Central Bank put into e f f e c t in I960 

a procedure f o r the purchase of mediiam -̂term l e t t e r s of credit f o r 

non-traditional exports, which was amplif ied in 1962. A year l a t e r a 

system was established f o r financing the period covered flrom the beginning 

of the productive process to shipment of the exjxsrt product; in 1965 

(c ircular B.502) additional cred i t support was provided in the form of 

loans extended f o r up to 180 days. In Braz i l , the Banco do Brasi l has 

been operating since 1962, and through i t s Foreign Trade Department 

(Carteira de Comercio Exterior - CACEX) i t provides medium?- and long-term 

financing f o r exports of durable consumer and capital goods, the Fund 

for the Democratization o f Enterprises (Fundo de Democratizaçao das 

Bnpresas - FÜNDECE) began operating in 1964, and provides financing 

during the period o f manufacture o f export goods. In Colombia, the 

Private Investment Fund (Fondo de Inversiones Privadas), established 

in 1963 as a subsidiary o f the Banco de la Repiiblica, can finance 

primary and processing a c t i v i t i e s which, among other things, f a c i l i t a t e s 

the expansion and d i v e r s i f i ca t i on of exports; th is bank i s also authorized 

to grant short-term loans in order to promote non-traditional e:qx5rts. 

In addition, the Export Promotion Fund (Fondo de Promoción de Exportaciones) 

was established in 1967 with the purpose of d i ve rs i f y ing exports, 

strengthening the balance of payments and stepping up the volume of trade. 

In 1966 Chile established two credi t l ines - which operated through the 

Export Development Department o f the Central Bank - to f a c i l i t a t e exports 

of various products, mainly manufactures. One of the credit l ines i s 

intended to finance pre-enibarkation costs and the other to finance 

marketing abroad, the maximum terms being s ix nonths and tvio and a half 

/years, respect ive ly . 



E/CN .12/830 
Page 150 

years,; respectively,. In Mexico, the Fund f o r the Promotion o f Exports o f 

Mániffactureç (Fondo para e l Fomento de las Esíportaciones de Productos 

Manufacturados) was estafelisKéd in 1964 ás a subsidiary o f the Banco de 

México, k i th t.he proceeds^ o f an addit ionàl taxrbf 10 per cent ad valorem 

l e v i ed on imports o f luxury goods, ' The Fund's f inanc ia l programme permits 

i t t o rediscount export documents, extend guarantees and compensate the 

cost o f external bank guarantees, Peru's Act 17,044, o f 1968, provides 

that public inst i tut ions must grant cred i t f o r exports of manufactures 

on the same terms as those i n force in other LAFTA countries.. Moreover, 

the functions o f pronoting and f inancing such exports have been assigned 

to the Banco Industr ia l , through i t s Foreign Trade Div is ion, láiich also 

ácts as. the technical se^cretariat f o r the industr ia l , a f f a i r s of the 

National Trade and Integrat ion ComnrLttee (domisidn Nacipnal de Comercio 

é Inteigracián). The Venezuelan Development Corporation has had two 

prôgrammes in f o rce since 1964, tmder which producers are provided with 

raw materials f o r the i r exports and s i x nKjnths' c red i t i s extended to 

fof-eign buyers. 

By way o f supplementing the systems of credi t f inancing, some 

countries have established special credi t insurance systems which 

genei-ally cover trade and p o l i t i c a l r i sks . The operations of the Fund 

f o r the Promotion o f Escorts of Manufactures i n Mexico include the 

provision o f guarantees covering up t o f i v e years ' c red i t to the 

exporter or t o the national ins t i tu t i on that i s f inancing him. In Braz i l , 

-eicport credi t insurance was inst i tuted in 1965 and operates through a 

consortium comprising the Banco Nacional de Desarrol lo Económico, the 

Reinsurance Ins t i tu te and private insurance companies. In Chi le , 

export credi t insurance i s governed by the regulations l a i d down i n 

Leg i s l a t i v e Decree N° 3 o f 196?, and i n Argentina a system o f insurance 

against exceptional r isks was established i n August 1967 t o supplement 

and improve the ex is t ing forms of guarantee. 

Last ly , as an addit ional method o f stimulating the sale o f 

manufactured products abroad, some countries have launched information 

programmes and established direct . contact with potent ia l markets, 

/The Foreign 
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The Foreign Trade Information Centre (Centro de Informacidn sobre 

Comercio Exter io r ) i n Mexico, which provides data on external markets, 

demand f o r products, e t c . , the Venezuelan External Trade Information 

Centres (Centros de Informacidn Comercial en e l Ex te r i o r ) , the Export 

Promotion O f f i c e (Of ic ina de Promoción de Exhortaciones) in El Salvador, 

and the tours of the LAPTA coxmtries by B ra z i l ' s National Association 

of Exporters of Industr ia l Products t e s t i f y to the grovdng interest in 

strengthening contacts vdth other countries. Similar e f f o r t s are being 

made by the Ecuadorian Trade Organization f o r Artisan Products 

(Organización Comercial Ecuatoriana de Productos Artesanales) , although 

they are more l imited i n scope. 

The measures taken by each indiv idual countiy, which have d i f f e r i n g 

character ist ics and e f f e c t s , are being gradually focused on targets o f 

f t| iona l interest through LAFTA and CACM, which are studying ways o f 

co-ordinating them. The Inter-Ameidcan Development Bank has been 

providing technical and f inanc ia l assistance f o r strengthening trade 

between countries. The programme f o r ref inancing medium-term credit 

f o r intra-reg ional exports o f cap i ta l goods, which was launched in 1964, 

has produced excel lent resul ts . 

Although as a result of a l l these measures the l as t few years 

have marked an increase in eaqxirts o f manufactures, the most important 

items from the angle of the i r high degree of processing, such as those 

produced in the metal-transforming sector, have mostly remained within 

the narrow confines o f the region and few have ever reached the 

world markets. 

The only result of the addit ional steps taken - in conjunction 

with other developing countries - at the two sessions o f UNCTAD to 

bring the developed countries to agree to the p re f e ren t ia l or f r e e 

entry to the i r markets o f manufacttires and semi-manufactures from 

developing cotintries, under a widespread non-reciprocal and 

non-discriminatory system, has been the establishment o f a Special 

Committee on P r e f e r ences , - ^ which i s to prepare a report f o r 

3/ See resolution 21 ( I I ) in the report on the second session of 
the United Nations Conference on Trade and Developnent (TD/L.37)Í 
Apr i l 1 9 6 8 , 
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consideration by the Trade and Development Board in 1969, Although the 

a t t i tude o f the industr ia l i zed countries, "which has prevented more , 

favourable resul ts , i s a d i f f i c u l t obstacle to suwrnjunt, there i s no 

Kioubt that the greatest e f f o r t s that must be made are coniiected with 

the internal transformation o f Lat in American industry, 
/ 

I f , as has been stated several times i n th i s study, the e::q)ansion 

o f Lat in America's share o f world trade i n manufactures i s essent ia l 

f o r i t s future development, every possible measure must be taken to 

place the goods produced i n the region on a more competitive f oo t ing . 

