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ipgnl antlysis, in ccompliance
¥ ’

[

intended for prestical use, ot Izusy os m oori

with the formal request of the Government of Argentina.

o, Tﬁis reguest was the subject of speeial concern, becauée it impliedr
that the 5nnlysis should be useful virtuslly in generating consequences
thot might eventually be of normative value. Two of the mény implica-
tions of this request are: that tho.varinbles muét be sufficiently dis-
aggregated, and that they should be ineluded in a joint analysis of de

pendenty reletionships, 1.¢., in a model.

The Tirst aspeet is that of disaggregation. When an analysis is stopped

at a certain level of abstraction choser by the analyst, it is possible

thet seeming inconsistencies or dependency l;nks, or even paradoxes, my
appear. Shch problems do not lie in the reality of the phenomenon analysed,
but in the fact that the study is ot a more gencral level of abstraction
than that required to draw conclusions of virtual normative value for
economic policy. Thie sherply limits the possibility of using overall

cconometric approximations in this study.

The second aspect - the inclusion of varinbles in a comprehensive model,
has been approachced by the formulation of & gualitetive netwerk. As
commenly kmown, a network is a system of equations, not nocessarily
linesr, written in accordnnec with ccrtain conventions. This study has
formulated such a system of equations, but there has nut becn sufficient

tim for thorough quantitative verificotion,l/

l/ "Una red entre variables vineuladas o la exportocidh mamfactorera™
{A notwork of variables relating to oxports of manufactures). (Basic
document -~ Spanish version only).



f. TIn view of the twofold nurnosciof ronching ussful ~rd a% the comp tim
practical conclusions for usc in conjunction with the anslyscs of other
countrics this pepoer only deals bricfly with overall aspects. A number of
appendicesusupply o certain.nﬁoﬁﬂf.of dotails, which are believod may be
uscful both for thé ovéréll analysis and for speccial cascs. _Finally, |
there is é set of documents, listed'in,Appendix 1, which are available for

reference to snyonc interested in further details,



CEAPTER 1T

The macrocconomic framcwork and some rolated factors

1. Purpose of this chapter

Thisg chapter atbcemps 40 deseribo tho maoin charactoristics of macrocconomic
behaviour and of somc rolsted facto»s, and to identify these factors which,
on the moero level, influencc the behaviour of cxports of manufactures or

establish 2 climmte for exporis.

2., Principal overall factors snd their offocts on exports of manufacturcs

A. Por cepita income

i. Argontinas hes n populstion of approximately 25 million snd o per capita
inceme of over US$ 2,000, measured in current dollsrs. The totsl rate of
growth from the beginming of the century to tho 70s was slighily over 3 per

cent, and the per capita product 1.1 per cenb.

During”the sa%ontics, the rate of grdwtp pe:,capitq.was over 5 por cent In
1374 qnd, after cloven years of unintorrupped;g;owth? dr0ppoé 3 per cent
per capita in 1g75. Thuctuotions, in generql, have bheen higﬁ%/ Invest-
mends in macﬁinery and equipment havo traditionally fluctuated. Tho

country has systomntically underutilized its capscity to gonerate broduct

znd income.

ii. This pattern of physicﬂl'bohaﬁioﬁr_pf'the'economy ihpoSes certaiﬁh

basic conditions on cxports of manufactures.

g/ “Stop—go" has become a common expresglon to qualify the typc of growth
in Argenting. :

e



Tha relntively high per copita GDP is posSible beesuse the economy has
gufficient resources and a high cnpaeity for combining them. Oonsequently,
ex ante, the economy hﬂs basic phy31cal condltions that make it capable of

exporting 2 considerable amount of traditionnl and non~traditionsl manu-

factures.

However;'the ups ~nd down of this activity - largely.ns o rosultiof
extremely chnnging sconomic policies - hove had an adverse effect on the
nllocstion of funds snd on their outflow, they have acted as a braoke to
investmgnts and, to_a cgrtnin extent, coused confgsidn not only a3 reggrds
productibn 5for"ré£ééff but alsc as fégerds exporté bf manufaétuyes.'lcpnu
sequently, ex-post, the cpuntry's_exports of nen-traditional manﬁfactﬁfes-
have been limited by these adverse facﬁors, which have alsc formed part of

its basic conditions. E/

b. Inflation

1, Inflation is a constant that has accompanied Argentina's growth in the
past few decades, with o traditiona} péttsrn of 85 o0 30 per cent per ennﬁm."b
But the rote of inflation has grownjstendily. _The picture is ome of "basic”
inflation, over and above which therec has beenra larvate infletion, the
appearance of which is believed to be connected with the degree of sccial .

control. 2/

}/ 0f. "MIa exportacidén de monufecturss y sl papel de la mediana y pequefis
industria® (IDB, mimeo, 1971). In this context, "basic conditions" means
the set of institutional ~nd operative frctors thet must converge. for a
gountry to be in a position to eXport under the sSeme conditions ns its
coripetitsors in the same products. This definition is opposed to that of
subsidy. The ides is that the countriss should have suitable besic con-
ditions; informstion and merketing networks providing the same capacity
to compete, ete.). . Absence of = basic condition in some csses calls for the
use' of corrective messures., We shall revert to this natter 1ater. _j _

E/ “Social” is used in o broad sense, inecluding political, sconomic, social
in the strict sense, and institutional control.



¥aturolly, o8 in o1l enssa of infiabion vhere arc many foctors jﬁxtapdsed,
such 3 insuffisdiency of supply, excess dersnd and incrensed costs. i |
However, the'fifét two ¢rn cause a guantitatively smoll inflationsry
effect, whereas large inflations are mssocisted either with tho elimina-
tion of priée controls or the speculative oﬁerbidding inherent in thé
inﬁdequaéy of the mechmnisﬁs of regulation, in a scociety which at times

was consensurl and others suthoritarian.

The acute inflationery processes during the decnde ending in 1975 were,
in general, brought undey contrel thrcugh policies of consensus; either
of » pompulsory nature decreed by the Executive branch, or through agree-
ments between the gevernment, employers and workers. But uUCh consansus
lasted no longer then the political patiern thst inspired it, The helght
of Argentinats inflotion ean thus be understoodrlnrgely nsithc necesssry
result, not only of a struggle batween sectors, groups or socilal classes,
but of » system of generalized misconduct on the pert of'the protaéonists,

who sought to grin most for themselves without throught for the nAtional

242 in. __g/

&/ The conceptual fromework for interpreting this process is described
in "Factores del Proceso Inflocionario en Amériea Iatina™ (ILPES 196%).
A summry of this oppeersg in: "Ia Inflaecidn, Conceptuslizacidn y el
easc ‘Argenting (Revista del Colegio de Grodundos en Glenecias Econd-
mices de Buenos “ires - April/September 1972). More rocently:
"Inflagidne:. Dogrn ve. Casufgtica™(mimeo 1978).  The basic idea of
intercst here is thnt costs, supply =2nd demond, are “channels" {(or

~atbributes of the first order) wherein there sre mony "Tactors® (or
‘dtbributes of the sccond crder) thet explain pricc rises. Those
attributes of the second ordor crn be explnined by others of the
third, fourth, ete. crder; identifioble in a non-lincar network.
It is o cﬂsulstlc opproahh which, however sdmits of certoin gene~
rolizations. One of thenm is thqt all 1nflqt10n is mixed and, con-
sequently, there is no p01nt in tnlking of inflation "of® demﬂnd or
"of" costs., : S

2/ A very detailed disgnosis of this process is required; in partipular':
the period staring in 1873 can supply sbundant row material for this
purpose,



With the swinglng of the pendulum of the polltlcﬂl pﬁttern in the op-
p051te dlroctlon there arise equaily oendulﬂr "clalmsﬂ from.the socinl
classes, factors and suctors- 1nflqtlonary prospeets to which the
country'anpeqrs to be 1nclined ATe encournged- speculntion receives
better returns than creqtlve effort, and there is a feadback of mis—

conduct cr pable of mnklng the rﬂte of growth of priees soar to unheard

of nelghts.

In 1971/%74 the average rise was nbove 40 »er cent, and in 1975 it was

over 300 ?er cent.

ii. Tt is o known fact, on both the coneceptual level &nd as rogards com-
parative staties, that high rates of inflation adversely affect the volume
of aetivity, often consider~bly, »nd this occurred in Argentina.

Inflatiﬁn had advegse effects on exports end it has beern proved that the
upsurge of ;nflﬁtlon in 1975 was assocmated with the drop in experts af
manufnctures, and ﬂlSO that owing to thc delay in adjusting the rate of

gxchange, added £0 inflation, 2 number of existing formel sxport commit-

monts hod to be cancelled, 1/

Cc rtnin varinbles whieh are fuctors of 1nflation at the Snmc tlms ln—
fluence - exports of mﬁnufvcturcs-_ some ndversely - ﬁS-th@ spiral -~ and
others oncouraglng them - such ns the inndequatu dlStrlbutan of 1ncono

which, 1n'q'country tike Argentina, lS in itself considered 1nflat10nary.‘§/

g/ Sec Background Decument for this study: "Instrumentos parn lo Exporta-
cién Minufacturcra®™ (Instrumecnts for exports of menufacturcs). .bstrdct
of the meain opinions voiced »t four mectings of oxperts held at ECIA's
Officc in Buenos Aires, 1975. {Sponish.version only). :

g/ On this sub;ect we profur not to cnter intc detnils, so as not to mix
the mach debatod 1nfL~t10n theory w1th tho treﬂtmcnt of cxports of
mpnufactures. :



CHAPTER I

The role of exports in development, Content of the anslysis.

1. Purpose of this chapter

The purpose of this chepter is to give an outline of the content of the
analysis and explain certain basic aspects that have been taken into

account .

2. Content of the analy3is

a. Argentine exports of menufactures during the period 1969/75 are
analyded, in order to draw conclﬁsions concerning their behaviﬁﬁr and the.
factors that encoﬁrage or Iimit_them. Furthermore, it was sougﬁt that the
results should converge wi%h those of similar studies on exportsrof manu;
factures being mede in several other countries (Brazil, Colombis,and Mexico,
at leest), with a view to obtaining an overall picture of experiences in.

this field.

b. Exports of manufactures and the specific factors that influence them,
are, in turn, influenced by the bshaviour of the macroeconomic framework.
This framework is analysed in chapter IT, together with some of its prin-

cipal implications Tor the veriable under study.

Ghapter'IlI discusses the role of exports'ﬁnd their behéviour, and alseo
contains an analysis of the effects of‘exports of menufactares, by activ-

ities, on some of the msin economic varisbles.

Up to this point the spproach used is s general one, and from the stand-
point of "supply". Chapter IV anslyses certain relevent fsctors that. -

influence the external demsnd for menufactures,



To b Lighh of these overall contexts, chapter V deals with the structure
of +the exbternal seétor;-particuiﬁrijliﬁsoférTasiexpéftS‘ﬁf ﬁéﬁufactﬁfes-
are concerned, and chapter VI refers to the instruments of economic policy
used to promote them. Given the conditions surrounding the pro?lem dis-
cusged in chapters II,'IV snd V, and the facts concerming the‘behaviour of
such exports‘confained in chapﬁef‘III, chapter VI explains the-workinglof

tkose instruments.

Chapter VII attempts an analysis in terms. of effectivenscss and‘Efficiéncy.
Effectiveness is jﬁdged in physicel terms a3 the relationship between
ochievements andlthe regquirements for attaining them. Efficiency is:de-
fined as the relationship between direct and indirect benefits =nd costs

of 51l kinds; and in this context sogo cost~benefit elements sre anslysed.

¢, This peper is not = test of preconceiﬁed hypotheses., It is an open
inguiry into ény varisbles that 10gicél or empiricsl evidence seemed o

justify.

d. An aﬁtempt weg of course made to identify depcndency reiéfioﬁships.

To do'éb; various different instruments Weré ﬁsed, converging towérdé a |

_ given end. In the econométric analysis importaﬁt limitetions were en-

| countersd, arising from problems of mesnings in the basic series, in many )
cageg from.their comprehensive nature, from the extreme veriability of |
econqmic policigé, and particulerly ffom the fact that the expansion of
exports in Argéntins in 1969/%5 was based on declining indiees of capa-
city of competition by price-effects (rate of exchange: dompstic price
ratic). Heavy relisnce was placed on the épinibn of experts.coﬁéerning a
list of problemS“pbsed'with rensonsble accuracy..-Iﬁfshould be borne'in‘

mind thot there have boen quantitative limitations, and that this sﬁudy is



¢, woistribution of incoms »nnd cnploymont

i, The.distribution by fsetors up to 1975 - which is rolativcly‘more
egalitarinn in Argentina thon that observed in the Iatin Amerienn context
- followed the politickl pattern, and the proportion of woges in incomc
varicd, according t§ the government'!s views. This sharc was highcat
around the Tifties, dropping subsequently, with a furthcr risc around
19%74. At the same time, the purchasing power of wages fluctuntéd during
the post decade, shewing indented cuwrves characteristietof the spirals
in which the nominal WAga is sbsorbed by subsoquont pricc rises. This
absorptlon TLPChOd vory hlbh levcls tOWﬁrdS 1975 and the flrst hﬂlf of

1976, ~nd roal wages were con81derqbly reducbd A% that tlme..

Production per ﬁorkor grew.at a ycnrly rate of over 2 per cent in the
pﬂst-fOW decadcé- nnd, of coursec, tho croatlon of employmcnt opportunl—
tlos qu n function —1ncrcc511g gince 1950- of thc ratec of growth of tho
GIP. _/ Tho change in unomploymont is thereforc assoczabod with thc
Phﬁngos 1n thc rate of growth. Durlng the sccond half of 1975 a drop

of over 4 per ccnt in the GDF tins apparently assoc1atod 1n1tlally w1th

o sharp reduction in tho number of mnn—hours worked.

From the mid-sixtics onwards, employment began tc be generated at =

similar rote to that of the growth of the populaticn.

1/ The nnnual cumulntive ratc of growth of omployment measured by Tive-
year pericds grodusily inerenscd from 0.6 per cent in 1951/55 to 2
. poer cent in 1965/70 (Adolfo CGonitrot: "Algunss earmcterfisticns del
. ¢omportamicnto del empleo en 1o Argentina entre 1950 y 1970%.
- Jornadas ‘de Economic. Ia Plate, 1973, p.3). After thot date an

average incrcase of Q.5-per cent mny be estimated.




™o digstritition by scetors showed the sarc political sensitivity ns the

distributior by factors. During the past fiftcen years the industrial

sector's income dropped systematiecally, to the extent that the prices

implieit in the manufseturing GDP grew less then the genersl level of

prices impliecit in the cconomy. This gave rise Yo transfers of incomes 1/,

the bencfieiorics of which were the agricultural or the services scetors,

depending on the periods.

By mnin gfbﬂps‘of transéctions forming'the overall demand {consunption~

invegtment-export) income from totsl éiports f¢1l as a result of such

tronsfors from 1960 td 1971, heving reéovcfed'slightly gince then.

ii. Tho consequences of thesc changes in distribution on exports of mAnu~

facturea arc meany, particularly in labour-intensive branchés of activity.

A drop in reai'wages stimilates cxports in two ways; thréugﬁ the effect

3

of the lower costs and through the ensﬁing réduction in the domestic demand,

as n result of which exports become necessary to maintain the activities

of individusl firms, Bub, in the opinion of experts, this affocts the

gtnbility of the oxport funetion, because ance real wages recover, employ-

ment grows, and the domestic morket 1s resctiveted, meny firms tend %o

retrest to the demestic market, as n rosult of which, as shown by ex-

perience, the country loses markets it hod fornerly obtaincd.

Y

Such tronsfers.were caleulatcd to cxploin the increase in velue at current
prices of the voriables ag on algebraie sum in cach case of volume-effect
and prigc-effect. If we respect the definition of national accounts for
volume~effect, Bq = (Qu- Qo). Po, then price-cffocts is squal to Ep =

(P = Py)- Qn, which, to some cxtent, ovorvalucs this effect. Calculating
effcets at the level of the cconomy s = whole =nd of the disaggregations
considercd in cach cose (by scectors or by other sots of variables) a ge-
neral price-effect level (to some extent assimilable to effect~-inflation)
aud a transfer-ecffect are identified, due to changes in the price structure
with respect to a given basc period. The sun of such transfer—-effects

is, of course, zero.
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Tho transfer of ineome fron the industrisl to the sgricultural sector,
deperding on its extent, can be "finsnced” by a relatively higher inerease
in productivity in the industrial sector, and this is what'appéhrs to have

decurred.

d., Financing of the cconomy 28 2 whole, fo; a giver rate of growth of the
GDP, can be measured in terms of the belpnce‘in,current account in the
balance of payments, l/ In the fifties, and up to the beginning of the
sixztiss, this had been o debit balancé; since then aﬂd up to 1974 it flue-
tunted botween s doficit of US$ 220 million (1969} and & surplus of

US$ 700 :illion (1973). In 1975 the deficit in clrrent account-ambuhted

to US$ 1,300 million. Thesc are book vélues; and there are very la;ge
unrecorded transsctions, depending on the yoars (besically smuggling; over-
invoicing of imports and uﬁdérinvoicing of expdrts), which moke it impos~
sible to assess the finoneing enpacity of the country o8 a whole on tﬁe

accounts of transacticns recorded in the past. 3/

The traditionol ¢yelical pattern of overnll externol trode andlysed for
over half o century hos shown that the growth of the GDP is associated
with the incresnse in exports and thot, in consequence, imports grow bejond
the point in which exports have ceased té grow or oven begin to drop.

This pottern aslso nppesrs to hove been repested in the psst fow years.

}/ The annlysis of the cvents that have taken place reflects the behaviour
of the finsncing of the economy as & whole in terms of a rate of growth
of the GIP already adjusted to it, with some delsays and the usc of ex-
tornal eredit. Another spalysis thet might bs made would be of the
finoneing capaecity. . ‘ :

2/ Estimntes of customs officials publimhed in the press for 1975 indieated
losses through smiggling of over US$ 2,000 million. .This would more
than offset the book deficit.



In fuct, recorded annusl exports Gid mot excoed USy 1,600 miliion unti
the first half of 1972, when they begon te rise rapidly.. The threshold:
of recorded imports began to inerense in the first half of 1973, i
Both exports ~nd imports - excluding underinveicing and smuggling in the
former, wnd overlnv01clng in the lotter - were almost double the values

recorded in the previous years (US% 300/5,400, nyprox1mntely;'bn'dvofage

for 1973/75, W1th peaks of Us$ 3,900/4,000).

Notwithstanding the limitations introduccd in the analysis vy the data
available and even taking intoé account the large incrcass in remittancos

for rcmuneration of  factors, the cffcet of unrecorded “ronsacticng and the
behaviour of the balance of payments in the last few five-yeoar periocds
suggest ﬁhat‘the Argentine economy generates more savings thon it uses ia
1ts gross domestic investments. 2/ But i large part of such saviags leaks
out, and the balance of trade is inereasingly more cyclical, and *his eig-

nificantly affects the operation of balahce of payments policy.

Until the end of 1975 snd port of 1976 the foreign debt’ increaséd, re-
gerves dropped E/ and the futures liability position of the finencial

gystem increased.

ii, The effect of this behoviour on cxports of msnufactures ig discornible
at wriocus levels of abstraction., As o whole, it introduced 21l the reatrict-

ive factors characteristic of countries whose indebtedness is constantly

1/ In both coses deseasonﬁlized series wore used.

E/ The incresse in the totol foreign debt -ineluding the balance Por Swan
opcrations ot the beginning of 1976- would appear to contradiet this
- agsumption, However, o deotailed analysis of the transacticng and the
effeet of unrecorded transactions suggests that the tenuatlve opJnlon
cxpressed in the text is not incorrect. " '

§/ At the end of 1975 roserves represcnied almost 2 months of 1mncvts,
The volues of this variaoble during the period 1960/75 rangs from 2 -
8 months, in cycles.
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incrcasing causing_them to go out periodically secking to refinencc their
dcffé - largeiy short—term debts. This gives rise to many rest:ictions
aﬁé‘uncéf£;;ﬁ£;eé.. The actual value of the mathemstical expectation of
benefits in the country tends tb be lower then abroad - taking into accouﬁt

other factors, coteris paribus ~ because of the relatively higher risk, ond

rational investors, who Seck to mpximize that actual value must place part
of their sevings abrosd. The outflow of ¢apital thus becomes n constont in
the process, snd only its volume chonges. Y 7o invost o cortain smount of
foroign currchey abroad is a roasomable mochonism of protection, and the

mechamisn for deing so finds » notural outlet 'in underinvoiéing exports and -

in physicel smuggling -~ in qurntity nnd gquality - of éxports.

e, Monotary doSsgé of tho cconomry

i. This con be munlysed on the basis of the liquidity ratio-g/;'as a partinl
first approximation. Up to 1956 it reached a figure over 30 por cént}' gince
then it followsd a declining tfend, dropping to 13 per cont around 1972/73

ag o result of the polipy, repeatedly adopted, of combatting inflation with
monetary'festraint; .Since that_date it hos incroascd,lmainly ocwing to fispal

measures,

The course of moncy demnnd, and of the policy with regord to it ~nd to momcy
gupnly is of 3pcciﬁl interest. Undcr physicql growth conditions combined _

with 1nflation, a slum@ in the noney domnnd as a vnlue bearer was to be

}/' The cxprossion "shifting to dollﬂrs? forms pnrt not only of ecomnomic -
Innguags but n~lso of COmMong Usage . Expectations of inflaticn, of
course, contribute significantly to this by application of Greshwm's.,
low, '

2/ ®tio between pFiwite mesns of payment (oxcluding quasi-money) nnd
official means of poyment with regerd to the product.
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cx;ocfdd, 18 well as an inercase in thet demntd for speculation ~obviously-
and also for trnhsactions, due to price~sffect and volume of activity-cffect

in the latter case.

A8 regrrds discouragement of the domend for speculation, nomlnal 1nterest
rates have inersssed, although they continued to be negatlve reql rates
until esrly 1976 at least. _f But the banking system lends, taking solvency
as an gttribute of the first order, since it basically tends towsrds the
rocovery of credit rather than the coptimum nllocetion of resources. Conse-
quontly, the officicney of directionsl e¢rcdit is not fully assured, ~nd it -

never wos in reality, notwithstanding the nationnlization of deposits. E/,

As the publie sector has required 2n cnormous supply of funds during the
past fow years, the increose in net eredit to the private sector has bcen
relatively low. Consequently, the physical volume of privote means of

payment has fallen considernbly in comparison with some years esrlier,

The featurcs of finsncinl circuits hove thus beon changing, both by the
appearance or strengthening cf second cldss instruments of legol tender
=including foreign currency- and by incressed importance of non-banking

Tinaneinl intermediaries, institutionnlized or not.

Monetary restriction has checked the demand, and alsc the supply. In fact,

it has been found that long-term credit is a prereqﬁisite'for iﬁvéstmcnt,

1/ This hes boen the case, with some exeeptions, during tho past fivo-year
pericds, Early in Mhy 1976 corrective measures wore introduced but
their cffect 18 not cvaluated here,

2/ In April, 1976 denationalization of deposits wes announced.



ond- short-torn ercdit is ~ prior domdition £odF the noecssary expansicn of
capital turnever-and, in gemeral, to ineresse tho rate of utilization in

Argentine industrisl stock companies, 7

As regards tho long-term trend, the persistent monctary réstfoint wos not
accompanicd by a slowing down in the inflation rate, at leost until the

beginning of 1976, If that wes the purpose, it failed.

ii. On the other hand, it is believedlthat the persistent restraint‘cop;
tributed to limit thé development rate, to reduce the volume of nﬁtional
gavings snd the poasibility of allocating resources to priorlty ob;octives.
such as notional technologicel progrcss;w It would not be possible to deo-
monstrote that insufficiently Selective monetory restreint contributed to
strengthen the physicol and technologicol capitalizntion of business firms
or their results, sinece mony firms werc forced to reSort-to borrowing from
the non-banking system - which operates at higher costs - and‘cven.bérrowing
in foreign currency; -conscquontly tho exehonge contingency was intornalized
in thot context., This hos, to a lerge extent, been the reason for the damago
donc to ¢xports of monufneturcs by monctary rostraint with ineffieciont se-
lectivity, particularly to swmall and medium-sized mational industrial’cori~
.panics and to the possibility of ostabliéhing large-~scalo national oxport

companics,

It is bclievod - although this propdsition cannot bo démdnsttéted:;fﬁhaf
if = d;fforont policy to restrain inflqtion had becn followed - cspocially,‘

ono bascd on en ineoms policy. _/ = zind the monetary policy had boen handlod“

E/ In 1962, 1967 and 1973/74 income policics were sdopbted that succeeded
in combatting inflation in different politieal contexts, to difforent
oxtents and at different costs.



with grorter flomibility and particularly with s high degrec of scleetivity
a8 regards industrial credit; Argenbiné would now be exporting ropufictures

at o much higher level than thce prevsiling onc.

f. The publie sector

i, As on ceonomic nctor the publie scetor has been incrcasingly subject

to three essentinl limitations: its financing has deteriorated to untold
limits; a high number of mlnlstors ﬂnd socrotﬂrlcs of State have Succoedad
one another, on&lthe consequont chﬁngos in govcrnnent programmes and pollcleé

has considerably hampored the achlevemcnts an;‘behav1ou; of the publlc

sector itself and of the economy in general.,

In regnrd to the first aspeet, cvasion is very highy “erosion of the tax - =
base is considersble, ns exemptions have been gencrously gronted as & mpans!
of encouraging mmy activities (industry ond exports, to o large éxtent);
taxcs on -other activitics are low (on land, for oxomple); +the policy govern—
ing priccs ond rates of publie enterprises has been a fluctueting one, and
the overall efficiency of the public sgetor s8¢ a supplier of services to

the eountry does not appear to be high. In 1970 the naticnal gevernment's
current income amounted to 7.2 porlicent.of the GDP, while in 1975 it was

L

only 3.9 per cent.:

l/ In 1974 the public scector smployed 30 per cent of the working population
and generoted: 18 per cent of the non-ogricultural.GIP., In the last 25
years it grew at o slower rote thon the economy os a whole, ~nd the re-
ductien.in participotion occurred in ‘governmmentnctivity proper (declined
from 10 per eent to 6 per cent of the GDP). Sec: BCRA, El Scctor
Pdblico en el Sistemo Contable Nocionol 1950/74 . *(August, 1976)




In ﬁ'f G T ﬁi:cc*s_m‘fuiuj 4 abeve, the seonemy — ond the publie sector
- havo no+{been conducted "with" substantial pannlnn in a systemntice
manner, —/ The Inttern of cconomic, policy has changcd froquontly with the
changes in the top decision-makers, ond it is felt that the ~dministrative
continuity neverthcless shown in the prnsgement of the publie soctof in
many respecté is{lnrgely due to the infermcdiate—lavel officials. The publicr
secctor's potentinl as a catalyst of privete decisions, the utilization of
its purchasing power as a univoeal poliey, nnd cther essentisl aspects of |

its perférmonec have thus becn persistently underutilizod.

ii. The obove had immedinte conscquences on exports of monufacturcs. Their
promoticn quulred strong Statc support and not merely a v1rtual offer of
"stimuli" to coteslyse the presenco of nntlonal corpanies 1n oxports with all
’ the vigour nceossery, »t least in the carly stages. It is belicvcd that if
the public sector had been sfronger flnan01ally and 1ts policlos as wcll a8
its top decision-makers more stable, its performnnco in the ficld of exports

of manufactures would have beoen far better.

e The overall conduct of oconomicppoligy

i. Two bosix Alternatives can be distihguished for the conduct of economic
poliey: tb'técklé it by fields of policy (fiscal, moﬁe%ary, exchango} aﬁd
the like)'mnﬁ within cach ficld by sélected activities; or by cconomic ag-
tivities ond then harmonize bhe different activiticé:ntrthe lovel of ficlds
of policy. InxArgontina, cconomic policy has fraditioﬁﬁily bocn £ackled

by fields.

l/ The conduct "with" planning reforred to here is conceived in terms of
a continuing poliey in order to avtoin rcasonable cbjectives, considor-
ing the plan as an attribute of the first corder and the succossive
gpproximations of the policy .88 attributes of the sccond order within
the plan, and not the mere formal use of planning os an instrument.
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Thas, the rulc hes bhoen thot deciions in the different ticlds of ceunumic
policy cenverge on cach activity, without & porallel forrmlstion of policies,

by activitics, with sufficicnt power of- attraction.

Neverthecless, » numper of industries considered basic or of specinl interest
for the country, such as the irpp ond steel industry, hove hnd this powor

of attrnc@iop and they heave been granted specinl trentnent, Such treatmaqﬁi

has in general ineluded a high degree of nroteetion, éxemptionsfrom paynent ‘
of dutics on imports of capital goods-and cerbain inpubs, tax cxomptigns for

certain pericds on their operations, ond, ultinetely, support for exports.

The regional component has nlso been cne .of the ninms, and certain_poles and
industrigl zcnes (Cérdobn, Mendoza, Tucuman, the coast of the Parand River,
Bahio Blanea, ete.) have been ostablished, independently of Greater Buenos

Adlres, The regiona; promotion systom sceks to in@ggc investnents, granting

differont preferences, depending on their loesticn.

ii. Tockling cccnomic policy by fields of policy - toking cach field as an
attribute of the first order - hasg been o limiting fﬁctor‘for_cxports of
morufactures. 1In fact, tackling it bwaieldé, and.ﬁfém diffééant inétitu—
tions depending on the fields, and withrlevcls of selocbivity that did not
have i@gntical cbjcetives, similar penetrotion or annlogous methods, did
not cnsure that oll the‘réquired,faqtors converged in the appropriate
manner éné,a£ phe appxopriate‘;iﬁp for nll actititios hoving » potcntiql ‘

export copacity so thot the nanufacturcd producits could be cxported.

An export policy for manufactures should be developed on industriol and- .- -
technological bases that require thot it be conducted univocally, activity

by activity. Within thé fronticr of possibilitics, those thot rect certain
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optim a~nd respeet cortoln rosirictions L shoutd first be chosen. Noxt,:
the policy governing such nctivities should be cenducted with the necessary

precision to ensurs the flow of exports.

By not ensuriﬁg thot the resulbts of the policies converged by activities
as stricly as possible, the higher strotogic decision ns to the extent of

diffusion end spcciolizntion of cxports was impaired.

It is well know thaf -ceteris pmribus- the higher the number of sales flows

the morc the grbss will the income from exports grow; in'other words, thé“-
product of the mumbor of goods oxportod by tho nunber: of rarkots of déstiﬁa—.
tion. E/ But that grester diffusion ¢f trade incroasés costs becsusc there ;re
cortain scale effects ~nd expoﬁses must be ineurred for prﬁmotion and entry::

into now markets.

It is well known,_furthermoro,.thnt speeialization in certain products ge-
ncrate:n higher rclative ceprcity of competition, in a more stoble manmer,
in the spcciﬁlized nroducts. ,But‘th;s advantage is subject to the owner-
ship of trnde narks ~md pntonts, nnd it is sensitive to teehnclogical pro-.
gress made byvirtunl competitors, tothe appenrance of substitutes ond to
the country!'s cépncity to poréoﬁord in thé ndvantrgo of spécialization.

Tt theroforc implics o cortnin vulncrsbility to verj‘sPecific risksiiﬁ
countrics such ns fArgontina.

]

!Jﬁfsoe: Un medelo de ophirdzacidn paro la cloceidn de rpioridades do
cZportacidm.

g/ Cf. Mahfuzur Rhhmone RExports of Mnufactures from Deceloping Countriss,
Rotterdam University Pross, 1973,




It is also known fhat-it is net possiblic to cxpand exports boyond a certain
point becouse .of their cost, or to inerease spdeinlizntion beyond a certain
level, becruse of their wulnerability.  But, in nﬁy event, it.is beclicved
that in the ficld of exports of menufacturces Argentina's soeclalization

should be Tore deliberate, osnd morc inducements should be offored.

#ho should mrke the choice? If tho pelicy is not.conductéd with plonning
and if cconomic policy ig tackled bqsicolly by fields, and insufficicntly
by 00th1thS there is no choice: the government ean only limit itself %o
estoblishing the framework within which private dccisions will be carried
into effect, This hns becn the result in.ﬁ?gentina. But this is a limiting
factor for expdrts, a8 minimizing a risk, of ﬁaking aﬁ acccpted risk, loddé
the oﬂtreprenQUr tb expert only tfaditionﬂi goods and to enter the ficld

of non-trnditionsal oxports only if certnin induccrionts are offered, with
rnore esution than nccessary, or nere slowly thon is desirable, or in a rore
fluctusting momner, depending on the level of demestie activity and, in any
easc, losing opportunitics of speeific cxports. This nlso has been the.

rosult in Argentina.

It cannct be'said:that tﬁe poliéy has not been éntirely conductcd bylgctif
vitics, particularly as regards the trenfment of certnin goods, Noither
can it be said tﬂét,'in.thc contoxﬁ of n poiiCy conducted bnsiChlly by
ficlds, it is not possible to tockle it afficiently by activitics, But
when there is o dlsnersbd 1nstitutlonul canstellatlop nnd no Qlﬂhnlnﬂ 1t ig

extrencly dlfflcult tc cbtain hlghly offlolont practical results.

Briefly, the fact thot cconcmie poliey hnas becn conducted by ficlds, without
an efficient and persevering ceonvergence by activitics, has given risc to a

basic situntion which has neted as o limiting factor for exports, causced
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the loss of stoceific oy;ortuuitips, ﬁﬁﬁ.ﬁspcciﬁlly imprired tho top-lovol
dceisions conecrning the rclntivg cxtent nnd spocinlizatibﬁ‘of cxport po-
licy in conducting the external sector. 2/ Howcver, there appoafs to be a
trend towards concentrating on cortoin exports, nlthough this is moinly

orempted by the optimn of the trensnntionnl corporations that arc oxporters.g/

h., -Scetoral factors

i. Argentina +4is on industriolized country which, it is belicved, has ac-~
curmlated a sufficiont moss of eritieal technology and industrial-comeity
to covor~thé'country's bagic nceds ond cndow it with a rcasonable capacity
Tor compoting abremdduc to technology~cffecet. In any ensc, nnd.évén if the
preecding assumption is too optimistic, it is gencrnlly belioved that its
gxport potentianl as rcgnrds manpchtured goods is nighgr than the level of
currcnﬁuaéhioﬁeﬁcnts in this fiqlg, and cven ;nétnc.fiold of non—trmditioﬁal
mnnufactuﬁos. rThe first stage‘§f this proccss was the industrializstion of
domcstic'raw pgfgr;a;; the next ﬁas substitution_ﬂnd, rore recently, it
has enterod tho.fiéld of exports of durable consumer goods, capital goods
involving a nigh degrec of tcéhnology (rotor veﬁiclgs, machinery, instalia-

tions, completc plonte or "turn-koy™) and cven disincorporoted technology.

el

‘_}]_ In Conduccién de 13 politico ccondmieca por actividedes (mimco., 1975)
it is mroposcd thnt the aetivity must be ~n ottribute of the first corder
for the design, together with plonning ond. participation, ~nd that oll -
requests arising from activities by fiolds of policy should be harmonized,
bearing in mind certain regicnol opbim and other factors.

‘2/ Jorge Kotz nnd Edunrdo Ablin: Toenologia v cxportocioncs industriales:
un andlisis microeccnérico de ln exporiencia nrgentinn rocionte (mimeoc.,
1976), qualify ccrtaoirn industrial cxports as "morc sophisticated" in
view of the technology incorporatod, and they are of the opinion that
the degree of coneentraticn evidanced in exports at the lovel of
chapters of certain motallomechonical and chemical industrics is
important.
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It bes booh obsorved in vafidﬁs studics that tho substitmioﬁ‘proccss has
bcen'bver?rotected nnd th%t this oxcossive protceetion hos not bonefited
the production scale, the level of technologieal progress, the cost of

S Lo ‘ 1
production-cr even exports of manufncturos.-/

The competitiveness of Argentine agriculturc and related industrics is well
known. However, the unstable handling of relative nrice supports for agri-
culturgl prqduotion and the ipput—output rrice rntic in the éoctof hﬁvo
introduced uncertointics in the use of the 1land ond the oricntetion of
production and havo contributed to delay the adeption of now tochniques end
ther . obt#ining of botter yiolds‘whilg preserving and ¢ven cnhancing the

valuc of lend as copital,

In industry, particuiafly,fmsnf variable factors {rate bf‘domhnd; ielatiﬁo
prices, ratcs of oxchsngs, availability of crodit, snd the like) have lod
the -individusl domsstie cntreprencur to eveluste the risk ns a m1ovant
variable, 2nd even to mirimizo it. This hrs led to underutilization of tho
pesaibilities of speciolization, since tho entrepreneur has léerned that
under such bééic conditiohs, cconomié‘activity roquires a mixed strategy,
with production of ﬁdridus good tied to differcnt risks and diffcerent

profitabil@ty pottorns,

The above.variability and the lock of a poliey conducted dy sctivitics,
based substantially on practienl programmes, appeer to bc the miin sources
of the‘féiiﬁfcfto'ﬁtiiiic to best sdvontage the courtry's capocity to pro-

duce industfial_goods.

}/ In chapter V we shall revert to this subject in discussing the oxternal
Scctor as regards cffeetive protection.



In the ficld of transport, the Experts hove obscrved comparative disad-
vantoges for Argentina in its tradc with tho northern hemisphere 'and with
obther contincnts duc to its gOOgréphical position, the scant svailability
of suiteble holds in vessels of regulor shipping lines, the anperently high
relative cost of the port of Buopos Adlrcs, the action of certnin oxtcrnal
dlscrlmlnqtory fﬁctors which would rbqulre s} v1gorous nﬂtlonﬁl pollcy in
the field of cxtcernal transport to offset their offoets, the 1n doquacy of
the nrtidn~l norehant fleot, ~nd-2ther factors. In viéw of the Experts,
the traffic with reighbouring countrics is finding suitable solutions.
Nevertheless, it hos becn suggosted that a comprehensive rovision should

be mrde of the programmes designed to facilitste trnde and transpcrt.iJ

ii. The immedistc censequences of thosc faétors aré woll known and will be
analyscd later in grostor detoil (phaﬁﬁer Vi), .Tho relatively lcﬁ inter=-
national cost of agricultural raw ma£orimls and iong ckporionco in processing
them has stimulatod a greater rolati%é.cnpacity of cqmpetition iﬁltradi—

tional manufactures.

A moderste speeialization, a senle originally reduced to the size of the
domestic morket as a result of the.substitution policy, the rolative level
of utilization ~nd BXPIOithiOHE/ and cortain adverse cffeocts resulting
from other fnctors which will bec dlscussed later, have contrlbutod to delay

Syatomatlc ewnorts of non—tradltlonal goods in the list of Argentlna's

;/ Sec ECL. - Fa0111tac16n dcl CONQrc104y dcl Transworto en Amérlca
Iatina (May, 1979). , o

2/ It is ndvisable to distinguish dotween utilization and OXploitation
- raties, The former is the ratio of actual plant-=hours worked to
maximum plant-hours that can bo worked por ycar. The latter is the
production per plant-hour worked. Both rates ~particularly the first-
can grow considerahly in Argentina.
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forcign trade products. However, it is generally agrecd that the achicve-
ments during the vast few years, up to 1974, indicate a steady irreversible

and increasing trend in industrial exports.

1. TIndustrial policy
i, With regerd tco industrinl policy&/, experience in the handling of this
sector suggests that the compononts production/substitution/exports have

not always been integrated into o sound poliey.

The functicns of substitute production were adjusted to substituting goods
in a protected merket and with the addition of indivisibilitics and defects
ofrscaic (ﬁany branches of activity included a larger number of conpanies
than wos viable), the higher costs rosulting_from defeets in the combina-
tion of fgétors have wiped out phc comparqtiveradva;tage dorivcd from the
lower réiﬂ%i?@ price.of labour. Tﬁe vcry'full coﬁplemgnt of highly qua-
lificd tcchnicians and skilled iabpur genereted o competitive substitution
policy; -and altﬁougﬁ in gome industrics, such as the motor vehicle industry,
the number of surviving combanies was gradunlly reduced aftcr'tﬁé necessary
roticnalizntion, there secms to bo roon for higher gesins in cﬁpncity of
competition ﬁhrough scale~cffoct and sDecializzﬁtion—effoct in Argentine

_industry.