This means that high l e v e l s o f qua l i ty , product iv i ty and e f f i c i ency 

must be attained both i n producer establishments and i n f inancing 

mechanisms and administrative instruments. 

Further, i f a substantial and sustained increase i s to be 

obtained in exports o f manufactures to the rest o f the world, i t 

cannot be based only on a few e f f i c i e n t major enterpr ises. Such 

concerns can i n i t i a t e the process o f opening up markets, but i n order 

t o maintain and expand those narkets the process o f industr ia l 

modernization must gradually be extended to a l l strata o f mpaifacturing» 

This in turn w i l l require a far-reaching reform o f the outdated structures 

in other sectors which l im i t the p o s s i b i l i t i e s o f expanding domestic 

markets f o r industr ia l products. 
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(2iapter 

EEafflNTS OF AN INDUSTRIAL DEmOPMENT STRATBCII 

Po l i c i e s f o r the prcmotion of Industry, the 
modernxzaticHi of technioues az?.cl the 

sti^engtherdng of Latij i America's 
entre9repeii3.i^al capacity 

As indicated in chapter I I , the promotion of industry^as beai 

based mainly on t a i l f f protect ion, which has given r i s e to many 

d i f f i c u l t i e s , result ing in distorticaas in the distr ibution of investment 

by sectors and in «coriaitant costs. The r&-orientat iai o f po l i c i es and 

the redef in i t ion of the instruments that seem t o be required in th i s 

f i e l d should take into account, in te r ,alias the fo l lowing questions; 

(a ) For the, reascais given ea r l i e r , i t i s necessaiy t o f ind some 

way of reducing or, xihere possible, eliminating the existing instability 
in the types and l e v e l s of protection applied t o industry in each country, 

in re lat ion t o both manufactured products and the Imported inputs used» 

This ins tab i l i t y i s due t o the fact that the various instruments f o r 

control l ing fore ign trade are used having in mind the object ives 

involved in s tab i l i z ing the balance of payments, which are ccanpletely 

unrelated to any industr ia l development strategy^ Such a po l icy , of 

course, implies having more recourse to monetiry and f i s c a l measures in 

re lat ion t o external payments problans, and giving higher p r i o r i t y t o the 

achievement of greater internal monetary s t a b i l i t y . On the success of 

th is i n i t i a l basic ob ject ive l a rge ly depend the pract i ca l poss i b i l i t i e s 

of achieving continuity in the development of industry, part icular ly i f 

the aim i s to improve i t s e f f i c i ency and techniques. 

(b ) As a stQjplementary measure, the time has cane gradually t o 

replace t a r i f f protection by other prcmotion instruments ( c red i t , f i s c a l 

exonptions, the planned creation of eoctemal economies, e t c . ) váiich can 

b© more easi ly applied on a se lec t i ve basis said which do not contribute 

d i rec t ly or ind i rec t l y t o rais ing production costs, as tends t o happen 

/when external 
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when external competition i s eliminated* I t seems essent ial that the 

instnments used in impl®ienting indnstz la l prcmctim po l i cy should be 

care fu l ly selected in order, t o ensure the e f f i c i e n t allocaLtion o f 

invesbnait» 

( c ) 7x1 a l l probabi l i ty , even i f a subrtitute i s found, f o r t a r i f f 

protection as the sole or predominating-instin^ent of industrial 
prcmotion, i t v d H continue t o be i^uiredJ on. ah appreciable scale 

during a. fa l ;r ly long period» In addition t o def ining and applying such 

protection cai a temporary basis unt i l the new industry can suimount the 

obstacles encomtered in startijag pi?oduction, i t would have t o be • 

integrated with other non- tar i f f p imot ion measures instead bf beccaning 

a permanent measure, as i t i s today» I t woxild be best , i n t h i s respect 

i f the protection af forded by the cusfccms t a r i f f and other fore ign trade 

controls WBre brought in to l i n e with clear-cut industr ia l object ives o f 

a sectoral character* This could be achieved e i ther by making 

protect ionist po l icy subject t o sectoral developaent noms, oitoodied in 

an over -a l l devel<paQTt programe, or by adopting development progranmes 

f o r spec i f i c categories of industries f o r the :adadnistration • in ,. . 

accordance with a unifoim econcoic approach o í i i ^o r t t a r i f f s f o i . . 

both the equipaent and the f i n a l proc^cts of those industries, and of 

other development measures ( c red i t , f i s c a l exemptions, etc»^* 

3h pract ice , sectoral progiwning of industry has been the procedure 

most frequently used by seme Latin American countries, but i t has 

important l imitat ions* .P lrst , >4iile sectoral programming provides f o r 

t o t a l or pa r t i a l eacemption frcm the custcms duties applied, i t ctoes not 

generally cover the establishment o f "nonnal" l e y ^ s f o r those duties* 

Secondly, dxie accomt i s not usually taken o f the questions of 

compatibil ity and consistency between the d i f f e r en t branches o f industzy^ 

or between manufacturing industiy and other sectors of a c t i v i t y or 

f a c e r s of production,. e »g* , labour ( sk i l l ed and s e m i - ^ H e d manp<?vrer) 

and cred i t , according t o the requirements o f industr ia l development* • 

Another major problem which arises in practice using the customs 
t a r i f f as part of a set of sectoral promotion measures i s that , in acme 

cases, the customs t a r i f f i s established in such a way as t o take into 

-i ' /account both 
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account both the Industry w^ch produces or i s going t o produce the 

equipment, and the branch ç f industry that uses tíie equipment as an 

input f o r i t s own production and vJhich may be a f f e c t ed by the protect ion 

extended t o the f o m e r » . „ , 

( d ) Another inqjortant step in reformulating industr ia l promotion 

po l i c i e s vdth a •^ew t o greater e f f i c i e n c y would be the establishment 

of a ^stemat ic po l i cy f o r the creat ion o f external economies f o r 

productive invesiment, on the basis o f complementary action i n the f i e l d 

of public and pr iva te investment* As noted ea r l i e r , the lack of such 

ccmplesmoitarity - and in seme cases the almost complete absence o f 

co-ordinaticxi - has considerably weakened the posi t ion o f the Latin 

American enterprise vis-àr*vis i t s fore ign competitors,, To achieve such 

ccmplementarlty, improvements must be made in the administrative methods 

of planning and carrying out public investment -- i n roads, energy and 

water supply, transport and communications, e t c » « and planning 

procedures must talce In to account both public and pr ivate investment, at 

a s u f f i c i e n t l y low l e v e l o f aggregation, although the l a t t e r would be 

included only on an ind icat ive basis » 

Another consequence of e f f i c i e n t programming in the public sector 

would be that be t ter market p o s s i b i l i t i e s - anl proi^ects o f market 

s t ab i l i t y - would be opened up t o l o ca l producers o f the basic 

industr ia l equipment used by the public sector or by sectors o f a c t i v i t y 

which i n one way or another d^end heav i ly on public f inancing, such as 

energy, transport, e t c . 