The Experts believe that Argentine industry is capablo of expanding its

exports of manufactures considerably, but in responsc to different factors,

}/ 0. Altinmir, J. Santamarin and J. Sourrouillc: *Los instrumentos de 1a.
politica industrinl argentina®, in Desarrcollo Reonémico (BEd., IDES -
Teonomic »nd Sceinl Development Institute)give » ¢omnrchensive identi-
ficotion of pelicy instruments.
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depending on the type of GOHP&HYaE/ Thus, important branches of trans-
national industrisl corporations ean expand them significantly because
they possess tgqhniCnl and commerceial specifications éupplied by t@sir
paront companics, trade marks of world-wide prcstige% thoi# own informn-
ticn and mﬁrknting notworks and prometion mechanisms whigﬁioédrgtclon a
world gealc. In many-casos their sales take the formréf infra-cbmpany
transactions; their nroduction is optimized nt the world lovel?/ , with
low finaneial -vulnerability in the loeal bronch,whose junctural problems

ean be rapidly solved by the parent componies.,

Kbti#pni éomﬁanies aﬁo gmll and modium—sized;u thé&zpﬁssess-a‘géod teeh-
nicai capacity-nnd can even oﬁerato with prices bascd on marginal‘COSts;
but they do not operatc with internmationally renowned brands; they muét
respect the restrictions imposed by lieensers; often they hove not an
adequote scale of production or finsneing eapacity for the sizme of the
domand of industrializod counﬁries; in many casés they'conéider oxporﬁing
a mareginal operation when the domostic demsnd drops and therefers hove not

a sufficiontly stable motivetion; they cennot interndlize the greater ex-

}/ Agustin Pazos makes an interssting snalysis of this type in his document:
Bxportacidn de Manufacturas Arrentinas. JAlgunas respucstss v varios in-
torrogantes., DCLL - Moceting of Experts-on the formulotion-and imple~ o
~mentaclon of strategies Tor exports of monufoctures, Sontingo, Chile, 1971,

g/ Naturolly, scne brarches hove optimal produetion; but the competition
' between branches which is scmetimes applied, is also o method of opbimi-
zation for the group.
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chones contingoney of thz Torcigh rwroket by producing cnly "for® ozporb—/,
and they frequently have to vely on export companics or consortin - a form
which, in the opinion of tho cxports, ¢nlls for a co-operative attitude

that is not ﬁSually found.

Tnder tﬁese conditions, the urgument_of idlo cepacity as n factor of poben-
tial exports cf magufacturcs is_not symmetricsl: branches of transnaticnal
cornorntions ¢ar always have n grester nossibility of using that:cgpacity
unliess industrial policy, jointly operated with polieies exports, technology
and s%%ﬁciurc of ownérship of déeisions contribute to balancc the péssibi-‘

lities.

ii. 24 velue judgment asltq why the industrinl sector has introduco@,such
restricticns on_@;ports, over and above the problems introduced byiactual
protection,‘is worthy of gop&.. It is believed that, fun@gmentnlly,‘thcrc
have been throa_essential and convorging weaknessesd: lack of control gf _
the socppr‘"with" programming: woakness or lack of a sound policy in con-
ducting é#ports by activitics: and no substantive auditing Qf verformance

- achievements and bechaviour - for cach relevant industrial activity.

jo Tho factor" entroprencur as a .performer -

i, The éntreprenéur is a performcr who has played roles which, to a certain
extent, were rolatdd.to the differbntridéologios thot prevailed in the conduct

of poliey within his permoncnt tesk of moximizing profits.

g/ Some opinions point cut that thisg type of production makes the country
more vulnorable, Héctor W. Valle("Les industriss porn 1o cxXportacidn®,
Tesarrollo Teondmico, IDES, Bucnos Aircs) considers that the strotegy
of industrialization for export implics » new style of dependence.
Others »oint out that it wonld be incressingly possible for the country
to open up exports o8 its power of decision becomes stronger. This is
one of the points that refer to the politico-instituticnal aspcets of
the problem,
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Until the sccond half of the fortias, fhe trend showed o morked prodominanco
of private cnterprise. From then on sSome companics worc naticnalizod and

public enterprises were cremted,

Basigglly; gtate-owned companies provide scrvices to the publip and also
cover Some industrisl éctivitios of littlo cr no rclative significance,
excéﬁ%ﬁng iron and steel and petroiéum.i/ .Mbrc rceently, tronsnotional
compagies:havc bocﬁ cstablished with the pnrticipatiog of Argentine public
entefprisos in such fields as hydroclectrie power and potrochocmical pro-
ducts 2/ With the sxéeption of these twoe and a certnain amount of industrial
oxpoffé;-pﬁblic enterprises work for the domnstic morkct, and their policy

is directed to that markct.

Toroign companicsg/ havc cperoted in the country since the past céntury.
The predominant country of origin wos originally the United Kingdon but
hos since shifted to the United Statos. In 1967 the participapion of the

United Stotes — at book walue ~ amounted to 56 per cent of total foreign

3/7 See las cnpredss pdblicas on Argontina. Su particinacidn cn los difcron-
tes scetores - de la oconomin. ECIA-Buenos iires Office, 1976, The larzesi
company of Argentina, established long before, is public (YPF), and the
public system gencrally covers service activitics {(power, transport,
cormunications, water supply, radio ond television stations), industries
{iron end stoel, pctrochemicals, shipyards, suger, wine, packing houses,
notor wehicles, eleetromechanics, ongince and turbine construction), trade
(grains, livestock, contral mrrkots), and finance (benks and insurance).

g/ Power in Salto Grandc and Yacirctdy and petrochemical products with
Bolivia in a binationnl corporotion.

&

Sce,among others, the following studics: Juan V. Sourrouille: E1 im—
paeto 4o 1a8 ompresas multinccionales sobre el cmpleo y los ingrcsos
(Feb. 1976, mimeo); RCIA, Io prescncia deo las cmpresas transnacicnales
cn la_industris mamufocturers de Amdrica Tatina (mimeo, Nov. 19%5); -
C. Givogni, R. Gordillc and H. Palmieri: &mpresas Transpacionales gue
actlian ocn Argontino y sus vinculacicnes en paiscs micmbros de ALMLO-
1973 (Mationol University of Cordoba, 1974).
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The overall frome of rofercnce of the past few ycars haé/been'ﬁho*increaSéd
participation of the EEC and Japen in world investment (40 per cent together)
through transnational companlos, and a drop in thu partlclpatlon of Iatin
Amorica in that total (17 per cent). '“1th1n tho roglon, Argenting bas durmrr
the past few-ycafsfbeéomc incrcasingly ineligiblo, in rglntivo terms, for
foreign invosfﬁdnt in spite of Boing one of the countrics with the largest
merket, snd in:1966/75 the net flow of foreign investment it received was
equiéélent to only élighiy ﬁbdve one per cent of the totnl nmount.invcstgd

in thé_}ﬁgidﬁ} In 1957 cumulﬁtlve investient ir “rgen‘clnq was oqulvalent

to 10 per cent of totnl investment in Iotin Amoricn,'nnd this proportion

has dropped signifieantly since then. ' LT e

By branches of aetivity, in the past cehtury foreign enpitnl wos invested
ir public serviccs,'finnnce, trade nnd cther essentially troditionnl in-
dustries. TrendQWise, invegtrents in public services dropped ond the

presence of foreign compenics boeame stronger in industry, which in 1967.

absorbed twoﬂthirds'oflﬁotal foreign‘investmonts in tho céuntrﬁ.'

In the industrisl scctor, thoir prosence is sssocinted with more eapital
- and tochnoloé;y - intensive aetivitiecs, in an industrinsl spectrum in whieh
the industries with the hlghost growth src the most conecentrated, and it is

in these thot trﬂnsnﬂtlonﬂl companics hﬂVu the lorgest perticipes tlon.a/

The changea. in.the Iist of onc hundfod leﬂding'eoqunfcs show that over
30 foreign companles toox tho Ulqcc of nntion~l éorponics, predominnntly
in dynomic. actlvztlos of hlgh market concuntrmtlon.

@_

1/ Ttaly {ll, Uhlted Klngdom.(Q%) France (6%), %bstcrp Gerrnny (5%) nnd
the Netherlonds (3%) werc other s1?r1flcant participating countries.
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Irn 1972, the porticipation of fercirn compnnics ooccunt

30 ner comt of industrierl production ond approximately 11 per cont of em-

ployment in indﬁstry.i/ In 1955f7é§/,”the brodﬁct of.foféign industriai
compnniés-grew at o ycﬁfly rate of 8,7per cent, noTe thaﬁ double thét éf
natioﬁaiifirms (4£.28 per éont) and of thce total GIP of Argontinn, Daring

the saﬁeipéfiéd“indusﬁfinl production pér wofkor'incrcnsod-V.? pef cent.in
foreignWCGmpohies and 3.0 por cont in ﬁntion&l éompanies. In the esrly
scventies, almost Twe thirds of the industrial GDP of foreign conpanics céme
from nqﬁiyiﬁieg‘in,which they control over three fourths of the prpduction.g/
The g?tg_éf_gppwtﬁ_in those cetivitics was déublc the rate of thoe industrial
scetor as o wgo;p.; Their moin morket 18 domestic, and their oxports (in
1972) dia,nOt reprosent more thon 5 per cent of their sales, although they

mst hove incressed subsoquently,

The oSSéntial contribution of forcign eompanies has becn technology. TFrom
the standpoifit of sdvings cohtributed, in the peak poriod (1959/63) forcign
investhonts did not cxcced 4 per eent of the gross capital formatioﬁ,-but -

their access to ddﬁﬁé%%é“éa%iﬁéS‘ﬁas fluontfé/ o

1]’ Although since 1855 the participation of forcign companies grew from 18

per~gent to 31 per cent 6f industrisl production, thoir participation in
empleyrnent remained steady nround Ll per cent during the period.

g/ Scc TdU.Sourrouille {op.cit.)nnd Oscar Altimir in Ia participacién reciente

do 12 inversién extranjern direeta .cn el erceimicnto de la cconomia argon- .

fina (mirco, INTAL, page 21) cstimote that in 1959/1968 over 40 per conb
of the increase in the GDP wos in the foreign seetor, and aincc this
scctor contributes 45 per cent to the total GDP, almest 20 ner cent of
that GDE would be a foreign contribution. But foreign investments in
1959/63 -a boom poriod~ only accounted for 3,6 ver cent-of the gross
capitol formation, ' '

3/ Ut is ostimpted that st leost half of the industriol sroduction atbributed

to forcign companies 1s from compsnies in which nstionnl onterprises did
not participatey and thnt thoss with » minority shore of nstional capital
gencrate less thon 10 per cont of industrisl production., The system for
gunlifying forcign. companics in Argentine chonged over a period of time,

é/ Although for scveral ideas their access to bank credit wons restricted,
tronsnotional eomponics have becen able to nlsce their obligetions in the
morkot smoothly, in severnl cascs they estoblished =d hoc fincneinl come-
panies (particularly motor vehicle manufacturers) and obtained financing
through cercdits from thoir suppliersa. Under difficultics in the balsmee
of psyments the Gevernment cven encouraged the reeciph of swops =and in
c¢xchange granted improveorwents in the access to domestic ercdit.



Wigtol oy ot oo vty wxyﬁﬂﬁblﬁ gJ&/ of tcchnqlogy iroorts
froﬁ direqt_investnept and, conseqqgnt}y,_one of the main reasons of the
relative.qxpaqsion of foreign compaﬂiosrin-the country is thsat the policics
gov@rggng foreign investments, tochnology,_andlthe structurc of decisicn
ownership were not.intpgrntcd in a ginglo cgntox£ with wgll—dcfinod ob~

_joctiyes.

Naﬁfbnﬁlxébmphnieé during the poast few docades hove worked, as munfionéd;'

in extromely vorinoble conditicns as regards cconomic policics, high infla-’
tion, high protection ngainst forcign compobition, credit restrictions,
compétiﬁioﬁ froﬁ foreign coﬁpanias ~OT BTSN disPlécemont through purchasc *°
of cxisting nsscts- recurring restrictions to the supply of inputs; labour =
confliqts, gnd technological dependence causcd by the fact that the country
did not formglate a natippal tochnologica;‘pglicy that would be eﬁficient_
in practice. They lost ground to tromnsnetional compenies,as we have just
explained;. they woxre integrated intq_nqw'industrial structurcs and they
also tended to acquire, as far as possible, "turn-key" technclogy. Upon
Argqi%ina?s occessién to tho Paris Agreeméntidn.patents and trédé marksg/
tho protoctlon accorded by thn agroonont's nochanlums to thu courtrles

thPt have something to pﬂtcnt contrlbutud to the-- )rocoss, a8 the proportlon

of patents by transmationsl fims 1ncroasod.

1/ Sec "El capitol extranjero y la transforpn01ﬂ do tocnologia" - Revista
«de la Universidad dc In Plota, No. 35 (1973}). :

g/ The Paris Agreemont, to which Argentina accodéd, estagiishe&'ajpericd
during whieh tho rights of the owner of a patent or trade mark in a
country a2rc rescrved in the other countries pnarties to the Agrecment.
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and the nationql companies, although on cccasion scme dif;grg;ﬁ%gl stimul%E_
wore “introducod for purchasos in mational componics end, as montioned, .
restrictions in tho access of forcign firms to crodit.,  This wdsﬁthgixcsult.
of not having a selective cccnemic policy by branches of activiﬁ&'énd also 

of the fact thot stete-owned componies only prrtially used the power of

their demnnd to strengthen notional componiecs.

It is therefore not surprising that the position of natiomnl companics was

weakeped although thoir volume incressed.

ii. . The econscquences of this proccss are clesr. The country hes not s

far been oblé o GXport what it wonted to, but whot was availsblc for sale
abroad., Thoir lhrger size, their forcign commoreinl networké;:their original
benofits for industrial production and their relativoly higher tcchnological
level placsd tronsnational companios in a botter pdsition to éprrf'noh-
traditional products.: Ornly receontly heve a fow public'enterpriseé sought
fo?eign markets. And without a deliborate government policy to graduste
tﬁé.étructure of the enpaeity of decision sand cncourage notionnl éompanios
by entnlysing their stable prgsonco‘in exports, the conditions imposedfby
those overnll pﬂramoteré géverncd the strupturo by aecteors of cxports of

mynufoctures. T

k., Intermediate institutions

+

i, In fhis:péper, intermedinte institutions ‘ore meant to mesn the political
partics nnd'institutionalized soelal groups. Tn the pnst dcendes no systen
of pnrticipation wos crentcd to Sgit.the mixed ccononyy of the country, in
which freqﬁéﬁt interrupﬁi?ns in institgpionnl normality occurrcd. Save in

P L !
n few casces where there was conscnsus leading to the formulation of overall



progrorme stondords or restricted egroements onbrice ona incoro pelicios
dcsigngd to ehoek ongoing inflationm convergence townrd the cstablishmont
of a higher consensus wos only cccasicnnl and, of course, conncected with
the political philesophy of the government in pocwer. It is feclt that

this should be secn as an importont non-ceonomic explenation of cconomie

events in Argontina,

Some opinions suggest that, in » conflictive socicty such as‘fhnt of Ar-
gentina, thosce who hold econcmic nower de not wont chengesy: nnd those who
wont chonges and can obtain nccess to .politicel power, when ‘they do obtain
it do not introduce such changes or do not do sc¢ corrcetly. Inrany evcnt,
it is believed that.fhe shifts in pélicy occurring between the normel
operationréf institutions ~md the intcrruptions of normnl institutional
life, léfgel} éipla££ £he economié variobility, infiation, tho "leokngest
in ﬁtiiizationcﬁ'the capacity to génerate incone, a2nd the_ghqnges‘thnt have

taken place in the structure of the capacity of deeision.

ii. The immediate conseéquence hos been to Slow doﬁn cxports of monufactures,
As political chonges led to frequent cecononic chenges, the risk of failurd
-~ particulorly in longer~term operations -:-was high. And sinco inAArgentiné
a number of elementary variablos -~ markets »nd rates of exchange, at lcast -
still depend on the preference for former cconomic doetrines upheld, oven
in eontradictory terms, by differont political parties, the most rogSonab;e :
way to minimize thce risk, gt timos, was to refrain ffoﬁ‘eprfting ih“fhc ”

mediun or long term.

If the gcenemy,of Argentina is conccived strictly as a systenm composed:of‘

a transformer box =nd o regulator box, the interpretetion is simple: as



Foro rds uxnhorts, tho ;otdntiil’ﬁoféthcﬁrsgﬁifﬁbr Flihythis caSO,rtho
Government ~ hos been sd'sfronéxaﬁd ifs:tfénd has_éhown.shch-érfétic Yo-
haviour - hordly thot of a "regulnbor® - theb the dscisions thot should
have been taken in the tronsformer box [pfoduceré and oxporters) wéré‘f
destabilized and, in the unceftﬂinty, lod to"little or nc trnﬁsférmatiénﬁf |
(non-investment, non export).é/ Notwithstahding this, exports of”mhhu—.”
facturcs ineromscd as a result of the offcet of other mechanisms which we

shall discuss latcer, although the inercase wns lower than it might have

boen.

Tcehnology has purposcly beon left for tho end of this brief summary, after

discussing oversll mrcrocconomic snd institutional factors. Tts annlysis

beroTits considersbly if it is conceived as a'qunsi—good.g/

i. In Argontins the process of overnll awekening to, and aocademic develop-: - .
ment of, thé secientifico-tochnologiesl Dreblen has been rapid. Tts institu-

tional version apneared to be efficicnt at the seetorel lovel (the National

1/ We o1l know that in a system, whon the regulatorf's potontial is high
with rospcet to the tromsformor, the system tonds to become destobilized -
ond that this ean be aveided or sttenusted by maximizing relisbility in
the opcrotion of the regulator. Without a plan uscd 2s a reliable ins-
trument of (government) control and in an atmosphere of extreme political
variabidity, which cvon changed ecrtain basie rules of operation of the
two boxes, thersby cousing a high degree of uncertainty, the preducor
neeessarily tended to minimize the risk; in other words, to refrsin from
quoting ¢xecpt for what was indispensable, to refrain from making arrangc-
nents binding him to successive or long-term shipments, and to devote him-
self tc the safer domostic merket. : :

2/ In various studies, Jorge Sdbato proposes thet it is a good. Howcvor, it
weuld appesr that it should bo conceived cs o quesi-geod (ef. Politica de
Tecnclogis. Qbjctivos ¢ Instrumentos. O0AS, 1971}, because it is physieal-
ly capitalizable, being immaterinl, and becﬂuso 4t is not destroyed cr
deprecinted, but, rather, cnhanecd WLth USGCe Th;s has many advantages
beeause, whether or not technology is incorporated, in practice the
criteria relating to imports, substitution, solcs, capitalizntion, ob-
solesccr 32 =nd others usually applicd to goods sre applieable to it.




Toaduassrisi TuclﬁJuc sy Lnstituto ~ INTI, snd the Nstiornl Agriculturol
Tcehnology Tnstitute - INTA), but defiecient at the overall level (in the .
form of councils of 8 seientific rother than technological naturo),i/

The overall conduct of the policy on technology wes weak.: It was obsoroed.~
by ssectoral .policies (agricultural,'industrial,yotc.) and the foreign ca-
pital and fiscal ﬁOliCiOS (in whiech the oxpendi%oro on seicrnec and technos-
logy has becen relaotively smell, thinly spread and net alweys uscd to best
advantoge). In the spherc of cconomice decisions, technology wns not taken
into =ceount 28 a tronsversal factor in respeet of sectors - independent,.

with its own supporters 2nd with objectives of its own to be attained.

The accumulation of technology was progresasing epoce in Argentinag in the
past two deeadoa 2 peliey wos adopbted for incorporating foreign teehnology
intreduced by foro1gn investments. Such tochnology wes received without
crltlcal ovaluotlon and practlcﬂlly with no control. In tho SGcond holf

of tho fifties, Argeﬂtlnn aceccdod to the Parls Agrocmont on Patonts ond
Trade Morks. Then come tho 1nooroorotion ¢f technology as dOSCleOd with-
ouy eritieal evoluastion as to the type. of technology incorporated, by whom
it.woo incorporoted tho conditions under whioh it was 1ncorooratod tho
cost-lnvolvod, or tho restrictions it would inply in . the future,- It was
not until the sovogtios that the procoés began $0 be conduoﬁed Withlgroatof

carc, - C . : _ ko

What hoppened might be oummoq up o8 follows* the incorpofotion of foreign

g/ A Secrotariat'of Stote for Scionco and Tﬁchnology was ostablished in
recent yeors within the Ministry of Education, where ‘the tcchnologlcal
bOdlCS remained in thc Mlnlstry ol Economy. - . .
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tochuology_involvcd a complementary cffort of adaptation; it was §isgeminqted,
or ropl;cated, to some cxtent, tqﬁpth@r activitics difforent from those for
which it was intended; it goqtributod to the genoral process of ;onrping;

it contributcd significantly to incrcasing productivity , ond ;t?éontributod
to the count:y!g'eqrrcnt technical capacity to oxport, ovon‘whole{plants |
"key in hand", and disembodicd toghnology. Obviocusly the vory‘high'qua%it& |
of Argentine professionals snd tcchnicians was a nceessary prio?_qogéitié@k

R K

for this.

It is generally sgrecd that the country possesses » critical mnss of know-
how to export technologieal goods, including others than those it now sQlls

abrond,

Moreover, to the extent that the frontier of world technological knowledge
cxp~nds not o lower relativo speed than thot ot which technclogy is accumui-
lated ig the country - as appesrs to bo the easc in more than one . seetor,
aocecording to some suthors - tho countryt's capacity of competition has in-

ereascd as » rosult of technology-cffcet in such activitics.

But costs were ineurred on account of the tochnologienl policy it developed.

For instoncci +the now incorporaticn of tochneolegy wos portly conditioned

1/ Productivity expresscd in terms of labour can be a funetion of the seanle
of production and tochnologicrl progress, Measurcd in terms of cxpenses
on R&D per worker, this 18 » good oxplanation of Argentine industry
(See Jorge Katz: Crencidn de Teenologia cn cl Scebor Manufaeturero -

gentino. ILCLA, Bucnos Aires O0ffice, 1976; oand the same author and
Tdunrdo Ablin, op.cit.). In this second study for o sample of 20 in-
dustrisl firms representing n third of irndustrial cxports in 1969/74,
16 of which are foreign, » close association botween the level of ex-
ports nnd the rate of technologicsl change is identificd. This change
is cxpressed partly by veolume of producticn - as an index of "lesrning .
by doing® - and-partly by the cxpenditure on R&D, although other varisbles -
plny ~n importnnt rolc, such »s the fret that » laree part of exports
arc intrr-company.
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by the former onc, alsc the seant resources alloccted to R&D hod to bo
applied‘prcdominantly to the adaptation effort; ‘transnatiqnal corpcerations

dominate the tochnology mprggt in the dynamic industries, thoy use "bottle-

ncék;péﬁents" extens;voly and arc owncrs of world-renownod tradg mnrks,

which,hin turn, dominntetthe.access of goods to tho morkets - and licqﬁsg
confracts have intrq@pced restrietions of vq?ious kinds wﬁich affect the
approprinbility by nnfioﬁal firms of lcenl bechnological progress and thé

export of monufrctures producced under liceonsc.

Thesc costs 2re not trivial. Transnational corporations cover 60 lcr ccnt
of snlos of goods produced undcr license, ond *80 _cr cont of cxports of

liconsed products.l/

In inq;eﬁsing the speeificity of liccnsed goods - their sopﬁistication,
from the technolcgicenml standpoint - that of théir components and sSparcs
and of the capitel goods roqﬁircd to ﬁroducé thbm_also inercescd. Thus,
nationai ﬁroduction of such goods losoé rélative pobacity to compete ox-
anto, osDecialiy aé tho systenm of industrial‘promotion exompﬁs tﬁcir

imports from duties.

Purchascs sﬂorad of imnorted inpﬁts, éxcluding fucla, represont practidaiiy
three fourths of imperts of goods, on avernge; and, in margih51 %cﬁms5;

acc&fding to sone autﬁors,'nino tanths of thc increase in the iﬁpbrt demnﬁd
ig = funptibﬁ Df tho Vﬁfinﬁibﬁs.in'ﬁhe productibn of the SO—CHI;Gd "dynamicH

industries.

1/ See INTI (Notionsl Industrial Technology Institute)y Aspectos econé-
mices de la importacidén de tecnoclogia en lo Argentine en 1972,
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Thus, thc coneept of "transfer” of technology becomes clear: there is a

tronsmittor outside and a recciver inside, which rcecives the tochnology

without properly cveluating itai It thqs ties a set of decisions and
actions of tomorrow to a technology roceived yesterday. Among other things,
it under-dimengions imports of inputs-And "¢éapital goods ~nd cver-dimensions

exports of mAnufacturcs.

In faet, the bnlénec of foroigﬁ cﬁfrgﬁcylfar exporté‘bylinaustfial activi-
tics, snalysed using input-output matrices for 1953, 1983 ond 1970, ahows
that the import content has incrcaséddg/ that this tendeney is higher in
industrial activities than in the total economy, ~nd that it is 2180 higher
in dynomic thon in vegetetive activities. Consequently, until thot time

substitution wos ncgrtive.

Furthermore, the import content is inrgenoral higher in domestic demdnd
thon in forcign demnnd, snd the indircct imnért content increnses nore
than the direct. The final demand of the dynpmlc scetors has the hlghost
import content, and as the level of cexpansion recordad in thls soctor is
highest, this helps to explain the overall result =s rogards negatlve

substitution.

I7 This colls ot only for the troditional ccoromic ovaluation of tochno--. -
logienl alternstives »nd sn cvolustion from the stsndpoint of the structurc
of the capacity for decision, among others, but nlso for a tochnclegieal
evaluaticn of the technology. This is nocessary beeausc thctcechnological
field, with substencc of its own and conccptunl autonomy, distinet from
the ceconomic ficld, posscsses its own optimm and restriction which aet in
dynamic torms nnd mre oxpressed in torms of wvariebles that must be in-
cluded in the evaluntion. (Scey Politica do Tbcnologia; objotives.g -
1nstrumcntos (mimco, 0AS, 1971), L S

2/ Except in oil refining, in the industrisl secter.. See background
document on Utilization of input-output ~nolysis in the eldetdon of
export priorities. The meaning of these results does not change whqtevcr
meaning is given. to final .demand. . We sholl. rcvert to . thCSO later.




In other words, if tho tcchnelogy imstelled dm 1670 in indusiry 28 a wielie
had becn the semc as in 1953, 35 por eont loss imports would hove been'roe-

quired to mecet the final demend of 1970. So much for cexports.

ii. Although on tho onc hend, the ?attérn of sccumulation of tochnoiogy
made it possible to oxport, on the othar it mlsc limited the degroc of
frocdem to expord manufactures.&f We shall now analyse its influence on

the basic. conditions of such exports.

In facé;-it:ié conceivable that suéh‘eipofts have to pass thfough sovoral
Vnriab:ifli'ty‘ filters, the first of which.i's the éoﬁdit-ion of the product'anéi
tho;fékﬁnblOﬂy iﬁcornoréted to it. If the process of leprnlng is frastor in
the loenl brqnchos of trwnsnatlonql corporntlons, it 1s not surprising thwt
thcy have the lnrgest prrticipation in the expo:ts of dynamic mnnufecturos,
particularly if such so0les mro froquently intra~compony transsctions. In
Argentina, oxports of msnufactures arc corrolated with tochnological perform—
anceance {rate of growth, increased productivity, expenditurc cn technelogical
develeopment - perticularly in research and adaptive dovelopment, improvements
in preduets. nnd proessses, ond effo:ts at "troubleeshooting").g/ Apparently,
not until the firm reaches =dmissible tochnological lag in comparison with

intemational levels do costs, merketing, finencing »nd like factors begin

1/ This point is ﬁnalysed in 3cvorq1 studies. The Notionnl Register of
Licenses-and Techrnology Transfer Contracts incorporated informnticn on
~the limitetions to exports srising frcem such contracts, 4spectos Feo-
némicos ds lo-importacidn do tecmologin en 1a Arpentinn en 1972, op.cit.
Concerning the autemotive industry, see Anslisis de 1o transforoncia de
lo tecnologia exbterns o la industrin orgentinn, Ministrv of Industry
and Mining, July 1972,

_/ Jorge Entz, Tbchnolggy, dygjmic comp“rutlvo quﬁntq s and-bargnining
power.. {Instltutc Di Telln, mimeo} .
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to bo important.~ And, os internationsl technological levels continue

to rise - slbhough thc world immovation rote has lately deelined in cortain
activities - the domestic technologienrl development effort is nlways below

those levels,

Foiling tqghnologicﬂl policy, it is obriocus that tronsnaotionnl corperations.
havemq}wayg been in a better positianth111nationalﬁcompanios to .corry oub
this Process of sceumulation in the country, sinec in any case it weuld have
been in o bhetter positicn to do so. Consequently, the transantionnl corpora-
tion that_was,in the best positicn obvicusly went through the Tilter of

mwho exports®, MNotionnl compnnies cxportoed prefernbly gocds preducced by
traditionnl industries, as we shall scee later,nnd cexports of goods produced
by dynomic industries hove basicrlly bocn in the hands of transnctiocnal

. 2
corporations, porticulorly »8 regords eepital goods.—/

A second Tilter is the restrictions introduced in liccnse contracts.
Thc OXﬂct jidentificotion of the. rostrlctlons that ownorshlp of tho tochnow
logy nnd the trade marks ploces on exports of manufaetures‘ls weakenod by

sevornl'chtors.§/

_/ The opiniocn of expcrts in forcign tradc confirms these priorities among
teehniesl attributes of the product, opportuncness of delivery, price
and finnneing.

2/ Andlisis de 1o oferta nacionnl de tecnolog1” conerclrllzable (mimoo 1975).
H, Paulecro, R. Carciofi ~nd J. Fidel stnte that cut of 108 componies which
exported copitnl geods worth over US$ 50,000 in 1973 ond rcceiwved fiseal
inducemcnts thereby, 26 foreign componiés rsccived 70 per cent of the in-
ducencnts gronted. The concentration of export products is higher 1n fo-
reign then in notionsl corprniss,

3/ Among othors: broneh/parent cenpany relrtions and the oxisténee of un-
wrltteq gﬂptloan's ngreemonts which separote fhr formil ngrecrient from
actuol behrv1our, in one way or another: the resirictive effect intro-
duced by tradec mrrkss the use of tr“nsfer prices which remove exports
fron cost-effcct compptltlon- rogulntion of snles volumes of spceific
raw moterisls in terms of the production intended for the domcstlc morket;
the purchase of technology mturn-key" or in @& "package™, which® dlscourqges
nationnl production of copitol goods ond introduccs cthor ndwverse cffocts,
cte., (Sce: B. carcia, C. Gargiule and A. ¥akuc. Critorios psro le dos-
agregncidn de 1a tecnologin: ¢l casc de las industrias do procescS.
(INTI, 1974). -




evorbaceloss, of 1095? tha following rogtrictions noy be obsgrvcd;}/

- Gemerol restrictions: .contracts granting prtent licenscs restrict ox-
ports in abcout 50 per cent of the eases., Furthermore, exports 2rs noi .
permitted in cver 70 per cent of contracts hoving legnl protcetion, over
50 per cent of the controets for confidentisl technology, nlmost 80 per
cont of”thé controets for trnde morks and somé confidentiol know-how and
85 5ér.5ént of tholcontracts for tredc marks alonc., Thus, contracts 1li-
conéing trode marksrﬁro'ﬁhoso thit restrict liconsed oxpofts the most,
although they all imposc hcavy rostrictions.

- Specifienlly territorial restriéﬁioﬁs: over 60 ner cent of license
contracts between bronches and paront-com@anios only menﬁion.ﬁrgontinaras
tho-territory granted, ond under 15 por cemt, in genornl,'nre contracﬂs in
which the turrltory covered is tho whole world. Furthormcré; almost 80
pexr ccnt of cxports s ociflCﬂlly pcrmltted te neighbouring countrlcs arc

exclusive of the licensce.

1/ Sce INTI, Aspectos ceonémicos...op.cit,, which contnins the results of
an extremely enlightening sample. Companics having 80 per cent and over
of foreign enpital rre considercd foreign. Of the totol companies ano-
lysed in the somple, which hnd opplied for registration of technology
contrnets in the poertinent Register, SC per cont of thoir oxports were
liecnscd; the nroportion of thesce was 95 ner cent for foreign companics
.and 34 per ecnt for nntionnl firms. ¥Foreign companics ¢over almest 80
por cent of exnorts under license, In 1972, total Solos of liconsed
products resresented 16 ner cent of the value of cxports cf manufoctures.
Exports of licenscd preducts represcnted 4 per cent of their total sales,
36 pér cend of cxports of new industri~l preducts, gnd 6 "3or cent of the
- epuntry!s total expoerts. By regions, nlmost 80 per cent- of licenscd ox-

. ports gocs to IAFTA countries, mninly Brazil. From 45 to 50 per ccnt of
~total snles of licensed products reproescnt goods produecd under liecnsc
controcts conteining foreign potent or trode mork tronsfers. In drugs,

- elothing, cosmetics, roilwey cquipment, radio equisment, teleovision,
communlcntlon s mﬂchlnory and, surprisingly, food, the figures arc: hlghor

. than this overage. This suggests that the frequunt assceioticon of ideas
concecrning the food industry and the nntionsl decision-making eapacity
should be revicwed. Finelly, amcng the basie characteristies, the in-

- duatrics working with technology licenses have a predominantly foreign
porticipation and the highest degree of concentration.




Bfiefly, when foreign toechnology is used, ite mein object”is the naticnal
market, and the liccnscs for both patents and trade marks, although more’ for
the latter, signifieantly rcstrict cxperts of menufzcturcs. ConsaQucntly,:
the noticnal leogal power to invelidsote or onnul controcts contoining such
rostrictions_on_iﬁports is weakoencd to the extent that trnﬁsnational opcra-
tors in pargnt;g;mpgny/branch relationsngan toke indencndcent docisionsand
that, in thcir.réiations with other companies, they c¢an make gentlemen's

agreements.,

However, thorc 18 an indieation of important progress in cxports of complete
or "turn-key" plants, which have recontly beer given favourable treatment
as regards reimbursenont and financing, rescrved for nmationrnl compenics ond

nationnl tOChﬁOlOng}/

It is therefore evident that technolcgicol policy is o dotermining factor
of_the_first order for exports of monufactures. The instrumants‘thnt can -
be used in tochnological poliqy, as well o8 those thnt can be used for tho -
ownership of know-how nnd trndc morks and for industrial policies are at the

anme time decisive instruments of exports of msnufacturcs.

In Argentina's experience, industrisl policy has long had substonce and
concbptﬁal autconomy, and has beon institutionalized in the form of a
Seerctarint of Stete within the Ministry of Economy. Bubt technological

policy -~ and, within it, the poliey governing the ownership of trode marks

_/ It is intcrcsting to note thot this means an entirely OppOSltO instrumenta-
tion te that used =t the ‘end of the fiftics, when imports of completc lincs
were authorized frec of exchonge surchargos__for purpeoses of ro-cquipment.
Scey Enrique Mertinez,"Elomentos para ol ahﬁlisis de la exportacidn do
plantes industrisles completas cn 1ls Argentina®. (Blements for the
analysis of cxports of complete industrial pleants in Argentina). Back-
ground documcnt for this study (Sponish version only)}.




and patents - is-in the-preeccss of definition snd, although it insrvinsically
has substsnee and conceptusl autconomy, it does not possess on cofficicnt

cinstitution: to. support it, ond unity of central control 1s required.

In the past the tOChnOlOglCﬂl deve lopment ach1cvcd mﬂdo 1t p0351ole to
oxport in tho mnnncr ?na¢ysod iater, but it also brought with 1t b bnslc
oondltlon whlch considornbly-hlndereﬂ tho full use of.ﬁrgentlna's capoeity

to placo its nnnufﬂcturcs ﬂbrond

iii, The coptim uf technologicnl “ccunulvtlon 1n the lonb tcrm arc selecet-
ive ﬂnd do not necessurlly coincide with the ontlmﬁ of oconomlc “nd 5001al
dovolopmont n01ther mst tochnologicfl dovoloomont strﬁtegy necussarlly
follow identical roads with econcmic dovclopmont stratogy{ although therc

is o lorge inbtorsccting spacee botween both ficlds.

Argertila d1d not soloct within the tcchnologicsl frontior thosc tochnolo;
glos 1n.whlch sho wished to SﬂOClﬂllZO fully, and the protectcd substitute
1ndustry has mndo it ~dvauce on many fronts without due concern for tho
tochnoloéical‘lag ﬁifhﬁrospéct to the world frontier,:ofutaking into account
its limited resoﬁrceé. Perhaps the great copacity of the country's humen
rosources has beon the koystone in this procoss, which has substituted much
more forecign currencey and genersted more oxpeort opportunitics then might be

sunncacd.

3., Joint effcct of tho faeteors econsidercd on the basice conditions for

oxnorts of manufnceturss

a.-rThc cconomy has o high combinatorinl capacity, but pelitical instability
: ,1mpllos instﬁblllty in tho DTCVrlllng cecnomic policios ‘ndu‘unreliability

a8 pebards51ta permonence; inflnation and the chqnglng pattern Lf dlstrlbutlon.



asseciatoe with suck instability,; gencrate joing internal instobility: of

priccs, costs, rates of cxehange. This affocts tho reliability of the

cstimoted yields from cxports, increnscs risks, conscquently affeets the

actunl vnluc of the mathematienl expecetaticn of prospective profits from

oxperts, and operatcs as a brako and as a factor of dcstabilizaticn of

the oxport function.

b.

Protection end the rolative degrec of deomestice oligopoly strengthen the.

preforence of the neticnal entropencur for net cxporting unless the varia-

bility of distribution gencrates a domestic recession which forces him to

do

S0.

Furthernore , persistent monctary restreint hos on adverse offeet on tho

financing of investments and on the turnover of the nncional company.  Ecor. ...

the berker, o transmotionsl corporation is a bedter risk thon the mediume-

sizcd or small national company in financing production, and still more,

cxports, Since lending i8 based on solvency, national componies have less

rclative access to cxports in consequence.

In

addition, the persistent policy of restrieting public oxpenditurc to

check the growth of the fiseal defieit prevents the Governrment frem spending

as

in

of

c.

an

much as would bc required to sct up experts strictly as a system; this,
turn, obstructs the work of catalysing the cxpansion of the cxport activity

the national company.,

From the standpeint of systems, instituticnsl melfunctioning produces -

interesting rcsult in the rocgulator box: both the ploan ond the actor

who rcgulates chnngo more frequently thon requlred by cxports, and thoso

‘who hn ndle the transformer system - the preduction nct1v1t1us - have to



awxly atbitudes ov - docisicie Toon Bho rogulotors, gonoralily with o hign
degree of unccertainty, becsuse the rules of the game are nct stable,

This affcets the national compnny - the domestic optimizer - more than
the transnational corporation, which optimizes =t the world level and for
which it is an esscntisl condition that o lerge proportion of pxportslis

intra-company.

d. As » result of the above ~nd of the joint cffcets of the teehnological,
industrinl ~nd foreign investment policies followed by tho country, it was. .
to a large cxtent predetermined that foroign eompanics would bc tho ma jor

cxportors in dynamic industries.

¢+ Collocting the macrocconomic -~ inecluding tho macrcpolitical and
institutional effects, it will bo obsorved that tho basic conditicns for
cxports of monufectures are sudjoet to the optima sought by such oporators™ . -

and to the restrictions they acccpt.

Argentinc componics arc still optimizers at the naticnal level, Some
companices are boginning to optinmize at the supfﬂnntional level, noking invest-

ments abroad, and this is geood for:tho country.

Obviously,.transﬁﬂtionnl corporaﬁions optimizé 0% thé world levol snd
only accept naticnal roétrictions to o ecrtain cxten£;: Ié is net by
éhénéé-that investments in Argentina -as wili be scon lnto;—xﬂéﬁé dropped
significontly in tho psst fivo-year pericds. At that cpbimum level,
intra-compony exports, of.fnctor prices nnd the like, constitutoe cobvious

instrumcnts.

| These different optimui levels, the different powor potentials of both

operators, snd their different cnpacity to Temeove restrictions or make thom
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more flexible - and even to create restrictions l/are data in the probléﬁ;"

To improve the basic conditions for Argentina's expoits.ofmmaﬁuiacturesgin
general, differential action, éécording to the ‘operators, ig required. Such
action includes strengthening of national companles as 1ndustr1al and commerc1al
exporters. The speed with which the country is, carrying out thlS process

appears to be low; if such is the case, a strong catalyzer effort is required.

1/ A complementarity agreement in LAFTA originated by a transpational corporatiom,
which’ thus-reformulates the scales and Specialization-for its world opt1mum,
certainly benefits all countrles -but it also contalns the effect of

creating restrlctione at: natlonalﬂlevels. :




The role of cxports of mepufacturcd goods and their. bohaviour

1. Purposec of this chapter

Pogother with an anslysis of the behaviour of Argeﬁtine'eﬁbof¥§'ofwfhﬁﬁ- “
factured goods, this chapter ineiudes some. concoptual and thqotgp;@gl'

questions of o more genorol nature

2. The bolance of payments

a. In the past 85 yocars, the balance of payments hos shown & debit balsnce
in curront account; howover, for the period 1970/74 it showed a credit
balance., If the under-inveicing of exporis, over-invoicing cf imports and
smiggling of exports that actually took placc - according to ocstimates of
officials thesc were extrcmely'high - had becen entered as copital cxpenses,
the balanec for 1975 would not have been a defieit. This and other factors
suggest that Argentins gonerates ex-ante sufficicnt national savings to
finsnce its invostments., Exports of manufactured goods have been o m jor

factor in this achievement.