Equally important f o r improving the e f f i c i ency o f productive 

investment and expanding i t i n the l i g h t o f the canparatlve advantages o f 

each country i s the systematic study and evaluation of natural resources. 

This c a l l s f o r more e f f i c i ea i t pi ibl ic inst i tut icais with more f inanc ia l 

resources, whose action wotild be consistent with planning goals and 

p r i o r i t i e s » The study of natural resources diould normally be carr ied 

m t by the public authori t ies, but a f l e x i b l e dynamic po l i cy in th i s 

respect should also al low advantages tp be taken o f the prac t i ca l 

knowledge of enterprises engaged in exp lo i t ing those resources, through 

appropriate methods of public co>-op©ration and f inancing, 

/3h dicart^ 
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short, a po l icy designed to create eíçt.emal econcanies f o r 

productive Investment vroxild f j ^ d a pait icular3y r ich sphére of , 

^ p l i c a t i o n in each country's regi<mal deveiopn^^ IHiese 

programmes are generally intended almost esrolusively t o prcanote public 

investment,, as in the case o f providing infrastçucttire f o r t r a n ^ o r t , 

ccaamunications and energy, or. to prcánote pr ivate inveartment in cases , 

vdiere they provide pcsweriXil f i s c a l incentives In order t o channel 

pr ivate capi ta l into certain regions» i t would be beert'i however, t o 

combine investment i á infarastructure with productive investment on a ,. 

well-balanced basis through su f f i c i en t l y detai led programming» " 

( e ) With the par t i a l replacement o f t a r i f f protection aa an 

instrument of industr ia l promoti®i by ether measares viAiich may l>e easier 
• "it"', 

t o apply en a se lec t i ve basis, the foims of industr ia l credit o f f e red , 
would also have t o be further d i v e r s i f i ed to meet the requirements of 

increasingly, ecai$)leQc industr ia l struotures* ÍChe new fonns of industr ia l 

credit that should "be established in the region ( o r expanded and 

reinforced in the few countries ttiat have alreac^ir inst i tuted them) are 

mainly mediumr-term cred i t f o r esqiorts (including mediumr-tenn credit f o r 

production pr ior t o e jqjortat icn) , internal f i n ^ c i n g of sales of 

machinery and eqxiijanent, supervised credit f o r ^ a l l « s e a l e indus(try> and 

the financing of f e a s i b i l i t y studies aid analyses» 

This l a s t type of credit constitutes a d^ar tx i r e - i im the usual 

credi t measures, since the financing ô f f é á è i b i l i t y aialyses requires a 

j o in t system o f credi t and donations r̂ r noi>.recoverable contributions, 

according t o the circumstances in cach case* The existence of 

ins t i tu t iona l machineiy f o r prcmoting and even siç)pprting the ^s taaa t i c 

carrying out of f e a s i b i l i t y studies f o r the establislmeiit of new 

industr ia l a c t i v i t i e s vrith the, necessaiy= technical capacity and f inanc ia l 

resources i s of , outstanding importance at^the present .stage of Latin 

American industrializsation ^ e r e the aim-is t o replace reservation of the .. 

market as an instrument of indiscriminate 'promotion by del iberate, 

se l ec t i ve and planned prcmotion. 

/ ( f ) Last ly , 
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( f ) Las t ly , i t i s important f o r a more rat ional iadustr ia l 

prcmotion po l i cy that a we l l -de f ined sectoral approach shoxjld be 

adopted t o fo re ign investment po l i cy in th i s connesiwu That woiold 

involve not caay admiting foreig?i cap i ta l provided i t f i t t e d in to the 

context of c l ear l y def ined sectora l prcmotion programmes, but a lso 

applying the advantages and incent ives established f o r develc^ing .the 

sectors concemed, administering the programmes of incent ives i r respec t i ve 

of the or ig in o f the cap i ta l » Another question which i s more d i f f i c u l t 

to bring in to l i n e with the broadly applicable rules, i n view o f the 

peculiar circtaastances ex is t ing in each country and i n each sector of 

industry, would be the acceptance by fore ign investors of cer ta in 

arrangements f o r asfjociation with l o c a l enterprises^ The f e a s i b i l i t y 

and e f f ec t i veness o f t h i s association are d^endent upon the degree t o 

Tííhich i t has been possible to strengthen the Lat in Mer ican enterpr ise ; 

there are also certain fac tors der iv ing frcm the preva i l ing world market 

situation in roLaticn t o the a c t i v i t i e s in question viiich cannot but 

inf luence the f e a s i b i l i t y o f such an associat ion. 

The industr ia l prcmotion po l i c i e s applied thus f a r in Latin 

Me r i c a have almost completely neglected the qua l i t a t i v e aspect o f 

industr ia l i za t ion , par t i cu la r l y "üiat r e la t ing t o technology and other 

factors of concern t o industr ia l enterpr ises, such as plant s i z e , which 

has great inf luence on e f f i c i e n c y and product iv i ty l e v e l s and the 

ab i l i t y t o confete» I t i s inçierative t o introduce progress ive ly in 

Latin Americans industr ia l p o l i c i e s certa in provisions re la t ing t o 

technology, with a view t o encouraging the modernization o f industr ia l 

a c t i v i t i e s and the adqption of production processes and equipment that 

are in keeping with Latin American conditions as regards plant s i ze , type 

of raw materials and other resources, wages and cost o f cap i ta l , e t c . 

This could also be done through spec i f i c t ed ino log ica l prov is ions» 

A f i r s t step towards a policy of technological modernization would 

be the adoption of provisions designed to promote competition, as an 

instrument for achieving technical progress and reducing production costs. 

Such a policy should emprise three complementary types of measuresí 

(a) f i r s t , regulations would have to be la id down for restricting the 

/power o f 
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povrer of enterprises t o reach agreejaoit among themselves lidth â view t o 

manipulating pr ices and establishing pr ice l e v e l s ; { b ) .similarly^ l imi ts 

should be set on the concentraticai of enteiprises i n cne. sector of 

ac t i v i t y in the l i gh t of the positicai with reqiect •^xompetitá.oñ i n the 

market. Vlith the same end in view, the system of authoilzing new 

a c t i v i t i e s - i f such a £?'/i?teffl ex ists - fiiiould be so rogn-lated as t o ' ' 

. increase conpetition instead of dimidiing i t , as tends t o happen in 
i 

Xatin Aaericaj and ( c ) a po l icy o f moderatiim and e v ^ of progresEulve 

reduction i n custms protection should be adopted ijn order t o stimtiláte 

conçjetition» "Hiere are ina;:^ ccraplex pract ica l problens involved in the 

definl.tion and implaaentation of a technological niodenrization pol iqy and 

.. th i s preliminary sttjdy i s net the p3^ce t o go in to thoue I t .test bé 

stressed, however, that sane of those problems are the result of the 

, anall s i ze of the domestic markets f o r certain products and the 

excessively large econcnic s ise of plants i n r^at j .on to those markets, 

Tirtiich brings the object ive o f crmpetition in to con f l i c t with that of 

achieving Euxximua. scales o f productior.» Each part.icuiar case would 

therefore have t o be considerad sepav^tely, takln^^ in to accouot the 

' s e c t o r ^ technology, the relaticnship between the marnret and econcaic 

plant size, etc.^ sacr i f i c ing aue ob¿ootive or the other accoixiing t o the 

part icular circumstances o f the case sjid the order o f p r i o r i t y f o r 

eooncmic po l i cy ob.jectives i n each ccMaitiyo" 

i t should also be considered that teshnical progress does not 

^weys d^® id in the same degree on market s i tuat icns. Conç)etÍtion, as 

a means o f defending or straigthening a given r e l a t i v e posit ion i n the 

maiket, i s a powerful engine of technical progress i n certain a c t i v i t i e s , 

but i t can be replaced by other motive farces, in a c t i v i t i e s miore closeGy 

l inked t o the public sector . 