Furthermorc,., toking into sccount the problems confronting world markets
f5r the commodities produced by Argentina, snd the fact that there is an
upper bound for the effeet of the substitution of imports ond for the di-

mensibn of the country's oxtoernnl savings, oxports of monufactures are the

;/ For detailed discussion of tho bchaviour of cexports of mmufacturcd geods,
- 8sce. Appendix II:  "Ex orts of Monufactures™, Thosc arc dofined according
- %0 . UNCTAD, as scmi-manufactured as well as manufacturcd products. The
under-valuation Of exports for the reasons indicated in the text docs
not appear to be unusual, according to the cpinion of exports,but the
figures for 1975 apparently have been unusuals This suggests that
certnin metheds of anolysis, such as ceonometric omalysis, sheyld be
used with esution.



moat flexible vwariable thot con be used to adjust the balance of poyments.

b. In foet, let us assumc a simple model including product, oxternal
savings, substitution—cffect}/, bagi, exports and cxports of mﬂnufacturos,

Conceptunlly, and in ecconomic pclicy »ractiec, the variables arce bounded,

i, The GIP has 2 lower bound, since a certain cxpansion of the product

is requested by factors such ss the genmeration of a given lovel of cmploy-
mont, tho satisfaction of expeetations end sceizl necds, the formation of

a eriticol mass of technology, the aechicvement of o given distribution,

the maihtonance of a given political pattern, the prescrvation of a certain
pogition of power n~nd prostigc of the country in the internationanl system,
and other sources of requests. There will bo a "sufficient® lovel cf

growth~-to mect all thesc rcquests that mnke up the lower bound.

ii. The usc of short-tern cxternnl savings hes a maximam level, which is
evident if a dynamic programme s formilated for o sufficicntly long

period.

iii. Substitution-effecet has o mﬂximum.levol. In fact, substitution is

not exhausted dbub. hns become more complex ond, in the absence of a tochn-
logienl pruse between the ceonomics it is nocessary to continue substituting.
But the pessibility of deing so ig subjeet to wvarious factors, such as avoil-

ability of savings ond of idlc copacity;  indivisibilities; poriods before

1/ Substitution-effoet is defined hore as the ratio between the offoet of
substitution itsclf and the inereasc in the import domend before subs-
titution. The former ig messurcd by the product. of the differcnce
between the import coefficiernts for the poriod studied and a base
period, and the refcronee variable (GDP, GNP, or other)., The latter
is measurced by applying the import ccofficient of the base period +to
the period analysed.
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putting into operation; technological, capital and labour restrictions;
restrictions of organization and of the desired balance of the power to
decide, and others., These limit the possibilities of increasing the
substitution-effect, so that only a certain proportion of the expansion
in the import demand substitution can be absorbed by substitution

itself.

iv. Traditional exports are upper bound, at least in the case of Argentina,

due to the availability of exportable balances.

Substitution-
effact
R
el Txternal savings reguired
for a given rate of ex-
A4 pansion of the GDP
L e
2 Rate of expansion of exports
al " of manufactures for a given
—e expansion of traditional
\exports . o
! AN ! ?‘"'; t
v. Given the -levels of product and of traditicnal sxports and the maximum

levels of external savings and substitution-effect, point (A) where these
levels intersect, defines the minimum limit to the necessary expansion of
exports, And, in turn, point (B), in which the maximum export of manufact-
. ures posgible cuté the maximum level of utilizable eXternal savings,

defines the minimum substitution required. }-/

1/ In "Short-term financial planning' Economic Bulletin for lLatin America-
1965) a similar diagram is shown for programming purposes. It can, of
course, be used with the real gross national income, with the expansion
of the purchasing power of exports, or with other similar variables
suited to the particular case. ~
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¢c. Applying this abbfevisted model in eftimating the anmunl rote of growbh
of exports that would be nccessary until 1980, an interesting gpace cof so-
Iutions is idontified. The effect of trade equal to zero, aﬁd a snallr
negative value for minoy trsnsactions in current account are token as
constants. TFour exogenous varisbles are considercd: the rote of growth

of the GIP (minimum 3 per cent and maximum 6 per coent); the bolrnce in
current nccount in the balance of payments (minimmm zero}, maximum positive
US$ 900 required to poy the total oxternal debt in ten years; oxports of
basic commodities (minimum cqual to 1974 lewvel and twe growth altoernatives:
at 3 por cent and 6 per cont per snnum), and one level cach of suﬁstitution—
effoet (zero, 20 per cent and 40 per cent of the increase in thé import
demnd beforc substitution). The depondént voriable is the-ﬁnnual rate of

growth'of cxports of mnnufacturesgi/

The most exncting.hypothesis in all exogencus varisbles (6 per cent growth

of the GDP, zero expension cf cxport of basic commoditics, zero substitution-
effect, ~nd surplus of USH 900 million in current sccount) would require a
level of ezpdrts of manufactures of spproximotely US$ 3700 in 1980, ond this
would mean a cumulative annual rote of growth of opproximrtely 19 per cent

from 1874 onward,

In 1970/74 the physical volune of exports of Argentine menufactured geoods
grew nlmogt 16 per cent per year, ~nd thot of Lotin Amerien 18 per cent.

A similar terget, but applied on un cxpansive base, would not be unusual,

i/ A modei of this type is, of course, o linenr simplification of an
irtrinsically non-linesr problem. The abowve should be taken mercly
ng exercise, intended tc serve as a guide.
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TABLE III-1

ORDERS OF MAGNITUDE OF CUMULATIVE ANNUAL RATES OF GROWTH OF EXPORTS QF MANU-
FACTURES 1974~1980 WHICH WOULD BLE REQUIRED IN ALTERNATIVE HYPOTHESES

(%)
Rate of
growth of 3
GDP (%)
F:; Balance in
, ) current a/c _ :
\\\\\ bal. of payments 0 900 0 900
A ™~ illions US$ =
Rate of growth { Substi- QK\\\
~of basic tution- : ua
exports (%) effect
4 RORS i
0 13 19 7 in
¢ 20 11 17 & 13
40 9 15 Ly 12
0 10 16 2 10
3 20 7 14 Neg. 9
30 n 12 Neg. 8
0 U 12 Neg. 5
6 20 1 10 Neg. <l
40 Neg, 7 Neg. 2

Furthermore, for a product growth of & per éent, considering that the

physical volume of exports of basic commodities increases 3 per cent per

year and that we wish to obtain a balance in current account to pay the

foreign debt in ten years, if the makimum level of substitution-effect

wepe 40 per cent, the minimum level for the ex necessary expansion of

exports would be 12 per cent per year

L

It is not unreasonable to establish this minimum level as a basic goal

provided that the substitution policy is connected with the export policy

so that full effiéiency df the éubstituion'process iz assured, as well
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as the capacity to export what is substitutOQaé/

In the sbove treatment =~ given the minimum and maximum levels of the’ Pro—
duct, external savings ond exports of basic products - exports of mafiu-
factures becomes a dependent varicble of subatitution~effect. This effeet

depends, basically,on the "style" of development,

IffArgontinn, growing at approx;matelylﬁ per cent per year, were to develop a
sophisticated style of consuwmption, with intensive renewal of capital goods
and imported technology to meet that sophisticoted consumption, by 13880 it'
would incur in ncgative substitution of a magnitude equivalent to 50 per
cont of the incresse in the import demond that would take place between

1974 and 1980.

If, on the other hand, it were not only to develop a sophisticated style
of consumption but alSO were to spend more on educatlon and culture,

utiliza canital and existing technology to the full, prov1de full minton-

ance and work with more 1abour-inton31ve technologies, improvingsignificantly

the technology of organization, it would achieve positive substitution in
an order of magnitude equivalent tol80 per cent of the incresse in the

import demand before substitution.

1/ 1t The Tabio of imports to ohe of the reference veriables (intermal
demond, tétal demend, GDP, production, ete.) remsins stable, substitu~
tion would be neutrql and depending on the exchange rate 1t would be
positive or megative. Naturally, the quoantitative results will vary
depending of the level of abstraction used. For instance, working at
a. level of 20 scctors and congidering that the incomo-clasticity ratio
of the import demsnd is different in cach, there could be o neubrsl

substitution in each, ‘but the ratio of total imports could increase aue

to chonge 1iH strueture Certain estimates for Argentina establish that
a level of 1.3 in the product elasticity of the tobtal import dempnd can
be explained by the effeet of such 2 change in its composition, conse-
quently a higher value would indicate = negative substitution. Tho
projoctions do not assume the possibility of a negative substitution for
the future, and this alsc commits the technological policy in the viaw-
bility of the attemp.
2/ These figures are still preliminary results of a numerical experiment

model on which tho Buenos Aires 0ffice of ECLA is working for the Argentine

economy. The first is for a style internally called “consumist® and the
second for a "ereative™ style.



Both these alternatives nro "pﬁfeﬁ'orpressioﬁs of Twn stvlas . MG AR
Their intercst for the present purpose lies in the fact that the solution
the effect of substitution on the increasc in the import domand before
substitution. If the Afgentine alternative 1s mixed = with effects shared
equally between the two styles -~ substitution-effecet would not reach 10 per

cent.

This suggests that the lower bound for ncccssary . cxports gf mnufacturse
strongly depends on the style of dovelopment of the country, and that the
more consumist the style the higher will tho: minimum level be. In this
casc, however, a consumist style would make it absolutely necessary to

place Argentina in the contcxt of ] systum of internatlonal relnoions

wherein alther tho country orgnizes 1ts own transnatlonﬂl corﬁorﬂulons at
great spoed, or the d00181onal vacuum left by the modcl nocossarlly would

have to be covored by transnatlonal corporatlons.

This is an importqnt conclusion aﬁd wiil contihue to be important even if

there should be 51gn1flcﬁnt errom in tho numcrlcnl results of tho overall

and the numerienl experiment modols being an 1ysad

d. An impertont conceﬁtual'éonsequénco=is:that ﬁroduction/substitution/
export are clen rly variﬂbles llnked to- the maero level Y At the mocro-
economic level, working act1v1ty by acthlty, these are also obviously llnkedq

not only beecause, given world tochnologlcal progress substitution must take

1/ See:; ™"Uno conceptualizacién del papel de ALALS en lo industrializa-
cién y ol desarrolle tecnoldgico del drea™. Revista de la Integracién,
No. 9, November 1971, . :




place in such a way that it will subscguently be possible to éxport the
goods substitutod without subsidieg; bub also 5ecause - at least in de~
veloping countries with restricted msrkets - there is no woy of minimizing
leakages in the design and implementotion of ceonomic poliey without mking
the effeet of the different instruments of economic policy converge with '
great nrecision at the level of éach activity.- This is o fundamantél con-—
clusion of this annlysis, which wﬁs stressed in Chapter IT -nd will be

gtressed again later.

Forming a single conceptunl set, production/substitution/export must have
operative unity ond therefore form o single policy sot ex-ante, nlthough
the imnlementation of the policy mey not in practice be conducted as a

unit. Thus, protéction/promotion are instruments, nlso interlinked, which

comprise the set of policy instruments governing production/substitution/ .- =

exports.

3. The real behavicur of exports of monufactures

a. In sccordance with tho UNCTAD classification, in 1974 Argentina ox-
ported US$ 1,310 million worth of mamifectures, or onc third of total ex-
ports. Of this sum, US$ 860 million were for memufectured and US$ 450 -
million for semi-mrnufactured products. The growbth was 30 ver cont per

annum at current pricecs.

;/ This is approximately the rate recorded according to different clas-
gifications (UNCTAD/SIIC, traditional or non-traditionsl, ete.). (Sce
Appendix 2).

ct



TABLE III-2

VALUE OF TOTAL EXPORTS FROM ARGENTINA ACCORDING TO UNCTAD CLASSIFICATION
(in millions of current dollars)

YEAR P§g§5§$8 5 MANUTACTIUODRES POTAL

‘ MANUFACTURES SEMI-MANUFACTURES  SUB-TOTAL 1/
1969  1.155 266 126 . 392 1.612
1970 1.341 303 126 429 1,773
1971 1.288 306 146 452 1. 740
1972  1.339 374 227 601 1.944
1973 2,286 612 338 950 3.266
1974 2.621 " 859 450 1. 309 3.931
1975  2.024% 709 227 936 2,954

Source: A. Guazzo: "Encuestas y andlisis sobre exportaciones manufacture-
.ras argentinas". (Surveys and analyses on Argentine exports of manufacturss).

(Background document for this study - Spamish version only).

b. In 1975, the values recorded for exports of manufactu:z2s dropped to
US$ 935, This reduction is due to the special situation of the Argentine
economy explained in Annex IT and to the effect of unrecorded transactions

(smuggiihg and under-invoicing of exports).

c. Changes in structure2/ in 1969/75 consisted in the systematic explansion
of the metallomechanic industry (22 <o 50 per cent) and the reduction of
traditional exports (52 to 32 per cent) and chemicals (20 to 15 per cent).

1/ Includes exports of branches of activity not clearly specifiec and
therefore not credited in the classifications indicated.

2/ Breaking down the values of the UNCTAD cl sxflcation by- SIIC Rev. 2
groups . ,



d. “Ir 1874 oxhorts amounting to USE 780 millicn, approximotoly, wocoived
fiseal inducements (60 per cent of exports of monufactures), endméxports
for a value of US$ 330 nillicn (25 per cent of such exports). received some -

form of export fin~ncing,

8., The degrec of technological scophistication of cxports of manﬁfaetureéilnk
has been gradually increasing. Toking the 25 chapters of the export
nomenelature considered most sophistieated, from the technological stand—
point, these reprcsanted 10 percent of the countryt's tobtsl exports in 1959,

and 19 por cent in 1974.

f. Exports represent a significsntly inereasing proportion of manufacturing
produetion, having grown from 3.5 per cent to 6.7 per cent of that produc-

tion during the period 1969/73 (in only four years).

g. Coneentration by exporting cémpaﬁies is high. In the total exports of
Argentinas (basic and menufactured products) in 1973, the 100 leading com-
banies (1.8 per cent of the tctal number of exporters) covered 71 per cent
of tﬁeir‘vglue. The foreign companies in that sample sccounted for 34 per
cent of the velue of manufacturqs_exported, excluding those of pscking
housesg, Fereign firms tend to predominate in the dynamic industries to
the extent that technology and cspital grows, in which case their export:
rroduection ratio is higher than that of naticnal firms, and the relative
degree of concentration in exporf‘écﬁiviiieé is highef. A goodly pQSpbf-

Y

tion of their exports are intréfcompany.

}/ "Inﬁra—company" sales sre those between compsnies .of the same economic
group, irrespective of whether they sre branches of the same company.



h. In 1974, 48 per cent of exports of manufactures recorded went to LAFTA

countrles, 18 rer cent to the Uhlted States, and 15 per cent to the EEC._“J

[}

In 1975, the participation of Cuba roses that of the United States de-
clined, and there was intensive unrecorded trade with bordering countries,

which would somewhat change the structure described above.

Tssentinlly, two thirds of mernufactures of sgricultursl origin go to
Western Furcpe, ond two thirds of industrial menufactures go to LAFTA -
countries. The latter are mostly made by foreign companies, in medium -

and highly concentrated branches of activity.

i, As » whole, the highest technclogical sophisticstion, income-elasticity -
of demand, exports of basic industrisl manufactures, export: production
ratio, presence of foreign companies, concentration by products and by

companies, and short-term expension rate, appear to be linked variables.

_j. There appears to have been a trend towerd wider diffusion at the soc-
torial level, and within sectors, towsrd 2 certain amount of specializatioﬁ
by productS. This specialization - apart from the braditional Bpecialiéa-_
tion in o number of manufactures of: agricultural origin - is visible in

the concentration of exports of sophisticated menufactures fthree chapters

of the nomenclature cover two thirds of such exports).l/

There is also concentrotion bv regions, preferently directed towards

LAFTA countries, in the more dymsmic industries.

}/ Although such specialization would imply @ negative substitution, at
least until 19?0 according to the input-output analyses discussed-
later. : o



.4 At ard 2l U s arocegs it 18 considared that exports hove been -
incorporeted as a vsriable, no longer circumstantiol, to the sholes pattern
of the companies. Realizsticn by the netionnl compsznies of the need beol
export has inereased to a very high degree, although 1t 1s naturally a
slowef pfoé;ss in small and medium-sized companies; the system of tradlng
compaﬁies and the mcehanism of éxﬁort consortia is still relstively weak

for nctive convergence of the latter towards exports.

It Should be noted that this proeess is ccurring - as will be seen later

on - with a per51stent reduction in tho index of canﬂc1ty of competition

Lt

due to prlce—effects resulting from the vretio betwesn the rate of exchange

for exports of manufactures and the domestic. price level.

4, Opbtimization in expcris of mesnufacturese and choice of pricritiss

An opinion concerhing the oricntation of exports of mamufactures requires
- as does any judgment of value - s certsin conceptuel pettern with a
sufficiently explicit content. We shell first work con thet conceptual

pattern and then on the Argentine experience.

a. TIn designing export policy, as iﬁ any cther problem éf Geeision, an
attempt is mede to find the varisbles of the problem within certain spaces
of acceptable values, or to optimize their behaviour.é/ The former”lcﬂds
to- the esfebllshment of objectives;  the latter to the estaallshmshtnof
optimm which, bssentlal;y, form o precise species W1th1n the gencra of

objectlves.

1/ -Noturally, both problems can be linked from the stondpoint of designs
gince, working with Torm~l optima ond varometrization, it is possible
to identify viabiliby svaces for the verisbles considered in the:
problem, and, vice verse, to process formol optima, it is necessary
Tirst to hqve some 1deﬁ ns Lo whqt values would be Substanulally
acceptable, :



Whotever the anaronch adopbed by the nolicy in practice, from the zonceptunl
standpeint it is necessary to discuss the-concept of optimizetion, applied

to this cese.

b. The first step is to establish the level at which optima aond restric-

tions ore deald with,

At the highest level of abstraction, optimn can be generolistic (in the
general interest of‘erld society, for instance) ox pqrticular;stic (when

the optimizér is o country;‘an intégrnted region} 3 power group or an

economi ¢ éroup, etc.)?ly In the present problem, the optimum is particular-
istié. What is sbught isrnot griteriq for supranctional "egquilibrium?, |
nor even bilateral opfimﬁ, in tfade be£wéen two countries, as is. usually

the case in traditionsl theory. It is sought to optimize ot the national:

lovel and ex-nnte accept also predominantly national restrictions.

Such is the policy of the greet powers, and it would not be gensible for
the developing wonrd to embrace this nlfernative unilaternlly, except in a
consonsual monner and, Tor the time being, at the regionnl level, in terms

of reglonal co-cperation wnd integrationfé/

1/ @iven certoin assumptions, the traditionnl -theoreticnl appronches con-
ceive thot optimization is possible ot world and notional level at the
some time. But such ossumptions are not reslly volid, and both opbima
do not necessarily coincide. "Notas sobre 12 construccién d@l sistemm
mundial® {E1 Trimestre Eeondmico, Jon,/March 1973} suggests slternatives
of combined opbtimn ~nd restrictions at the world, regional nnd national
levels., It states thot, in the present situstion, national optimo arc
sought and the relatively more nowerful countries only admitnational
restrictions. 1In the cose of LATTY optimo continue to be nationol,
certaoin regional restrictions being sdmitted - the weakest possible in
theexporiment so for. Tho case of the Andeen Pact is a milestone, a8 .
optimization tokes place ot the regionsl level - concoptunlly, at loast -
with nationnl réstrietions., Optimizing at supra-nationzl level with
restrictions slso-predominontly supro-national would constltute really

, revolutionary progress - another milestone. -

E/ The study "Iotin Arcrican exports of momufactursed goods, 'xpuriencos '
and probloms"™, which forms part of this project, discusses this aspect.
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Con _A'5300§d quostion wrises concerning the set of foctors for which: the
opt;mum.is to_bo gought: whothéi ﬁﬁey\ara the present set, or.the set... .~
which it is sought to integfate in the future. In the former: csse, avaelil-
abilipy of resources is a datum. Inkphe_latte;, it would bec necessary to-
identify the world frontier of resourccs - particuleorly critical resources -

in the future. Here the rescurce, technology, is of decisive value.

Gogéfdering technology a8 o guasi-good, tho possibility of giving its res-
triction in the constelletion of factors maximum flexibility depends on
the "eapacity to capbure™ exportable technologies, which the country can
develop. And thisjqapacity %0 capture dopends on the country's capagility
to génerate adaptive technology, on its combinotoriol espacity in creative
technology and on its legnl, institutionnl and cperstive enpoeity to pre-
serve the notionol copoeity of decision concerning it, and to use it in.

practice.

This is a fundomental motter. I the performance of exports of manufactured
goods depends on the set of factors, nnd if this is & function of the
capacity bf'capﬁuréé/ of tochﬁology,rthe éffiéiency'géléxﬁortsrwill lorgely
dopend on minimizing the cost of thét captﬁro. Bufg in aﬁg-cnsc, there is
no longer any reascn why a coﬁnﬁry that has a good supply cof agricultufal

or cxtfdctive‘products should be condomned to oxpért only menufactured
products bascd on qgricu}ﬁu:e,or exbtractive industries. On the other hond,
maxiﬁiéétioﬁiof-phefﬁerformnnée in exports of such goods cen constitute a -
mg?#oﬁ"of finsneing the canncity of eapture which, in turn, is Suﬁfecﬁ to

optima of ‘its own,

;/ It should be noted that the concept of capocity of copture is uscd here
to menn the stages including capture itself =nd its sdministrotion up
to the level of innovation and cxport of techneclogy, whether ombodied
or discmbodied,
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78 Arportinga hos no prodondinant restrictions as to human rescurces, notural

) P 3 = . . ‘ : l e
rosources 9nd - with cortnin coution in the evaluation - savingg™ capacity
to conduct a scleetive, progremmed technological leap will be required, to

adjust the supply of resources, teking into account the proboble ovolution

of the world technologicel fronticr.,

This mekes it necessory to conceive technological foctors sceparately from
ccongomic factors, since ét sone time the higher ontimn should be ass§cia%ed
with the ~ttainment of a certain comstellotion of opplicd technologieal |
knowledge, with priorify over relatively more traditionbi econbmié opbima
(in torms of'inéomc,“employment, and so énf. 'Thiérié:cbnsideréd a porbi-
cularly relevnnt gquestion for diseussiofi of thc‘ddveiopméntZStrategy of
Argertinm and; in porticular, of the stf%tdgy”for exports of monufoctured:

goods.ii

d. Othker factors scmetimes constitute dominent restrictions, and certain

restrictions are commected with one snother.

When the financiﬁgAcapocity of the economy as n whole constitutes a domi pant
and not very flexible restriction, the optimum of the pational cxternal
sector in tho long term will possibly be associnted with o mixed strategy.

over a poriod of time. Preciscly such o strotegy might consist in begin--

1/ ‘The remarks in chooter IT and in seetion 2 of this chapter III suggest
that Argentina generates cx-onte 0ll the ssvings reguired by ite high
investment rote, but that part of such savings leaks out through various
forms of copital outflow, and that in the domestic sphore, the country
does not fully control its direetion owing to the poor sclective efficacy
of n number of policios (this reasoning includes not only the effcet on
the dircction of savings bub slso the problem of the purchnsing powor of
8ovings in terms of investment goods, which clnssically fluctuates and
is apparently low, in relative terms, in the Argentine ceonomy). Gene-
ration of savings to poy.the foreign debt is o different problom:



ring by meximizing troditionnl cxuvorss of msautsctures nnd dhon gradually
incorporating scleeted activitics within the world tochnological fronticr,
in such a way that other copaeitics of competition moy be ultimntely

created,

This appesrs, to some cxtont; to o the course followed by Argentinn,
whose sharc in troditiomnl exporfs - of cormodities plus manufactures of

agricultural origin ~ showed a declining trend.

Naturolly, the woy in which the process of producticn/substitution/export
was desipned and implemented implied restrictions for the future. One 6£
them is the structure of tho caﬁncit? of doeision. Obviously, exports of .
monufoctures of tronsnational companies are an instrument of optimizatidﬁ:
of such compnpies at the world leve;, and such optima do not necessarily
coincidc with naticneal cptima. Thore will thus be » minimum level of par—
ticipﬁtion of public ond priveatc naticnol companies in the structure of the'
capacity of decision in exports cf msnufactures, under which purely formal
optimal nntionnl nerformanccs con be atteined, but within a soace of éﬁb~

gtantially unacceptable solutions.

Depending on the relative strictness‘of the two restrictiocns mentioned-
and oﬁlthoir iﬁfluénce cn ovérail’soiﬁtions, it"might.be-possible that
more thén cone ecountry would be obliéed to manufacture its own SOquion
spac;, by 'mﬂximi'zing 'tino flexibility of both restrictions in dynamic torms
for o c¢certain timg. Thg proportion of tho nqﬁidnhl qﬂpgcity of decision
would metuslly sppear, in ﬁorahihan onc ¢ase, o8 o variable opposcd to tho
overall caﬁncity of finoneing in foreign currency. The solution of the

problem is dynomie and depends on cach situstion. Some countrices of the

Fourth World, for instonce, might have first to meximize their finnneing
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centlones Jiwr osion bhe shruelace of Shoir erpoeity of deeision,

while others can work on this pnttern first.}/

Argenting tended to oxpond its capacity of fincneing in foreign currcney,
and no reference has been found to systemntic policies applied in practice
to seck » certain oxplicii pattern of copreity of decision by firms of cx-

porters of manufactures.

c. The consequences of optima criteris chosen for each stage within a dy-
namie proéramme are, of course, most imporiant, ond they are evidenced in
the eriteria Tollowed in selecting cxport pricritics by activitics or

" - o . _ . :
spoacific products.—/
i. Thore are two-complementory approaches to this subjeet: o conceptual
and methodologicsl approach to the problem of choosing an optimum set of
goods for cxporty and é'practical‘critcrion.
The first is o'prdgrammatic approach and lays stress on the most suitable

choice for the country, S0 a8 to give it priority in the ccnduct of exports.

3/' There axre, of course, higher or asscciated pelicy problems, which it
i8 not appropriste to discuss in this context.

2/ "Activities® is used herc in a genercl and flexible manner to refer to
all those things thnt should be treated differently, for specifie pur-
roses of annlysis or cconomie poliey decision, and without occepting
conditions imposed by the faet that all activitics must be defined
at the some level of gbstraction, Tt therefore includes a gocd and/or
service ond/or n group of goods =2nd/or services, which the analyst
defines.



™e sacond nporoach i3 eosuistic, and analyscs what therelis'ﬁo-exporﬁ
instead of what 1§ desired. From this caéuiéﬁic, pfagﬁatic standpoint,

a cheek 1list is drown up which should includé all the foctofs ‘that musf‘.
be covered in proctice, in o convefgent mﬂnnér, for.é#ﬁgrkito take élac;;l/
1i. From 2 coneeptual ond methodological viewpoint, the choice of prio-
rities for export by activities is a particular cnse of the general prob;em
of optimizotion with o gilven number of elemonts, taken iﬁtd'accougf ;’
number of objective®, (Consoguently, it would sufficc to definélsuch ob+
jectives clearly, to detormine correctly the ottfitutes of cach acti{ity,

and to .0pply known methods of solution to obtain such prioritics.-/

iii. “ﬁg we wish t§ measure the direct and indireect cffecta of-eprrts,'it '
is 5ppropriate to use input-cutnut annlysis in caleculating the parametcers
to suil{ sueh models, With those matriccs we cbtainthe balance of foreign
currcney poer export unit from the flow of goods, and later associating to
each of the parameters for investmsnt'requiromcnts by activitios, ond for
remittances of interest, profits and roeyalties - visible and inviéible

- it is possible to obtain a alanece of payments in current account based

on tﬁé expansion of exports at the lovel of aggregnticn of each setivity

17' This approaech is most wsceful in everyday policy, sinee pracetical pro-
blems moke it necessary tc deeide, ot least, who must solve then,-how’
they should be solved ond by what mesns. It is, moreover, o well
known matter ond there is obundant liternturc on the subject.:

2/ Sec: Un modelo dec opbtimizecién para ln selcceién de actividades de
exportacién. It proposes o linear programming approach, in dynomic
terms, nnd mentiong other applicable instruments.




in the inpotenrsoes tc?i;.}/

It ig also nossible to-eoloulate tho emQIOYment—effecﬁﬁratio'for each ac~
tivity from the dircét »nd indircet flows of goodé; the distribution-
effoct Totio which, through employment, can be nsceribed to the expansion

of experts of cach activity, ond the income-cffcet ratio, in terms of the

gross domestic producth.

Under other conventionsl methods, working with rotios of technologicai'f-
contert thot take inbo accoﬁnt the diffusibnubr internal roplication 6f

the Imow-how embodied in éxports, it would bo possidie to estimete the
forward and ﬁQCKW5id fbtal—techﬁology—effcct of altornativc éXport structﬁrés
by agtivities.fy And with porsmotors moésuring the proportion of natienal -
decision comtained in cach activity, it is possible to identify the structure

of doeision inhcrent.in cach altornative cxport strueturc.

iv. Somo of thoso perametors hove been measured for the Argontine casc,
as we' shall sco bolow;fbut boforo'ﬂﬁalysihg thom therc aro certain que s~

tions of concdptunlization to which we wish to refer.

In cffeet, the perometors tokcn from historical oxpericnec would obviously -
refleect the ¢ffeet of the funetions of production ond the set of a2ctors in

the past. And, as discussed crrlier, the factors of the future that is

}/ Further developmonts ore passible, of coursc. ach parameter of o
sector of the talbe is 2 mesn of n-paramctors of activitices included
in the sector, which can be c¢aleulated with distributions other than
those in the table. If risk ard uncertainty factors are. included, an
attempt might be mode to mrximize %he actusl value of the mathematical
expectation of a given net balance of foreign currency.

E/ Iet us assumc that technolcgy flows are measurcd in units of know-how,
that en input/output mobtrix is constructed in those Fh units, and that
with that motrix tho forward and backwmrd cffccts of a unit of export
i3 estimated for cgch activity.
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Aeolnyd ol alse have Lo To tolon inte aceount.,

Furthormore, the assessment as to what is to Dbe optiﬁiéed can chenge ovor
time in a dymamic eontext, as discussed eéflier, and eventually it would
be in order tOVamaxiﬁize the balance of foreigh exchongo at a ceftdin -
gtoge éf tho programme, at another, the national cenpacity of docisién;“dt
nnother a specifie technological optimum'(for exomple, tho SpOOdHWith“ |

which n given constellation of know-how is’integrated), cte.

Mofé&ﬁo?,Acertain variablos would not be eligible for optimiggtion in an
exporf ﬁodel. Thus, the extent to which exports - and still less manu-~
facturcd prcducts ~ ¢on be asked to makn a 51gn1f107nt dlroct contrlbutlon
0 cmploympnt or to income dlstrlbutlon is open to quostlon. It is bo-
lieved that, quite the contrary, in the beslance of employmont, whon‘
countriéé are_yefy backward, mere than half the workers arc cmployed in
agricﬁlture or in the gervieces, if the-éountry has reached an intermediate
stage of developront or is highly dcveloped, and that it shéuld'bo'dé;
monstrated that the production of manufacturéd goods’for exﬁort'shdﬁid bc‘
asked to tio its technology to pertgin_requiremcqts of the internal balonee
of labﬁurf From thg standpoint of émélqyment,_the direct or indireect,
cffccf of ¢xports on the gene:ation of om;loymont:0pportunitios,is nos of
such intcrest as thc ohysical‘volume of the gross domestie product thot
can bc flnanced w1th the nﬂt forcign exchange earned by exports, and the

total quqntum of cmnloyment that such GDP can gencrate.

T/ How to arrive ot whot is wantod hos a bearing on the dymamic problem.
Up %o this peint the static aspect of_the model hag been discussod,



The effeet of cxperts =f manufreburcs cn distribudion, apoert frem the
direct effoct duc to employment-effect, must also be linked to the incoro
structure of each aectivity, depending con factor remuneration and on whon
the export.inducements are directed to. In:rogard to tho first aspect,
clearly the 1arger”relative_oxpansion of oxports of manufacturos than of
agficﬁltural oxport%.will direetly improve distributicn fO‘thG cxtent

thet the propcrticn of the remunerntion of the labour factor in the
sector!s income; n8 well as the nominal unit woges, are higher in industry
than in agriculture. But as regnrds the sccond asgect; if the specifie
inducements ore directed %o o forcign or nntional oligopoly cngaged in
export activities there would be a direct regroseive rodiétributiv& cffect
inherent in exports of manufactures. Ultimﬂtely, a progressive affect
might be achieved if the incresse in inéomé thot can bo financed:by the  ‘
overall performance of exports themselves could be properly distributed.
Te Thé aséeééneﬁt";f the "objective variables virtually eligible forx
optimizétion can alsoc rAise important eccentradiction problems. k

We shall now see that past exporté of'trdditional manufactures aro dsso-
ciated with the highest parameters for foreign cumney-effe&t (considor_—
ing only imported input regquirements and not requirements of capitel or
payments for factor remuneration), employmeﬁt;efféct; aﬁd produet effect,
But if we wcre.to optimize a technologicel funetional whﬁt is already lknown
about the forword or backward effects in économic térms, and what is infer-
red from the know-how earried by unit of walue of industrial production in
each octivity, suggests that the highest priorities should be'dSéignbd to
non-tfaditiohallindustries, particularly thoso that-mbnufacturo cnbital

goods,



Consaguently, a techrolegicol funetionnl would give preccdenco Go difforcnt
cxports from those arising from a traditioral cconori¢ functional in dorms

of income or employment,

vi. Bricfly, thero arc known instrumbnts to idontify tho srrangement of
priofities, activity by activity, idénﬁifyﬁng the optimm eﬁﬁéﬁﬁ-strdé¥uro;'
by activities, to attain certain objocti&@s. ‘The point ié,‘preéisely, that
thoéénoﬁjcctiﬁééuﬁuéf-bé éuité élcar. It“is not; thcfeforo, Q-technical
but a pélitical ﬁ?oblem;' The tochnician should DProcess differont optimm
nnd_fgéﬁ;ict;op_g%ﬁernatives - with their oxplicit implicaticns - for the
pcliticinan to deeidey because part of the strategy will use the country's
encrgies in overthrowing or meking mere flexible any dominnnt externcl, as -
well as internsl restrictions connected with the structures given to the
power of decision, whose optimn are often oppogsed to national optima, and‘-
becauselthe annlysis should include variables which form part of other
fields having conceptual autonomy ond optime of their own, such as tho

aofrementioned capocity to deeide and technology itsclf.

f. Dxperience in Argentina concerning the contribution of o unit of cxﬁort
of mARufsctares to cortain rclevamt variables hos beon analysed in throc
studics which form part of a Bockground Document for this study.}/ The
cffect of the exponsSion of cxports in cach activity was analyscd within

the possibilities afforded by the original input-output metrices avilable

;/ Attention is drawn specifically to thesc studics, which arc included in
the document cntitled: vUtilizocidn del andlisis de insumo~nroducto
para 1la seleccidn de prioridsdes dc exportacidén®™. {Utiligation of
input=output analysis in sclecting export rrioritices - Sponish version
cnly).




for the Argcntlno uconomy The ;'esulj;s for significant groups of industrial

activitles—-/ are as follows:

TABIE TII-3

SUMMARY OF EFFECTS OF EXPORTS OF MANUFACTURES ON THE ECONQMY AS A.WHOLE

A+ High B: Mcdium C*. Low
" Food, Toxtiles, chemicals, Motal prod., Wood,
Erfects  ‘vevernges, clothing,’ non-metallic mochinery and  paper and
“tobaeco foot~woar, minerals equipment othors
loather : ‘ .
Balonce of

payment A . - A - . A/B C AfC
Balanco of .

payment and S : -

substitution C C A/C A A/C

Value added A A 7 A : C B
Employment A A A/C Tt A/B A/B
piffusion c A/B A A/B C
Induction . A ' A

Capital goods A

1/ The groups of activities included in toble ITI-3 arc the same as those
anolysed in Appendix IT (table A-II-5).
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Gombine@ results of turee studies contsincd in Background Document

cited. As the studies do not deal with the same foects-it.is

suggested thot the original texts be referred to. Retings are

always relative to the mean. Cases entered as AfC are duc to the

heterogeneons behaviour of the activitios zrouped, Definitions

are as follows:

- Balanee of payments: effcét in forecign currency of eiporfé,
less direct and indirect requirements of input importé; |

= Balance of payments and sudstitution, in termes of adding the

estimnted effeet of substitution.

Value added: direct ond indirsct.

Employment: direct ond indirect.

- Diffusion: "ferward” (ratioc of intermedinte saies to value of
totél productibn) and "backward® effoéfs {direct and indirect
ifeqﬁirements.corrGSponding to unit densnd of thé sector {its
varistions are sssocicted with those of the ratio between the
value of nntionmal intermediate inputs and the production of the
scetor considered).

- Induetion: comparing the structure of transactions of Argentina
with the mest advanced industrisl countries, it cstimates what
.would hoppen if 2 new aétivity were introduced, 2% the teéﬁnology
level in those countries: - /

- Copitel goods: effects of a wried nature, includiné technological.

For these three effcets, see study by Federico J. Herschel, which

discusses the subject in detail,
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if. “The preceding table contains results thot refiect the situation pre-
voiling in the sixties, and several of its components ore the product of

an analysis mede with motricds for the ycars 1953, 1963 and 1970,

It is interesting to conjecture what would have been the chenges in the
relative values of effects during the course of 2 process of economic
development oricnted by specific optima criteria snd sustained policics

consistent with thosc criteria.

Tho diffusion and induction cffeets are nlready relatively morc important
in non-traditional industrics, and are added to the effeets of capital goods

manufactures.

The values of the balance of payment-cffoct due to flows of goods would

tend to come closer betwcen the non-traditionzl and traditional industries,

%o the extent that the formor became better intogratcd in the cquntry.

The same would be true of the income-cffoet, since in the long-term this
is a function of the volue added for cach sctivity, and it should grow to
the extont that technology is captured ot s lower cost and non-reproducible

resources of the country sre uscd to betbter advantage in industry.

Employment-cffect would also tend to be equalized, to the extent that
gpecializotion by plﬁnts grows and the equipment of the sgricultural

secter improves.

If this analysis is corpect, the unitery ratios - by unit of export - of
the different items would, in time, show a greater rolative advantage for

non-traditicnal exports.
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Furthermore, so far, the goods of such industrics show the highost ro-
lative income-elasticity of world demnnd, comsequently, for them, the
cciling of the world market would incresse considerably, whereas it is
lower for traditional exports, owing to the surpluses of some industrial

countries and the protectionism of others.,

IT it were possible to find a mechanism of finsanecing so ﬁhat the countriecs
that have food shortages and no forsign exchange to pay for importihg theﬁ
could purchasc food, and toking into account thé pr@jectioﬁs for ﬁorld PO~
pulation and food production, it is conceivable thot there might be an
explosive cycle of world demsnd for Argentine commodities and traditional
mangfgptures. But if the historienl pattern of recent decodes in the
practical conditions of world trade continues, relative slasticities -

will be higher for the non~-traditional industry.

The above suggests thot Argentinoe might perhops adopt a mixed strotegy so
that, while it endeavours to maximize its foreign 'ctirrency balanees with
traditional exports, it establishes sclective lines for its non-traditional
oxports, This selectivity might continue with the historieal pattern of
diffusing exports along all sectors, but specializing at the lewel of
specific activities, making a stricter selection based on thorough studies
at the micro level (economic, technelogicel, political, ete.). This is
whgt,has been done by the industriaiized countries of the northern hemi--

sphoro whose market is of a 8izs similar to Argentina’s.

A relevant varioble for non-traditional exports would berthe speed of ths
proboss, and it would sppeor that this would have to be maximized. The
method of operation would be such that each activity would have » programme

which would cover the whole spectrum of production/substitution/export,



with unity of conecpbion and operative unity. This would require an eco-
nomie policy conducted by sctivities, co-ordinated at the level of the' - 7+

different policy fields,

Naturally, these ideas require verification with formsl optimization models

in dyrmie terms.

iii, Among the effecets considered in table III-3, we wish to draw atten-

tion to0 tho e termed diffusion (forwsrd ond backward) and induction effgpts.

Gonsidering these effects in technologienl terms;-parallél to them we con-
ceptunlize the existence of o technological multiplier whose behaviour will
depend on the extent to which the atctivity concerncd operstes as 2n enclave’
- importing'inbﬁts of more advanced tecchnology and cperating as on ossembly
plont for them -~ or on its becoming integratcd in the spectrum of notional
techpology, obliging it to improve its own stendards., Obviously, pqlicies_
governing foreign erpital, industry, technology, banking and other activi-
ties have to be integrated in a single context to maximize the vnlue of .
théltechnological muitiplier, which also deponds on thp efficicney shown

in capturing technology nnd_in ereating it in the country.

iv. Therc is slso o quostion concerning the level of abstroction. The
evolution of veluss for the cconomy as a whole obviously deponds onthe
effoet of Shanges in the individual rotios and on chonges in the Structure
of exports by netivitics. . The prescnt anﬁlysis is the result of the aggre-
gation of Originﬂl‘wprk with matrices of 20 scctors which, for comparability
of the studieé; éermit nﬁ%lysis at the level of twelve scetors groupcd for

foreign currency, employment nnd inecome purposcs,
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TABIE ITI-4

APPROXTMATE RANK OF INDUSTRIAL SEGTORS ACCORDING TO THE
EFFECT OF ONE UNIT OF EXPORT ON SEIECTED VARIABIES of

Baloneo of paymcnts

sotivities Less 1ess Iess Value Employment
imnorts imports imports added
cof inputs of inputs and
: & capital royalties
goods b/  ¢f

Food, bevorages .

and tobacco, I I 1 1 - II
Ieather . I I g[: I I II
Non-metallic

minerals I II II 11 I
Toxtiles 11 11 11 1 I
Cloting It 1I 1I 1I 1
Wood Iv I I IIT I
Chomicals III IV IIT C1I.. . IV
Poaper III III I1I v CIII
Tehicles and

machincry 11 v v L I1X 11
Blectrical ma-

chinery and

appliances 111 1V 1v ITI - 111
Rubbox IV III IIT v IV
Sources

Q/ Position is npproximpte due to the structure of quartiles., Thus, 12

groups are considered and four ranks.

b/ Indicative volucs, duc to mothodological and computing problems ro-
Iative to espital goods,

2/ Preliminery. They are visible royalties in the scetor conéidcrod onlj.