Another instiijment of technological modernisation would consist in 

de l iberate ly encouraging the concentration o f enterprises in one sector 

^ o f a c t i v i t y and of econcanic plant sizes as a means of promoting 

production \7nxts with a la rger f inanc ia l capacity that would be able 

t o face inveslanent with longer maturity periods, which i s nojroally the 

type of investmoat with a h i ^ technological content. This method 

/would also 
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would also enable such enterpjrises t o maintain technical departments 

capable of adaptihg techniques and designing processes and products, and 

o f developing cost ly applied technological research programmes over an 

equally long period and subject t o a h i ^ r i sk . Larger scales of 

production — which may or may not require a high degree o f concentration^ 

d ^ ending on the s i ze of the market f o r the industry concerned - not 

only help t o make these enterprises more f inanc ia l l y sound, but a lso 

re inforce t h e i r solven<^ through the l e v e l s of investment and 

operational costs they permit» The public author i t ies have d i f f e r e n t 

instruments f o r modifying the trend towards the concentration of 

enterprises i n ^ e c i f i c sectors o f industry» In th i s r e g j e c t , i t i s 

worth menticaiing the eijçerience of the fo l lowing countries, which 

d i f f e r s in the methods used but i s similar in regard t o aims: in the 

United Kingdom, a ^ e c i a l i z e d agency administers credi t and technical 

assistance with the purpose of encouraging the reorganization and 

merging of a i t e rpr i ses j France also uses credit as an instrument f o r 

merging and reorganizing enterprises, throvjgh special procedures idiich 

are usually administered by the M j i i s t r i e s o f Finance and Ihdustryi 

and in ^ a i n , the exist ing system covering ccmpulsory l icences f o r new 

a c t i v i t i e s has l e d t o the establishment of minimum scales o f operatic»! 

f o r the manufacture 6f industr ia l products with greater economies of 

scale . Credit i s a porrerful instrument f o r prcmoting the internal 

reorganization and modernization o f enterprises, even independently o f 

the desire t o obtain la rger scales o f production; i n t h i s context 

Latin Americans " t rad i t i ona l " industr ies o f f e r vast p o s s i b i l i t i e s f o r 

the implementation of programaes ^ f supervised credi t or o f f inancing 

combined with technical assistance. 

There i s , of course, the problon o f making the po l i c i e s favouring 

the concentration of enterprises caupatible with these moitioned above 

in connexion with safeguarding competition» I i the major i ty of cases, 

compatibi l i ty between those two ob jec t i ves i s obtained, in prac t i ce , 

by the selective application of each of those objectives at a sectoral 
l e v e l . In other cases, the general econcmic po l i cy approach may require 

that one of the ob ject ives be imposed without prejudice t o the other 

and without taking the sectors of industry in to accovint, 

/Another group 
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Another groiqj o f po l i c i es i s a±ned at encouraging the transfer of 

technical know4iow from abroad, "both by means o f l icensing agreements 

between enteiprises and th rou^ programmes f o r tra ining manpower in 

other cotaitries, exdiangLng'scienti f ic and technological infonnation, etc., 
organized or sponsored by Various public agencies. As regards 
agreements bet^iieen enterprises, the most pcwerful Incentive would appear 

t o be of a f i s c a l natui^, consisting in granting enteiprises more 

favourable treatment in re lat ion t o inccme and other taxes connected with 

the i r expenditure on acquiilng technical Icnow4iow frcm abroaxi, and also 

f a i r l y l i b e r a l exchange treatment in that conneadon in countries vfaere 

fore ign exchange i s control led» 

The main d i f f i c u l t i e s l i k e l y t o ar ise f r m the pract ica l application 

of th i s type o f po l icy re la te , f i r s t , t o the tendmcy of enterprises i n 

new industr ia l sett ings towards a certain technological ine r t i a which 

causes them to resort too eas i ly t o agreonents with other countries in 

order t o obtain technical know-feow f o r the i r operations» This to idoicy 

i s fostered in seme cases by ove3>-l ibei^ f i s c a l and foreign eocchange 

treatment» Secondly, i t i s d i f f i c u l t t o def ine technical know-how 

accurately^ so as t o avoid extending the same f i s c a l and exchange 

advantages in the case of l icensing agreements covering essentiaU^r 

marketable brands and patents of no great technological value» This i s 

not always an easy dist inct ion t o make in pract ice and i t ca l l s f o r a 

somevàxat de l icate process of select ion which must be made by duly 

coupetent ins t i tut ions » 

The development of national technological research with the puipose 

o f making be t te r use o f l oca l resourées, both natural and acquired, and 

o f bet ter adapting fore ign tediniques i s another todustrial pol icy aim 

of v i t a l iaç>ortance in reshaping Latin M e r i c a ' s econcmic and social 

development» .301 addition t o a l l the goveiwnent prcmotion measures and 

incentives required in t h i s f i e l d , i t i s inoperative to establish 

provisions f o r 3jiç)roving the financing of such research a c t i v i t i e s » The 

many l i s c a l and f inanc ia l measures that might be adopted t o that end 

include tw? i ^ c h may be o f part icular pract ica l inçiortance in spturing 

on industr ia l development» The f i r s t ocosists in the gystaaatic 

/exemption from 
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e3c^pti0n frcm taxes on e^çendittire that may be incurred by enterprises 

under the head of ^ p l i e d technological research, vdiether th is i s carried 

out by the enterprise i t s e l f or by duly recognized public or pr ivate 

inst i tutes » The second important measures woHld bé t o regulate a 

systoa of pa r t i a l sxobsidies extended by the public authorit ies f o r 

research designed t o develop new products and processes, and also f o r 

research on adapting technical know-how from abroad, which is carried 
out and part ly financed by the enteiprises themselves. A similar system, 

but with variable operating mechanians, i s uaed in v i r tua l l y a l l 

industr ial ized countries, ev®n those idiere industr ial development i s a 

cOTnparativeLy recent process, each as Canada, Japan, Austral ia, etc# 

The structure and operaticaial methods of enteiprises la rge ly 

r e f l e c t s a comt ry ' s ove3>-all economic pol icy and the frameworic created 

by that p d i c y » In the strengthftóng ç?f entrcpr^euidal capacity, more 

than in other questions re ferred t e in th is chapter, there i s a 

oansiderable degree of interdependence between the various over -a l l 

ecrjnanic po l i c i e s and guidelines, which makes i t very d i f f i c u l t to 

fonnulate spec i f i c measures» Latin America's entreprenuerial capacity 

w i l l s l w l y be strengthened as ove3>-all econcmic po l i c i e s are gradually 

rationalized and as the slow progress being made In econcmic 

deve l i^ent creates, through higher l e ve l s of education, sk i l l s thfit 

are more in l i n e with the requirements of a modem industr ia l ized 

society and provides a clearer understanding of the machinery and 

expedioits on which saich a society i s based. 