Based on guidelines contained in the INTT study on "ispectos EcondmicoS..

Op.cit.
g/ Tetimntocd.
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Notcs fThe balance of foreign currency obtnined by deducting from -miuets
the amount of imports of inputs,uthq_(dofective) cstimate of eapital goods
nnd the somount of royaltiéé?are only a gfoss apﬁrokimnﬁion. The poéition
of cortain activitics is unequivoeal, but the position of other intormedinte

activities_might vary to some extent.

V. iho"bontfibufiah‘iﬁ fbreign cﬁ;;ehc}aﬁf é ﬁh&f of éﬁpbrt lesé Qhﬁﬁm-
imported content of inputs, aggrogoeted by main groups, shows a declihiﬁg
trend during the period 1953/70. This suggests a negative substitution
process, although a ce;tain part of theat drop in the total for the-couhtry;
is an effecf of thc change in st;ucture, 28 the rclotive importonce of npﬁa

traditionsl manufaoctures hns grown.if

TABLIE ITT-5

BALANCE OF FOREIGN CURRENCY OF ;i UNIT OF EXPORT IESS
TMPORTS OF INPUTS a/

——n

Sectors 1953 1965 : 1967-69/1970
Agricultural _ 0.995 0.975 | 0.960
Extractive 0.990 0.955 0.920

o ) maximam 0.970 0.965 0.955
Manufacturing )
} minimam 0. 860 0. 825 0.770
Total fer-the country 0.%7 -~ 0,94 . ‘ 0.92

_C_l/ When there is more thon coné study on the scetor, the averoge valuc of
the observations is taken. This slightly affects the comparability of
the ratios of differcnt yenrs. The monufacturing sector includes the
oxtreme moxima and minimo of the activities analysed.

1/ Taking other factors as invariants.
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Trom the standpoint of export strotegy, to export relatively less skillod

labout is 4o persevere in less relative income.’

Anotﬁer interééting aspect is added, féém.the standpoint of the #c;@sﬁgéllr
trﬁde; Thcllaﬂgur contént in expo;t of meanufactured goods of fﬁaﬁstrial
couﬁtfics ié-more highly.skilléd and-:eceives a relatively highér TCRUNCTA-
tion --even for equal skills - than in primary exports of countries such
as Argentina} and the gap between wage“patterns is‘widqping, To persevere
in imboéfing mnnufsbtufas hgainst-pfiméryiexpprts 105&§'t6 structural loss,
due to tho effect of the terms of trade. More st}icfly, if the averape
skill content of lnbour is less in Argentine exports than in its imporis

the country loses due to the effect of the terms of tradc.

These dﬁsérvations, tOgether with_those préviously mnde concerning the
suit5biiity of méximizing thg empioyment-effect of cxports suggest that,
in‘thelcﬁse of Argenﬁinn at nﬁ& raté, the cmployment-offect could only
enter o8 2 weak restrietion in the geﬁéfal probleﬁ of the exporting |

gectorts optimm,

vii. The structure of the owncrship of decisions concerning Argentine
cxports 18 a varinble defined corlicr in this chapter and in chapter II.

If the differcunt netors were assigﬁed a potential power of decision,
measurcd in conventional terms, taking into eecount concentration by fiims,
goods and market, snd if a minimum level wore introduced in the national
capaelibty of deeision, it is reasonéblc to asgsume thet there would be a
domand for much more action by the State, to eatalysc tho strengthoning

of national exporting companics with certain speod = nlso lowor bound -
and a far grester prescnece of public enterprises in the notional export
effort -~ at least in thoe field of technology. This influences the insti-

tutionnl faectors discussesd later.
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viii., A relatively mochanistic interpretation of the past woull suggest
that, in accordsonce with the transformation that has taken placc, in_which
the proporﬁion of metallomechanic experts increcsed and thot of tradifionql
inﬂﬁsﬁry dropped, Argﬁntina would thus far appear to have sustainod a.;o-
lotive loss due to the effocts of foreign currency income, employment, an@
capacity f&f deecision iﬁ the oxternol secter, but it would have gainod |
relatlvoly duc to tho effects of diffusion, 1nduct10n balsnce of Payments_

ad;usteﬂ for substltutlon, production of capltal goods and more particularly,

tcchnology.

Howover, taking into acecount the foregoing and cther obscrvatiéns, such as
the creaticn of externol ceonomics, the ratios erising from the input—
output analysis for the past are not mechnn1Cﬁ11y appllcabl@-/ to a study
of formﬂl optlmiZation. Tt is bolieved that such a study shoulﬂ be mad

to serve ns a guiﬂc for futuro strqtegy.



CHAPTER TV

Fdrcigﬁ.wﬁrkcts

1. Purposc of this chanter

The purpose of this chopter is to analysc aspects of the demsnd which
influence exports of Argentine monufacturmes. It cen be assumed that this
demond is genernted by two sources: either it orises in the purchasing - .

country, or it is promoted by the exporting country itsclf,

A8 regurds the first cease, n few brief remarks are ineluded concerning the

world markct and the generalized systems of preferences.

With respeet to the demand promoted by the exporting country, the chapter
discusses trado with LAFTA countries, the usc of dilateral ogreements -
granting cxport credits for mgnufpctgrcs or promoting such cxports through
other mechanismsrnnﬂ, finally, the esteblishment of joint companies or,
in general, invostmcnt in third countrics and gxports of technology as

factors +to promote fubure coxports.

2. The world mnarket and thc,conﬁitions_of acecess theroto

a. World trade in menufecturcs amounted to US§ 350,000 nillion in 1973

and US$ 450,000 million in 197%4.

Imports of monufactures by industrisl countrics from Argentino in 1973

amoyn bed to Us$ 466 million (Table”IV;l).i/

;/' Acceording tc figures. published in the Supplement to the World Trode
Annual, Vol. ITI - Statistienl Office, United Nations. There.may be . .
discreponecics with tho figures given in chapter III and Appendix 2,
due to the sources of data. ' o
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Argentine cxports under the Gener-lizo? Svshems o Proforarass Oovian Bhod
year were US$ 85 million, that is, less thpn 20 per cent cf the totol
imports of industrisl countrics from Argentina. This porcenbage rTose in
1974 and 1975 as s rcsult of » betier kmowledge cf‘fhé‘pbssibiiﬁﬁios'OE

the systems ond of their grodual spplicntion Zuring the pest five years.

b. it is bolieved thnt the Genornlized Systcms of Preferences oro sc far
cf little qﬁﬂntitntive Sigpificnnco for ‘rgentine cxports. Iﬁ the cﬁse of
the system recently appiied in the United'Stwfes it is omhigucus; on ﬁhe
one hend, ns the dutics sre highor thon thoéc of the EEC, the prefercnce for
mamufactures is more significnnt nrd favours their ezporty bubt once this
suceecds, it discriminntes ageinst themJi/ Besides, the succoss of general
negotintions, which would grectly bonefit trnde between industriclized -
countrics in the northern hemisphere, would hdﬁe the offoct'cf weakening
the volus of such preferences. In'addition, agrecments such as the Lomd
Agrecment, might soriousiy affoet théxvnluo of preferoﬁcos usefni to Iatin
Americen countries, in genernl, granted by the EEC to the extent thnt“thoy

produce precisely the effeets for which such ngreements wore conecluded,

Consequently, with respect to the EEC, Lnfih imoricen countrics in genornl,
and Argentinn in particulsr, would have no alternative but to usc the GSP
to the full. With respsct tc the United 3States, which do not consider

the c¢stablishment of a_prpferonce zone in Lotin "merica, tho countries of

the region, ond Argentinn smong them, hove bettor relotive possibilities

than the countries of fisin nnd Mfrico of using the preferences in practicey

;/ Such is the obvious effect, nlthousgh the ocrigin of the USE 25 million
{basic) Dbounds end BC per -cont of US imports ~re instruments to diffuse
trade smong different suppliers ~n? prevent deminance of tho most
cfficient, See also ECLA, Topins of UNCTAD IV, mimeo, April 1976,
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anl it eould nunpeory Shod 38tress shouli be Luid atv least on the limivations
concerning origin ~nd on the list of products. In goenersl, the compensa~
tion of the lowor morgins of preferonce in ren-tariff. borriers resulting

from generai negotiqtions is o factor thot should eventually be annslyscd.

This, of course, in ndditicn to non-tsriff restroints.

¢. However, very little hos been obtained following the tremendous nogo-
1

tiation offorts originnted in UNUTAD;-/ Ant it has not beon demonstrated

that the effeet of the GSP should be incorporated, in the ceasc of .rgenbipa,

to the 1list of s8ine gua non factors lending to experts of manufactures.

de TIn 1975 the Arecentine economy encountered sﬁecinl difficulties,'with

the relative fecessipn in the world domnnd for manufactures. Tho pfopor-

tion in which both these sects ofjfactors’influenced the drop in Argéntine
exports of mrnufactures is not ajdporent, nlthough it is the opinion of

experts thot the external cycle added 1ts . own adverse.effeet to the. difficult-

2/

ies posed by the domestic coursc of the ceonomy.~.

&

Statement by Dr. Rdl Prebis at the Sccond Iatin Amcerican Seminar on
Export Promotion - Carmcas, Venczucla, July 1978, '

2/ In Jonuary/Tune 1975, the certificates issued had dropped over 30 per
cent o8 compared to their volue for the same period in 1974.
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TABLE IV-1

IMPORTS BY INDUSTRIALIZED COUNIRIES OF
MANOFACTURES FROM ARGENTINA AND USE OF GSP

Talue of imports Value of certificatos
of origin issued by
Argentinn E/ '
Total

Year  industrial, UsA  EEC JAPAN

countrics

e/ Y e

1:65- " 98 42 40 1 -

1970 - 253 123 98 2 .
1971 241 11 92 2 1Y
192 310 116 128 5 47
1903 466 204 193 19 86
1976 ... oo el 13

Sources Supplement tc the World Trade Annual, Volume IT - Stotistical

a/

e & I

Offiece, United Mationz- 1965, 1970, 1971, 1972, 1973. Conmpiled
by ECIA, Stotistiesl Division. :

Industrialized countries include the United States, Canada, Bolgium,
Tuxembourg, Fronece, VWestern Germany, Italy, the Netherionds, the
United Kingdom, Demmark, Norway, Swedcn, Australia, New Zealand,
Portugal, SwitzZerland, Ieccland, Ireland, Grecce, Spain, Finland,
Austrin, Japan, Yugoslovio and Isracl,

Import values recorded by indugtiaalized countries in scme c¢nsce are
CIF and in others FOB/ The following countrics record OB imports.
Australis, Canada, United States. The remainder record CIF importvs.

EEC includes; Western Germany, Belgium, Luxcembourg, Donmark, France,
Ireland, Ttaly, the Netherlands and the Unilted Kingdom.,

Tuly to December.

In January/July certificates were issued for USH 62 million, Txports
to the United States in January/March 1976 under the GSP, amountcd to
US$ 9 million.
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3. DTradc with ToJTN countrlcSM/

a. During the poriod 1962/1974, total exports from Argentina to the

rogion rosc from US§ 140 million to USH 930 million, and the balanec of

trade during the period was structurnlly positive for the country.

Of that total, the prépdrﬁion of products subjoet to libernalization was
85 por cont in 1961/62 and dropped, particularly sincc 1968, when now
conccssions ngreed upon began to slow dowm. In 1973 only 55 per cent

of trade wns in liberslized products.

b. Rxports of monufneturcs to the region grew from USH 20 million in

: 2
1961/62 to US$ 630 million in 19'74.—/

Also in monufnctures, the proportion of exports to the region grow, in
the past three five-yceonr periocds up to 1974, from 20 per ccaot to almost

50 por cent. (Tble IV-2).

gonsidering 2 number of individuel menufaoctured produets, proccssod foods,
durable consumer goods and machinery had the greotest weighty and in a
large number of products the prriiecination of the regional market is out-
stonding., In effoct,.in-1950/72, IAFTA rcpresented 90 per cont of tho
market for almost half of the menufacturcs, sud over 50 por comt of the
morket for 80 per cont of tho manufseturcs. Concentration by. products is

therefore significont,

l/' Sees " José L. Cordew., L-S Exﬁortdcioneé Manufectureras Argéﬁiinas a
“IAIC. {Argentine Exports of Mrmufactures to LAFTY) -~ Background do-
cument” for this study. (Spamish version only).

2/ 1I: 1975, following the sams rceessive pattorn already referred to,
total exports to LATTA eountrics dropped to US$ 755 and oxaorts of
morufocturcs to USH <36, ‘



- 52 .-

The noighbouring countrics and Piru reccived structurally 80 por ccnt of
both monufacturcd and semi-manufacturcd products; and over half of the
exports of these goods to the region went to Brazil and Chile. Consequent-

ly, thore is olso 2 significant concontration by ountrics.

TABLE IV-2

TRATE EETWEEN ARGENTTID AND IAFTA COUNTRIES

Exports Bxports of manufactures a/ .
Yoar Tuty free Total ‘ Participation of LATTA in
or products TO TAFTA total for the country
annual _ L
aveorage - : Semi Manufactures
manufascturcs -
1961 B 100 22 19 , 16 .
1962 123 ' 141 . 23 19 19
1965 . 209 231 51 33 - 32
1969 260 364 138 36. 35
1970 255 ' 366 154 36 36
1971 225 365 183 40 40
1972 320 484 234 33 , . .43
1973 441 ' 797 . 448 39 49
1974 . s ‘929 631 48 48
1975 e 755 436 36 ' 50

a/ According to UNCTAD.

¢, The factors that caused this cvbluticn, épert from.thdsb relating to

domestice supply in the countries, c¢an be grouped into factors derived from
the existenco of LAFTA and factors which, while not directly attributable
to the mechanisms of tho'Tféaty of Montevidco, constituto basic conditions

1
for reciprocal trado.-f

}/' Judgments of wvalue given here are preliminary and have been proﬁared to~
gether with Mr. Roné Ortullc, BECLY Represcntative to IAFTA. They should
be confirmed by 2 apccific investigotion.



i. Amorg thq factors demived fxom this cxistunco of LAIRY, the following
are identified; tariff conecessions; cqmplementarity agreements;  the

role of n iiaison.and reciprocal information contre played by the Secrot-
ariaty the éétablishmsnt of morc fluid and homogencous operating . condi-

tions, and the use of side instruments within the spherc of LAFTA,

~ As we kmnow, toriff concessions cover a wide range of products without
a uniform system; their incidence on the FOB valuc is cxtromely vdriablé,
and they disaggregste very spceificelly as a rosult of the faet that ne-

gotiations are selective,

A8 a goneral rule it is sssumed that trnde possibilitics arc boundeériﬁ::
two ways . This assumption requires empirieal wverification. On the omo »
hand, when the reé; residual tariff after the concession snd the promotion
rogimgénin the importing couﬁtry is highor then ?O per cont, trade is
hampcred. On the other hand, it would be neccssary also that the margin
of preferencc withzfospect to extra-zenol trade be not less fhnn e giﬁen
dimension of the ordcr of 20 per cent, so that intfa;regional trédé'in

monufactures moy procced in - larger voletive dimonsion,

Among the Argentine menufactured p:bducts,exported tho following benefited; -

cortain processed foods, mnchinery, tools, semi-monufacturcs, ond othors.

It is castimated that deriff reducticns hove beon a positive factor which
really made trade visble in a number of cases. Jin od hoe study should be
made to determine iIn whot czges ond in which dimonsions they should be

csbablished,

~ Complementarity agreemcnts are also belicved to be pnositive fdctors;

they are fairly significant, as auXiliary'iﬁstrumonts of tﬂé liboralization



progromme, a8 special toriff reduction and trade facilitation programmms;
Apparently, the mechanism has boen used to & large extent by transnotional ™
companies in terms of their own optima; cither dircetly cor indifcétly
through thelir technological predominance, Thoy cven'appear to have fa—4
cilitated eoses of utilizetion by the same oconomic group of crossed tariff
reductiong,.together with loeal gtimili for industrisl doveloprment in the

cxporting and importing country.

Essentiolly, complementarity agreemonts hove a content of programmed dis-
tribution of morkcts and therefore call for high design and negotbiating

capaceity in thc participating governments.

Insofar ns exports of Argentine monufoctures arc concofnod, it is belicved
thnt trade in statisticnl nnd computing oequipment, officc mmchines, elec-

tronic walves, housshold goods and certnin chemicals benofitod most.

~ The w;rg ﬁf liniscn and exchongo of info?mation performed, péyticu;quy
throughLﬁectoral meetings, is QonSidcrcd fruitful and hoé mnda-it nogsible
to detect mahyxfréﬁo oppoétunities,‘asidé from the granting of tariff con-
ecssions and thoe conclﬁsion of agrcemonts, This explnins-why a significaont
part of the non~liberalizod trade must also be attributed to the existenec

of LAFTA,

~ Opercting eonditions hove becoi smoother as a rcsult of the contact
botwoon officiols of different countrics and -of the work of the Scerctoriat
in mony ficlds, among others, the adobtion of a Tariff Nomenelaturc basod
on the Brusscls Nomenelature; tho obligntion %o report non-toriff rea;
trictionsy the attempts to harmonizo.proccduros; the statisticgl informaf

tion system; training in customs broccdures, and the like. This hos



faeilitntod reelproenl trado, with more systemization, within the Iframo-

work of a multilateral leorning process,

It is felt that thesc general conditions have also benefited Argentine

oxports of msnufactured goods.

- Three side instrumenté‘are also belicved to have been useful to the
procesds  the Agﬁcement of SdnﬁoADomingo, the clearing mochnnism oporated |
by the Contral Rescrve Brnk of Peru, nnd the recently crested mechonism

of Iotin Americon bank acecptances. Although some ﬁcchanisms such a8

those of the Agreement of Sonto Dominge might be strongthencd to moke them .
moro effcetivo, it is believed thot the first two factors haove helped the
tho ¢loaring system. The Iatin fmericnn Bank Accopbtances System (ABLAS)

has alsc created a high degrec of confidcneo intheir fubturc usc.

ii. The factors which, whilc notudirectly rclotod to the Mﬁntovidob
Treaty, constitute basic conditions for rooiprocnl tradé, includc ité
goographical proximiﬁy, the cxistoﬁco of transportation, tho prior exist-
encc Pf trade nctworks and crossed investments, and the fact that bilatoral
1inks.(gnd multilatoral, in the Andcan ecase) hove been consented to within

the sphere of IAFTA,

The first thréc factors hove obvipusly playced a role in.Argentiho cxports
of mnnufacﬁﬁrééé wé have olready mentioned thot the neighbouring countrics

cover thoir essentiol requiremcents through trade with the rogion,

The bilateral or multilaterol link con be defined as a foctor of aceelera-
tion mounted on the inertin of the mechanisms of the Treoty. -Arcentina

has uscd this facility intonsively, hoving concluded o number of agroomcnts%/

1/ BScc scction 4, following.
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iii. Thc clative wnlght of thﬁ ahove fﬁct“*" anDINTS t“ Rl c?mn;gu
over o pcriod of tlme. It is estlnnted that durlnv the first stage of
IATTA the faetors derived from its very exlstence, partlcular at first,
tariff reductions, strengthencd by complementority ngrecemonts, had greater
weight, This was followed by the incrensing weight of factors not direet-
ly reloted with phe Trcntylbut which constitutc basic conditicns. This

is evident;.aﬁbﬁé other thingé, in thc faet that the provortion of the
value ;f-éxpofts cf goods noﬁ subject.to concossions in the totallhas

grown, as menticned above,

d. Considerations coneorning the fubure sugeest that the inerease in re-

gionnl income, the stopping up of the rate of dovelopment of lagging
countries, the improvemcnt and consolidaticn of the balanco of payments
of tho aren, the full utilization of the fruits of industrinl and techno=
logicai dovelopmont, ond cother cbjecetivos envisaged in coﬁstituting the’
regional orgonization demand? omong other things, thot it be reviscd and

up-dated, ond an efficient comncetion betwecn the ccomomics bo cstoblished.

i. This efficient connection has been sought throush two types of a}nar-
ontly-controdictory instruments: competition - through tariff reductions -
and inndequately planned complemcntority agrecments., It would be posdiblc
to identify purc or mixed strotegies - for mixed strntesies, how much com-
petition, how mugh co-operation and in what formr- to scrve the rogiomnl |
optimum or ﬁhe nntiOnﬂl optimum.for each rolevont cetivity. It would |
aprear that bﬂSDd on tho elucldation of questlons of this type, it would
be oosslblo to ostabllsh harmonious polieics, or o systemotic basis, de-

signed to lny stable foundations for indusirial and technological oxpanQ'"

sion, making intro-regionel trade in manufactured goods an instrument for
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the attainmcnt of its objectives - and more specifically its cptim.,

ii. In.the pnst, o cortoin passivify has beoﬁ cbscrved in Argonﬁina as
rogords LAFTA, joined to a relatively seneralized pﬂséivity'in‘the countrics
with the lergedt moarkets. It is belicved that a starting peint for a futufe
policy-would be to identify, activity by activity, the attoinment of spe-
eific objeetives in each casc at supranational lovol - whothor bilateral,
miltilatornl or regiomal - pormitting all the countries to show a betber
porformonce, In such enses it would obviously be nocessary to opbtimize

at the supranationel rothsr than the nationnl lovel, and the instruments
roquired would be dgzduced during the course of tho arialysis, without pre-

conceived prefercnce for any particuler doctrino.