There are, however, seme spec i f i c industrial po l icy iss-Jss which 

are worth-while taking into account in ssrder to sper; j :yç. ths pr̂ í̂ p̂osed 

evolution» 

(a ) F i r s t , i t may be useful t<s analyse the possible rolo o f 

f i s c a l incQitives in "opening up" family enterprises, since e:xperlence 

indicates that "closed" enterprises o f f e r more resistance t o grcwth 

and technological modernization. 

/ (b ) The 
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(b ) The success o f measures f o r the modernization of o m e r ^ i p 

and management structures o f a i terpr ises would, however, depend iqpon the 

ex ista ice of capita l markets, access t o which would opm up a new source 

©f financing f o r enterprises and favour the incorporation of more 

pi^fessional entr^reneurs and administrators» l i ie adequate structure 

ftf capita l markets i s therefore another v i t a l fac tor in strengthening 

the Latin American enterprise; but t h i s object ive can never be attained 

without f i r s t refoOTulating the exist ing monetary and tax po l i c i e s 

and instruments. 

( c ) Another possible means of achieving"thé ábove object ive i s , 

t o f ind new l e ga l fonnulas that w i l l pennit the co-operative 

association of national enterprises engaged i i i the same branch o f , 

a c t i v i t y , f o r purposes o f research, market surveys^ supply of raw 

materials, etc#, by means of f i s c a l incentives and perhaps als© of scoie 

direct assistance in the form of credit or subsidies» This pol icy i s 

already being applied in some c f the more industr ia l ized Latin American 

countries and in developing countries in other parts o f the world* 

(d ) As f o r e i ^ know-h(w wüJ. continue to be eissential f o r the 

development of Latin American industry, po l i c i e s should be framed t o 

encotirage agreoaents with countries ©utside the regicai, while 

®ideavouring t o avoid the above-mentioned negative e f f e c t s resulting 

f r m the «technological ine r t i a " that characterizes incipient 

industr ia l sett ings such as those found in Latin America* 

( e ) Ih relation with foreign capital-and enterprises, it is 
also necessary t o explore new forms ííf association that w i l l «offset the 

r e l a t i v e f inancia l and technological weakness o f Latin American 
enterprises btit w i U not be r e s t r i c t i v e or repress5.ve, or detract f r m 

the dynamic force of the jo in t a i terpr ises concerned« 

/2. Regional 
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2» Regional totegration pol icy 

The preceding s i t i e n reviewed the current status of e f f o r t s in 

Latin America to imbue the industr ia l izat ion process with new momentum 

by redirecting i t to derive the majdmum benef i t frcm ccmparative advantage 

and technological progress» The systems of integration and the po l i c i es 

followed to promote e ^ o r t s of manufactures were des crib ed> and some 

c r i t i c a l comments were made on the po l i c i e s pursued by countries and the 

machinery of the integration bodies. 

This section presents some ^preaches to problems and also sugge^s 

methods of action^ i » e » , i t proposes some elements that can be used t o 

shape a development pol icy that w i l l place inçsort substitution pol icy on 

a regional f oo t ing and proaote the gradual access of the Latin American 

economies to the competitive world market* 

F irst of a l l> the central object ive of th is strategy should be t o 

bring about substantial improvements in the á s i l i t y t o ccmpete of Latin 

American industry so that i t can f u l f i l i t s ro le as the motive force of 

over-a l l economic developm^t» ]jn other words^ a profound change must 

be sought in the d irect ion of the industr ia l izat ion process so that 

industry may have larger markets^ make the best possible use of i t s 

comparative advantage and technological progress and maintain an 

increasing f low of trade both with the other associated developing 

countries and with the developed countries. Hence^ s/stons of industr ial 

integration and the promotion of exports to world markets are two aspects 

of but one strategy» 

The Declaration of the Presidents of America desls fac t with 

both these aspects. The Action Program designed t o create a common 

market includes among i t s measures the promotion of "the conclusion of 

sectoral agreements f o r industrial complementation, endeavoring to 

obtain the part ic ipat ion of the countries of r e la t i ve l y less economic 

development"^ and the adoption of measures " t o improve international 

trade conditions"-^ based on systems of general pre ferent ia l treatment 

f o r exports and the adoption of measures to make Latin American export 

products more competitive in world markets» 

1/ See Meeting of American Chiefs of St ate ̂  Punta del Este. Uruguay, 
Apr i l 1 2 - U , 19&7 (OAS O f f i c i a l Re^^^rds, OEA/SeroC/IXa), p- 63, 

Má-^ P» 69» /On the 
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On the basis of these guidelines, this section offers some suggestions 
for the redirection 'of industrial integration and the prcpotion of exports 
of manufactures, bearing in mind the general observation i^de, above that 
these are both aspects of a single policy aimed at making ̂ jiter use of 
coB̂ jar.ative advantage, creating the ability to compete said, introducing 
tecihnological progressio 

While trade •]fcberalizatioh has proved to be valuable in that it 
generates a certaift amdmt ¿f'• tráde and encourages the e^^^^on-or 
establishment of industry, it is not enough in itself to bring- about 
industrial integration in Latin America» 

Generally speaking, it may be expected that during the nineteenr-
seventies some system of autcmatic liberalization applying to all 
pipçiuçts will c<me into operation and that seme kind of gradual tariff 
harmonization will also probably be in its initial stages, aimed at 
achieving a conmon external-târiff, 

Within this context, agreements coving ilàrgé sectors, or branches 
of industiy could be the main instiumerrb for the promotion of industidal 
integration, . , ' 

Vjuch agreements would lay down the ways and means for tariff 
liberalization and harmonization, together vd-th complementary developnient 
or development promotion-measures, 

Ihey would cover the vfliole range of gopds produced in a particular 
sector or .branch of industry and would contain provisions under which 
tariffs for the goods concerned would be liberalized more rapic^ up to 
a point below the over-all tariff ceiling, if it were decided -
would seem advisable - that general'tariffs would not be lowered to 
zero, so that the residual tailff would act as a kind of buffer to 
smooth out the differences in costs and the ability to compete that 
would exist during the initial stages. 

The agreements would also cbntain provisions to speed up the 
hamonization o£ tariffs in respect of third countries. 

In .addition to these provisions on tariffs, they would also contain 
other provisions covering the investment and technical assistance which 
would be required as a basic ccmploaent to, and in sane cases preparatory to, 
the adoption of tariff liberalization ccmmitments, 

/Òíie main 
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The main purpose of such provisions covering investment and technical 
assistance, on which the scope of the developsnent of the sector depends, 
would be to facilitate the negotiaticai of sectoral agreements ty countries, 
on the understaniing that ways arel means would be available enabling them 
to improve their ability to compete to a significant extent, -

A sectoral complementarity agreement of this kind might, therefore, 
include the following points s . 

(a.) An indicative. regional developnent prograiiine, outlining the 
future development prospects of the sector, projected demand, resources 
available in the region, the countries likely to have difficulties in 
competing aixi a diagnosis of the situation. 

(b) A tariff liberalization programme for the sector, stipulating 
the rate - more rapid than the over-all rate - and the measures for special 
tariff reductions and tariff harmonization, together vdth exceptions, special 
regimes, escape clauses and sub-regional provisions, in line with the 
characteristics of the sector and the regional development objectives 
of the indicative prograiime, , 

(c) A progranme of investment and technical assistance, designed 
both to strengthen the ability to compete of count lies and to speed up 
the growth of industry at the regional level in line with the objectives 
of the indicative programme, 

(d) A set of provisions to harmonize regimes governing fiscal 
incentives, exchange regulations, social security, foreign capital, etc., 
in line with the rate and type of tariff liberalization agreed upon by 
the signatory countries for the sector and with the individual features 
of the particular industry concerned» 

It should be pointed out that the programming feataires to be 
included in this kind of agreement would not only be designed to correct 
the existing situation but would also be forward-looking in nature so that 
enterprises can take advantages of the opportunities of an expanded market» 
They would, for example, range from assistance in connexion with productivity, 
technological improvements and surveys of dcmestic markets to assistance in 
merging or reconverting enterprises and even for new enterprises established 
to take advantage of the benefits of integration, 

/The latter 
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The latter podnt; is of particular interest for the economically 
relatively less developed countries which might thus be able to reap 
veiy valuable benefits^ Clearly^ some main guidelines would have to b© 
agreed upon which would define the particular cases to which such action 
should apply, •. •>:• ' 

^One wpuld ̂ normally expect that a re-orgaíiizatión of this kind, as 
a basic component of an investment prògranme aimed èither àt speeding up 
the development of industry in the region as a whole or at moving it in 
particular directions, wõuld occur to tte degree that the factors determining 
a given situation,- in which countries cannot compete with the essential 
minimum chance of success, are circumstantial in nature. 

Having given a general outline of these sectorál cànplenientarity 
agreements, which are viewed as.the most 'Suitable instalment to begin 
fully-fledged industrial integration, it may now be \tseful to add seme 
suggestions, 

One must, ask, first of all, i-jhich irdusti^s or sectors these 
agreements should cover. The prevailing view, that they should be 
limited to i'new" or "dynamic'^ sectoi^, does'not seem appropriate» 

For various reasons it would seem advisable to include the "traditional 
industries" in such formulas for integration. The first reason, viiich 
is of a general and quantitative nature, is that excluding such industries 
would not be a positive step towards integraticn of the kind desired, i.e, 
integration that will have a decisive influence on the economic development 
of the countries of the region, particularly taking into account that the 
proportion of investment in new industries is relatively low compared with 
that in traditional industries,^ Hence, it is proposed that integration 
should not be limited to new industries, although this approach may have 
some use in the adoption of 'different^fòimtlás and methods. 

Another reason is connected with exports of manufactures to the 
world market. Without ignoring the potential of the "dynamic" industries 

Recent surveys of the industrial development progranmes of various 
countries in the region show that the average amount of investment, 
by country, in new industry is 20 per. cent, the remaining 80 per 
cent is to existing industry, 

/(generally producing 
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(generaUiy producing inteimediate highly=~processed or complex goods), it 
is certain that the prospects, in the ijnmediate future at least, of 
gaining access to the markets of the industrialized countries through 
the channels opened up by UNCTAD lie vdth the goods produced by the 
traditional industries, or those industries which are finiúy established 
(textiles, made-up textile goods, foodstuffs, eto.)» However, these 
industries vill never find competition easy cti the wcyld market and 
therefore the kind of re-organization or re-rorientation, combined with 
participation in a scheme of regional integration, advocated here is virtually 
essential. Admittedly, this does not mean that there is no order of 
priorities foi* beginning work and studies on these agreements. 

As noted above, a certain amount of work exists on the various 
sectors dealt with by the st^dy groups of GADI, for example, steelmaking, 
petrochemicals, fertilizers, and pulp and paper» Moreover, ECLA has 
completed studies an other branches, such as the aluminium, sodivm alkalis 
and automobile industriés, vM,ch provide abundant material on the basis 
of which the LAFTA bodies responsible for seeking formulas for integration 
can begin their work. 

A reasaiable approach to laying the groundwork for the sectoral 
complemait arity agresr-ents might be to b^gin with the sectors in which 
sane progress has alreac^ been made, either within LAFTA or in basic 
studies, y 

With regard to the traditional industries, which, as already stated, 
have considerable potential in terms of exports to the world market, 
special attention should be given to the possibility of developing a sectoral 
agreement covering the food canning and preserving industry. The fact that 
some progress has already been made in talks between entrepreneurs, and 
that the prospects for increased access to the world market are very 
encouraging, make possible co-operation in this field between the 
countries of the region of particular significanceo 

4/ In this respççt it should be noted that the CADI study groups have 
received the studies prepared ty ECĴ A on each of these sectors, and 
that ECLA has also made available to LAFTA reports and studies on 
other industrial sectors çr branches on which work might begin* 

/Hence, the 
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Hence, the key component Qf these elements of strategy vdll be 
the investoenfc sçcú technical assâatançe prograoaae^ will parallel, 
or in many cases precede, the tariff lil>eralization programme» 

The main featiire of these indicative programmes for sector^ 
developcent wofuld be that they Tuould caaplement national investment 
programnes in parW.cul«a' branches of industry. Their main objective,^ 
stated earlier, vrculd nst msrely be to rectify deficiencies to ensure 
that competition within the repeal gradually becoaes fjree and widespread, 
but also to help speed up t^e dçvçlopwerjrti of, the sector at a rate faster 
than theA of the coaibined potential of the individual countries» 

Sectoral investment programaes would include an analysis of 
development trends in the countries of the region and an identification 
of the weak points and deficiencies of particular branches of industry, 
and would provide a stand^ against whiçh the trends of tra.de and of 
the location ^ industry could be fudged end evaluated» 

!Riis would then give an idea of the investanent» required to meet the 
grovgth of demand, and also of the investanent and technical aesist^ce 
easpenditure needed to overcone the rect^iable weaknesses or deficiencies, ft '' " 
i,e» following the principles «ocpresaed above, those thatj were not simply 
the result of a lack of basic ability or resources t 

Studies would show the amount of financial and teçhnical. assistance 
which would be needed to place industries on an equal footing to meet 
regional competition, and responsibility for such ^assistance wouM be 
collective, reqjtire close ço-operation between the countries. This would 
not Btean, however, that Idiere would be any centralization of decisims on 
investment and the location of industry vAich are at present, the province 
of each individual counti^f The development of the industrial sector would 
oont-inue to be a national responsibility, in both the public and the paiivate 
sector, in accoj^ance with the organizational sttuol/ure of each country, 
since a joint approach to the investment requ^-red to develop a branch of 
industry for which a sectoral agreonent had been prepared and negotiated 
would not necessarily involve the collective responsibility cf the member 
countries, nor would it mean that decisions about the use of the main 
investments or about the location of par-feicular industrial activities would 

/be centralized» 



E/CN.12/Ô30 
Page 169 ' 

be centralized. On the other hand, it would be necessary to co-ordinate 
such decisicsns at the regional level, and this could be done through 
negotiations among the partipipating countries with a view to administering 
a programme of indirect industrial promotion on the basis of fiscal 
incentives and credits, with the accent on regional .specialization. 
The incentives would be desired to speed up the development of industry 
in certain key areas with a view to distributing the opportunities for 
regional integration evenly, throughout the region, arri this distribution 
would be.negotiated in advance among the parties* 

In brief, introducing this element of financial and technical 
assistance, which,combines negotiation with the financing of industrial 
integration, would make instrunients or means available to countries 
that would enable t h ^ to overcane or reduce the natural attitude of 
resistance to integration. This attitude stems frcm a fear of canpetition 
for which enterprises are not prepared, or, in some pases, from simple 
igiorance of the consequences c^ decisions of this kind. Using the 
Ideas proposed, it wouH be possible tp have negotiations and come to 
decisions advisedly, and also to accojipany such decisions with safeguards 
to ensure that the situation in each country is compatible with an optimum 
level of benefits throughout the region and thus reduce disparities to 
the minimum. Obviously, this kind of arrangement is incompatible with 
autocratic policies or objectives, since in no case are the principles of 
regional specialization abardonedj rather they are sc5ught through conçsetition 
on a roughly equal footinga 

With respect to institutional instruments, it is possible that 
the funds required - regional and extra-regional ^ might be collected 
and gem rally administered by existing bodies like the IDB« Both 
financial and technical assistance would be channelled through official 
organs in each country; with regard to the position of the economically 
relatively less developed countiles in the distribution of fxinds, there 

At the Meeting of American Chiefs of State, held at Punta del Este, 
Uruguay, on 12-14 April I967, the Government of the United States 
made an offer of funds, 

/would b0 
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would be two alternatives: either such countries would receive a 
proportionally Içirger share oí the assistance available, or they would 
receive their share on cipre advmtageoue credit teims» 

The preceding section referred to the problems that arose when 
trying to strike a balance between the benefits of participants in 
ord^r to achieve significant process industrial integration. 
To find this balance it will be necessary to use sane method of 
jpeasuring or quantifying such variables as share of the gross product, 
increment in net exports, etc» If this kind of balance is saaght in each 
sectoral agreement, however, it wculd.probabüy lead to almost insuperable 
problems, not o n ^ because of the Intrinsic difficulty of evaluating 
phencmena which are iwt at all easy to quantify, for example the creation 
of external economies - and expanding thm for the developnent of other 
industries — chain reactions, etc., buSi also because it may occur that 
in anyone sectoral agreement iiiay not be possible to balice out the 
benefits evenly. 

Therefore, it would seem that regular parallel negotiations of 
sectoral agreements for a number of industries are essential in order 
to achieve the proper balance of benefits. 

/3» POLICY 



^ C N .12/^0 
Page 171 

3* Policy governing exiî â̂ ts of manrtfactures to 
the viprld market 

In dealing with exports of Jnaniif?ieturej3,;ip,; ̂ ^lier chapters, some 
gaps ai4 weak points were revealed which ,in themselves indicate lines of 
action or policies to be aidopted^ • 

CJonsideration was given to the ipr-omption measures and ^sterns that 
had entered into forcç in some eountrieis. of the region, with the pxarpose 
çf supporting and boosting "what was to than an essentially new activity. 
Several of those countries were said, to have made great strides towards 
the constitution of a system :of, inpentiyç;? that, woijpüi enable exporters to 
launch out successfully for theivrorld mar^ket. This hitherto incipient trend 
towar4s exports of manuf^çtureâ wouird thus be duly ̂ egul^ted and it would 
have a favourable impact on Latin.Awricapfirsiustrial development, far 
^transcending the role of mechaní.sm'conç)ensating for internal depressions 
which in some cases and to ̂  Varying 4egree it had ^ e n reqxiired to play 
in the past, ^ . - •••i , . 

This will therefore: be an addition^ neans ç>f re-^r.^enting industrial 
development and among: other ¡advantages, will int?»duce the dynajric . 
elen»nt of international trade ¡into a milieu in viiioh competition has 
hitherto'lilasred á ve£^ small part, 

A first ü n e of action.would be in response to the ,?ieed for all 
countries of the región to adopt a consistent export .promotion system, 
completing the existing machinery or establishing the new mechanisms reqiiired. 

First, each Latin American country should, have a nation^ exjwrt 
development institution, and where they already e??ist steps should be 
taken to impr^jve them* This does not mean that such institutions must be 
established along' rigid linesj obviously^ due allowance must be made for 
the widely varying circtqnstances in each country, and it is to be hoped 
that export promotion will be in the hands of a single agency» 

The prime function of this mtional institution should be to identify 
products that can be exported and to e:3q)lore new market possibilities for 
traditional exports*. - It would also be responsible for studies and advisory 
services in connexion with all other essential aspects of esqxwt promotion, 

/vAiich are 
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váiich are táken care of either by ôther agencies or by the institution 
itself, according to the practice in each country. These would cojnprise 
cií5t<»ns and fiscal incentives, export credit or financings qua2i.ty ccmtroj., 
infopmatic^n and publicity services^ and other services relating to the 
organization of industry for the marketing of eaqjortŝ  

Because of their importance and the fact that they constitute weak 
points even in countyies -which have made most progress in this direction, 
attention is drawn tp the position with respect to e^qwrt financing and 
the organization of industry for the marketing of exports, and some 
suggestions are put forward in this connexion. 

There are several aspects of financing in vAiich action could be taken 
to make this type of incentive more effective. 

In the first place, the JDB programme covering exĵ rlbs of capital 
goods could be extended to cover exports to other regions as well as intra-
regional exports. The possibility should also be considered of the prograuBne 
including other manufactures besides capital goods, a measure that would 
particularly benefit countries with insufficient markets, and sfiill mpre 
so the economically relatively less developed 9iations. 

Two other questions requiring special attention frpm Governments aiid 
international agencies are pre-embarkation financing and adequate coverage 
of export credit insurance. While recognizing the fact that these systems 
are first and foremost a national responsibility, IDE could do nmch to 
help them operate efficiently. 

In the ease of pre-»embarkation financing, for example, IPB could 
institute a system that wotild be applicable to cases where the operations 
involve high sums and the period of production is very long. As regards 
credit insurance, whose institution and operation in the region have been 
fraught with serious difficul-^ies, different suggestions have been put 
forward, such as, the establishment of a regional institution.that would 
assume responsibility fop corameroial risk$ while the political risks would 
be taken care of by national agencies, or the establishment of a niultinational 
institution that would take over the total coverage, 

/Besides these 
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Besides these aspects of financing, another field in which government 
promotion activities coijld have excellent resxilts is, as mentioned above, 
the organisation of manufacturers with a view to marketing and selling 
their exports. 

It would be advisable to include among the governments' recognized 
functions of promoting exports that of èncoviraging the combination> in varying 
degrees, of the export activities of several enterprises, with a view to 
strengthening their position on the external market. These government 
proioDtion activities could be carried out through the provision of technical 
and even financial assistance, the latter, for example, by means of total 
or partial exemption from certain taxes for the enterprises thus pooling 
their efforts. In a word, the aim is to encourage the formation of exporters' 
consortia, with which the State may or may not be associated according to 
circumstances. 

As regards the institution of a system of non-reciprocal and non-
discriminatory preferences, this has already been described as a potentially 
valuable tool for the establishment of a considerable flow of exports of 
manufactured products from Latin perica to the developed covintries. 

It is a well-known fact that manufactvires from Latin America, and 
from developing countries in general, are subject to higher nominal and 
real customs duties and charges in the industrialized countries than the 
more highly-processed products in which they trade with one another. 
Accordingly, among other factors, the total or partial elimination of 
those tariff barriers could be expected, under certain conditions, to act 
as a fillip to the flow of exports of manufactured goods. 

It is therefore considered that the developing countries should 
continue to press for negotiations with the developed countries at UNCTAD 
meetings, with the aim of reaching an agreement as soon as possible, 
which -would recognize their right to play some part in satisfying the 
developed countries' demand for certain manufactured products. 

The possible action proposed - i.e., the improvement, or where 
appropriate the introduction, of a whole group of government measvires to 
stimulate exports, such as those relating to financing and the internal 

/organization of 
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organizat ion of industry vdth a view tdothaijarbper marketing o f exports , 

and the adoption of a po l i q r designed t o secxire access f o r Lat in American 

manufactxires t o the iharkets o f indust r ia l c o u n t r i e s m a y t o some extent 

be described as p r a c t i c a l l y indispensable in achieving the alms pursued, 

and i n t h i s respect there can be rw doubt o f the vdsdom o f making a 

determined e f f o r t i n that d i r e c t i on . The Governments' act ion to enhance 

export prospects and t o increase the developing countr ies ' co-^peraebion 

i n opening up markets, however, would have t o be co-ordinated i n the form 

o f internat iona l ac t ion that would combine the resources of the countries 

and internat iona l agencies concerned i n an i n s t i tu t i ona l mechanism or 

formula iflhich, by r e l a t i ng supply to demand, would create conditions i n 

which the achievements obtained i n connexion id.th e i the r vrould be mutually 

r e in fo rced . Actua l ly , the e f f e c t i v eness o f the act ion exc lus i ve l y o r 

mainly d i rec ted at opening up markets i s necessar i l y l imi ted i n r e l a t i o n 

t o the promotion ob j e c t i v es aimed a t . Despite thfe f a c t that t o supplement 

th i s act ion by measures t o improve supply conditions would represient a b ig 

step forward, i t i s considered that only by l ink ing or realiaârig both these 

e f f o r t s can the system be per fected and have the best possible chance 

of success. 

The proposed approach t o the d i v e r s i f i c a t i o n and expansion o f exports 

from developing countries would r e s t on two basic f a c t o r s : f i r s t , these 

cotintries ' commitment t o prepare spec i f i c programmes f o r the export of 

manufactures, vàiich would servé as guidel ines i n the i r negot iat ions at 

UNCTAD meetings t o obtain concessions from the industr ia l coiantries; ; 

secondly, a t echnica l assistance mechanism organized by UNCTAD, UNIDO 

and the r eg i ona l commissions, i n co-Operation with the United Nations 

Development Progranme, which would help the developing countries t o comply 

with the i r undertaking t o prepare such programmes. 

The country crogrammes, wM.ch would be essen t i a l l y the r e spons ib i l i t y 

of the Gtoverments, would indicate the products the country intends ^to : ^ 

export and i n what quant i t i es . They.would a l so present the group o f 

gôverment measures r e l a t ing to the proposed export goa ls , and proposals 

concerning the internat iona l co-operat ion - mu l t i l a t e ra l or b i l a t e r a l -

/required i n 
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required in order to attain the stipiilated targets, and also, vrtiere 
appropriate, proposals regarding the concessions that might be needed, 
or the market surveys that might be desirable, in the case of specific 
products. 

To help countries prepare their programmes, the United Nations, 
in collaboration with the above-mentioned agencies, would organize a 
system of technical assistance which could have i^course to a team ^ 
experts drawn from the participating agencies» These experts would furnish 
assistance not merely in preparing the prograume but also, as far as 
possible and on a continuing basis,in connexion with all the problems 
identified as arising from the preparation of the programmes, for which 
purpose it would be necessary to co-ordinate the activities with those of 
other organizations also operating in this field. With that end in vie.?, 
the competent agencies should provide the services of experts to cajrry 
out those tasks. 

Tiie scene for these technical assistance activities would, of course, 
be the countries of the three developing regions of the world, and the 
experience acquired by the team of specialists in charge of these technical 
assistance missions to countries, and the ideas and proposals that would 
be gradually worked out, would be vital for the success of those missions. 

In the programme described somewhat briefly in the previous section, 
mention was made of the need, in a first stage of international co-operation, 
to undertake market surveys in connexion with aspects of supply. In this 
respect, it is considered advisable that the market svrveys should be 
linked to the specific possibilities that might arise from the studies 
of supply, and that there should be the closest co-ordination between the 
two questions. Market sxirvey, because of their complexity and particular 
characteristics, should be conducted by firms or other organizations 
specializing in this type of work. 

It would also be useful if this machinery, which is designed to 
complete the line of study hy including aspects of demand, covild function 
in co-ordination with the recently established inter-Anfôrican export 

/promotion agency. 
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promotion agency^^ •vtóch is to operate xmáer the aegis of OAS and the 
Inter-American Committee on the Alliance for Progress (Comisión Interamericana 
de la Alianza para el Progreso - ClAP). Its ftmctions are basically to 
facilitate access to markets for Latin American man^actwes, also through 
market surveys by int^national firms of specialist» Jn. this wide sphere 
of action it should not be too difficult to avoid overlappi^ and duplication 
of vfork, , 

The developed coxmtries' contribution would consist in financing 
these market surveys or analyses,, ¡and doing ev^ything in their power to 
facilitate the tasks covered by those studies. They would further be . 
requested - within the context of UNCTAD negotiations - to facilitate, 
access to their markets for manufactures from developing countries, and 
to abolish any type of restriction that ndght obstruct it» 

6/ The Inter-^American E?q)ort Promotion Centre, with headquarters at 
Bogotá; th i s Centre was set up at the f i f t h session of the In te r -
American Economic and Social Council, held at Viña del Mar, Chile, 
i n June 196?.. 