Fundamentally, it is evident thot Argentine should soparste oll thot

implics "inertin® from whot truly constitutes "acceleration® of the process.

Mhlt11atora11ty plays on important role in the inertia of the ﬁrocoss. Sh
inor0051ng recluctance 18 observed on the part of the countrles to assum@
mltilateral commitments, whosc ultlmnt; consaqucncos they cannot always
evaluote, and which cortaln factors whlch to some cxtent, restrict natlonal
docisioné. The more multilateral somothlng is, the slower 1t_pocomgs;.anq‘
a hlghor nolitieal will is roqulrod to 1ncreﬁse its spoad. Pfobloms éé.

varlous kinds that slow down the »nrocoss ore being expericncod not only by

177 S mumber of studics made suggest uscful guidollnos. For instancc: Uno
genecptualizacidn del pancl de ALVMIC en 1o -industrializacién v cl desa~
rrollo tecenoldsico dol drea (1971, op.cit.); Juan Ayza, Gérard Fichot
and Norbcrto Gonziloz: -América Letina.. Intugra016n dcondmica y Susti-
tucidn de imvortaciones. (Fonde de Culbura Econdmics, 1975)3 Gérard
Fichets 1o oxportacién de monufacturas latinoamericenas {(Cusdernos dol
ILPES, serics IT, No. 15, 1978); Gérard Fichet and Norberto Gonzdlezs
gooperacién regicnol v desarrcllos  una pronucsta de nolitica latino—
americana para la industris y el comercio (mimcec., April 1976); ICILA:
Alpunns oriontaciones bdsicas para el oventual ajuste del Tratado de
Montevideo o una nueve ctopa de intesrscidn econdmica (mimeo), and many
others conteinihg proposals for improving the IAFTA system,




LAFTY but also by the Andean Poact and the FEC, and in more than one ense

thore is talk of a "erisis®™ or, at loast, of a junctural disturbancc.

Bilateral or restricted multilateral agreements tend more - toward aceclern-
tion. Integration of cconomic interests is taking place cver and above
the liboml_;i._zeti cn of trede, ms nlready mentioned, and shows that thore
arc some:factors in the proccss that arc not espable of being formally
assimilatod to the mechanisms of tho Treaty, but which can bo-ascribed to
the proccss of sctive co~operation and integraticn thet is taking place

in any case,

iii. These apﬁrOachos have direct implications for certain instrumcnts.of
policy. As will be sceﬁ in chapter VI, Afgcntinn premotes cxports of ma-
nufactures by foering cdrtoin inducements, which-to a large extent aro
direcctod to the countries of the region nnd are used in 2 large measurc by
transnational companies. Thc promotion gcheme is nermissive, opgn.to who-
ever wishes to usc it. Oﬁ thé othof hand, as stoted (chapter IIj, produc-~
tion/substitution/export should e o single coﬁéepfual and operative ob-
jective; ‘bptimb for speecific activitics shduld be sdught,-énd in some
cases the sedréh for a supranntional optimim mokes it poééible to imérovo
performnes over énd above the best national optimum (ehapters IT and III),

Furthermore, the country is working (chapter V) with significant protection.

In view-of the above, ~nd with the Tuture in mind, is it a better policy to.
persevere with a‘protocﬁion/proﬁotion pelicy at thp nationalrlevcl? Or is
a corcertoed policy'at the regiéné};_br‘bilateral or multilato;al level, by
specifig éctivifies, betfer, impiém;#ﬁing that poliéy "wifh" prqgramﬁing; 

ond with a gemuine spirit of coopcration?
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we belicwve thot it hes beer sufficiently demonstratced that in many ocetivi-
tics the éupranqtional solution is morc advanvantagoous for all participants,
The Tatin Americen trnansnational company -~ which we shall discuss briefliy

later in this chapter - makes 1t unneccssary for the question of distridu-

tion of the fruits of integration te be resolved as a multilatéfal problem
prior to tho practienl docgsion. Undor those circumstances, 1t woula bé
sufficient for the idea thot the nationnl optirum is in'many halslel] béttor
servod by supronotional optimo to be politieally BCCuUtOd, and, on that
basis, to build up a system.of ‘institutions and lnstmumcnts to serve all,
without nrceoncoived preferences for sny particular doetrinc. Cortain
types complementarity or regional co-operation_agrqcments might scrve as
instruments of the governments in seeking regional and nationgl optima and
restrainﬂs, ndjustiﬂg the cheracﬁcristics and speeificotions of cxisting

instrumcnts accordingly.

The Treaty of Montovidgq provided two instruments - liberanlization of
trade and_complcmentnrity agreecnents - which serwve ﬁery diffofﬂﬁt‘concop—
tiong of économic policy. To establish, for cach éctivity, whe uses those
instruments end in what propertion, what they are used for, what benefits:
aro dorivod by tho usor and the countrieé, and.under what conditions, is

a problem which, iﬁ the light of experiencé, ean be reformulated to ad-
vantage, taking into account, furthermore, thet in ecortain areas cﬁﬁ

oneration is cobvious,

_/' Tiis is morticularly importent in the field of technologieanl dcvelop-
ment and in the cssc of non-competitive industries (v.. . railwoys,
potroloum, commanications, ete.), in which joint orogrommes con bo
formulatcd with SWOlelGd resnonsibilities for rescoarch and dcvolop—
ment, up to the immovation level. i



If the above reosoning is corroet, the future oricutotion of exports of
Argentine manufactures to LAFTA would dopend on non-liberalized trode,

cn the spoed at which informal mechonisms continue to be Set up and give
fruit, and, in trade subject to somo conscnsual advantages, on sétting up
and putting into cperation a "system" of integration which should Tirst
be strietly characterizedi/ and on the basis of which the mechanisms of

the Treaty could be readjusted.

4, Bilsteral sgreerments of interest for exports of manufacturod goods

2. Background

Daring the forties, irsentina used o poliey of bilstersl trade ond pay-
ments agrecements, ther it abandonedi&he agreement systemy and in the
gsecond holf of tho.Sixtiés there werevstill in forec bilateral payments
agreenents with some countries with centrolly ﬁlanned ceonomies, reciprocal
credit agreementsiwith Latin American countrios, and special lines of
credit to bordering countries for the purchease of goods, particularly

manufactures, ineluding.mechirery ond squipment.

The first mechanism gradually beceme oxhousted, and tho bilatcral paymonts

agreements were substituted by the cleasring house mecheonism in IAFTA,

b. Recent policy

i. The policy of agreemonts was strengthenced in 1973; some agreemonts

ineluded lines of credit to finence exports of ‘rgontine menufactures,

,&/ It is proposed, in the strict scnse of systems enginccring.
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TABLE IV-3

BITATERAL AGREEMENTS - LINES OF CREDIT
GRANTED AND THEIR USE. SINCE 1973 1/

‘(millicns US$).

Courtry = - Amourt of Credit - = . Uscd
Chile _'” 200 o :"109'
Costa Rien o 0 : -
Cuba S 604 : | . 100
Hungnry 1 15 - : .
Poland ' 700 : -
Uruguay . 50 -1

Sourco: Centrol Bank of Argentina.

1/ Until cnd of Novembcr 1975.
Notcs  With o fow exceptions, the gocds covercd are manufactures.

Aprcemonts with bordering countrics serve growing bilateral trade ond sneed

1
up integration, as alrcady mcntionodc—/_

1/ Agreements were made with Costs Rice and Honduras. A trade ond eco-
nomie co-operaticn agrecoment was c¢dncluded with Spoin whereby the
partics grant one snother most-fovoured-notion troastment, agreo to
stimulate reeiproeanl trade promeotion nnd to promote closc cconomie
and techmologieal cooperotion. .\ trode agredment was concluded - -
with the Pecoplo's Dunccratic Ropublic of Koreo covoring o list of
exportable products for coch porty. The crcedit granted to Cuba-
amounted to US$ 800 million ver yoor for six yoars. Sce Background
Deecument for this_stﬁdy: - #0onvenios comercianlcs dc interds pora 1o
cxportacién monufacturcra™. (Trade agrecments of interest for -
exports of manufacturcs). (Spanish version only). :



The mpipeinnl cocds for which tropsnetisons wndzr theze o rcemonts wore
approved are goods produced by the autometive industry, railwsy eguipment,
agriculturnl machinery nond tools, plants Tor processing and preserving food
and beverages, metal structures{ boiler~wecrk, telephone equipment, ships

generators, moehine tocls and mechinery and installotions in general,

Although experience has been toc brief and modest in size to permit a
suitable eveluation of its officisncy {cost/benefit retio), the opreements
granting lines of credit werc sighificant channels to facilitote the access

 as 1
of advanced manufoetures to the countries 1ndlcated.—/

ii. Agreements with socislist countries (USSR, Hungary, Romania, Poland
and Bulgaria) are similar in structure; they no longer contein lists of
products, which in previous agreements were indientives they are more
comprehensive thon mere ir%dé'agfeeménts éihéérthey iﬁclﬁderoﬁﬁer burpﬁées
{expansion and diversificntion of trade, porticipntion in the instailﬁtien:TT'
and modernizotion of plsnts, exchange of techndlogy ond the like), and
some of them provide theot up to 30 per cent of Argentine exports can be
manufactures and semi~-manufocturcs. The commitments they contain pertain
to the governments, and the scceinlist countries nmust create'payment copa-

city for Argentino by purchssing goods in advancefa/

1/ Arrentina possesses a consclidated line of credit contract with the
IDB.covering the finanecing of exports of capital goods and services,
concluded in 1975, Since 1964 there had heen a révelving line of
credit with the IDB. Arminst thet line of credit snd its subseguent
modifications, only slightly over US$ 20 nillion were drawn,

E/ The terms granted for Arcentine purchases are generolly up to 10 years
and the preveiling rote of interest is 4% per cent for the publie
sector, and from 4% to 5% per cent for the private scetor. These
conditions con still be improved ir the agreement with the USSR for
larger tronsactions. The agreement with Czechoslovakia provides for
reciproeal most-favourcd-nation trentment,



Parallel to the abowe, the 1974 Budget Law permitted direct import contracts
through Argentine Stote—owned companies with their counterparts in other
countries provided the goods were covered by trode agreements with those

l
countries.—/

5, Joint Ioting Americon companiecg, Argentine investments abroad, and

oxports_of technology.

the nbove factors arc important instruments in generating external demand

for Argenting products.

a. Tho establishment of joint Istin Americon companies‘is.now o reéiity

in the region snd hns gnthercd speed furing the past decéée; Sueh coméanios
are concontrated significantly in the manufacturing industry, largely in- h
the southernmost area of South Ameriea, so far; :thcy arc nobt cxporters of
manufacturcs;gf‘ their existence is duc to similaf'factors to those of
exmra;régionni invostmonts, nlthough on o difforent sesloj and their

estﬂblishment is usﬁally the result of o previous export of manufactures

}/ The law cmpowers the Executive Bfanch to nuthérizo direet contracts
even with holders of public utility concessions.

2/ An INTAL study published in 1971 (John Elac: Lo emprcsa industrisl
-en lo integracibn de Américo Iatino. Un estudio empirico}, which

annlysed exports of s group of selected monufnctured products in
1966-69, identificd {page 183) thot the eopital of oxporting firms
was owned in pver 90 per cont of the cnses by nationnls of o single
~country; and that when there is an sssociotion of copital of two
or more counbrics, in olmost cvery ceasc a ILatin Americnn country is
involved.
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Prom U counvry of orisin of the tochnclogy to tho recciving country,

Y

usually o relatively loss developed ons.

Theif"most important positive consequence appears to be that it tonds to
create a network of inter-Latin-Americon intercsts, sinec the slow progress

of integration mcchanisms con perhaps be ottdbuted largely to the lack of

2/

guch a network of interests.

As regards Argentinate action, it is-generally agreed £hat Airgentine re-

sidents have very large investments: abrood in financial osscis,

It i3 also o woll-known faet thot mony Arpontine seientlsts and. tochnicians
are working and residing-inAbther countries of widely wvaried develcprent

levels, There is, however, nc conncction between the capacity to invest

1/ INTAL has identified approximotcly 200 different compsnics and presu-
ably there are many more. Among these, 45 companies anslysed made it
"possible to draw the following conclusions: over 80 per cent were es-
tablished during the psst decadey 70 per cont are concentrated in the
manufacturing industry; almost 50 per cent are in countries in the
southernmost region of South America; there are some cases of mixed -
public and private cwnership; in 80 per cent of the cases the countries
are in differont stoges of developmont; they are located in the rclative-
ly loss developed country; the reasons for investment identified are:
10 prevent closing of merkets, intra-zonzal transfer of technology, access
to raw materisls of recipient country, to gein bartering capacity vis-a-
vis multinational corporationsy the local partners usually have a minor-
ity share in the cepital; : and medium-~sized compenics appear to have a
comparative advontage. Originally, Latin Americsn binotional companies
a3 2 general rule were established as a result of a previous trade con-~
neetiony this developed into reciproesl releations, then tended to solve
the problem 6f the entrepencur who possessed the technology, who found a
suitable partnét in the country were: the future company would be located;
added to this wos the nccd of the reeipient: country to substitute  imports
and consequontly the nsed of protection; -gll of which made it possible
to identify the possibility of establishing o binational company. In
other words, the investment by the country of origin of the. technology in
another Latin Americon country, follows its export of manufactured goods.

§/ A word of warning regeording virtual negotive conscguences: a joint com-
paeny 'is o political as well a8 an economic actor, and it would he advis-
able to establish some woy of avoiding » repetition, among the countrics
of the region, of the advorse conscquencos eaused in their midst by
transnationnl companies. Efforts should be mnde, therefore, to obtain
maximum benefits from the joint Iotin Ameriesan compsny, but tak .ng care
that the vrrious coste of a process of this kind do not go beyong certain
limits clearly identified in advencc. And s2lthough the possibility of a
code of behaviour for Iatin American rmltinotional componies is legally
remote, it is belicved thot the prineiples that should form part of such
a2 code should be identified now.



funds and the technologicnl:and entrepeneurial'capacity generated by the
technlcians. Thus, Argentinn pOSSesses a _consideroble supply of the entre-
prencur, copital, and high-level techniecsl skill factors nbroad, although
they are not connected with one onother., Consequently, the country's in-
vestments in companies located abrond, whether or not they sre icing com--

ponies, » good desnl less than they might be.

However, aomg progress has becen mede in the form of publie entrepriscs,

An ogreement hos been concluded withlUruguay concerning hinationai'companies,
and there is o draft low establishing a regime for promoting mixed capital
partnerships for integration and co-cperation purposes locoted nbroad, with

the prrticipotion of Argentine cepital.

Thcbﬁrbééss of déliberately plonned Argentine_invpstments abfoaa‘is thus
in tﬂé ihéiﬁien£ states, and sc far it hos m;;tljﬁbéen prometed ﬁjiﬁﬁe
privé%e séétcr. But‘the conecrn Showﬁ ih fhé problem of Argontiﬁe invest-
ments abfdndtand the mobivotion to tackié i£ ha#e xeached a point in the

public sector where it is conéeivnble that n suitnble poliey in this field

g

mary be forthecoming.

b. The exportation of technology, Barticulerly if cmbodied in capitol
goods, cannée iﬁstrumentnl in opening the doors for fﬁture exports of'
inputs, components, spares, sorvices and other eleménts by the supplying
count:y.&/ Arpenting hns for a'long time éXporﬁcd certain copital goods

- dgiicu;tural m@chinory, for instence - and.recently,ongineering consult-

ants have oven exported disembodied teéchnologyy but, at the ond of the

;/' Depending on the country of destinntion, the agrecments concluded, and
their observance, of course. It could a2lso bc merely the oxportation
of a product that can he ecopied,



fiftizcs, inports of complotc p}ahts for re~cquipping Zemostic industrics
were Still authorized. In 1975 5 reimburéeﬁ@nt of 40 per cent wasrgrSnﬁed
on exports of complete or "turn-key" industriol plants bosed. on natiomal
tocehnologyi Their suitability has not yet been proved in pmetice, but it
shows thot the country: possesses a sufficient critic al miss of Xnow-how
to export and, in the opinion of experts, slthough the mynjor innovation
effort is adaptiva, teh dountry is undergoing o process which nlso contoins

importont crective elements,

The exportaotion of teehnology would have to be ineluded in-a comprehensive
nationalﬁpolicy in this ficld, conducted with unity of conduction. Within
such » neliey it is believed that it would be possible to attempt to instal
"technology plnnts“éf, and proposals have been made to establish a Techno-
1ogical.Déveiopmanf”Gofporatibn.g/ This subject iz alsce important becquse.
of its potentinl contribufion fo the integrqtion process, not only through‘
joinffiatin Americanrcompcnios; but aléo.through the ostnblishmént of a
networkxofrtechnologicnl interests.in fhérregion,'other fgrms of technolq-
gical dd-operﬂtién of practicnl use, énd mcchénisms to onen u?rstéble

channels of reeciproenl trade in monufsctured goods.

A Background Document for this studyé/ concludes that the country is ina

1/ Proposed by Jorge Sdboto in vorious studies -on the subdject.

2/ Troposed by Angel Monti (mimeo., 1973). o

g/ See banekeround doecument by Enrique Martinez: Elementos pora el andlisis
de. 1o oxportocidn de nlantsos industrisles completas o 1lave cn maeno de
Af@entind {Elements for an ennlysis of exporbe of complete or "turn-
key" industrisl plants in Argentina - Spanish version only); and
background documept on Instrumentos parn 1o exportncidn monufoeturcra
{Instruments for exports of Manufactures - Sponish version only).
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ceditior Vo oonlowh shauss of this typd for & numbdr of industrios,
including food products, toxtiles, chiemiecsls, metsllugical preducts

and instruments.

To obtain maximum benefit from this possibility in torms of speecific
exports, the country would have to operotc in cnpiiﬁl goods under a

single plonned direction ond essign it top priority.
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CH\PTER V

FATERNAL SECTOR REGIME, SOME ASFECTS OF
INTEREST TO EXPORTS OF MANUFACTURES

1, Purpose of this chaptor

The regime of the externol sccter in Argerntinn hos undcergone impertant
chonges 1ln several of its components in o short spoce of timec. As a result
of these chenges in the pelitico-economic models, the general philosophy
underlying the conducticn of the externsl scetor at times oxpericnced sig-
nificant short-term changes., MNeverthcless o certain trend, or certain
gtructural aspcets, osre observed in such ficlds as protection, the ox-

change system, and the institutional structurec,

The moin aspects of the balance of paymcnts and relstcd variables, whose

- rosults src influcnced by the external sector regime, were mnalysed in
Chapter IIT. Conscquently, the purpose of this chapter is to analyse certoin
aspects of protection, of the exehange system, ~nd of the instituticns of

the cxternsl scetor, pointing cut the effoets of these factors on exports

of monufacturcd goods.

. 2, Effectivc protection

a, During the current contury, Argentinn went through a period of moderate
proteeticon from World War I until the fortics, followed by cne of inercascd
protection until 1967, whon there was a gencrsl reduction in tariffs. Since
then and until the prescent time, the experts have the impression thot the
various changes in tariffs and special regimes for certain activities con-
tributed to relex protection in some measure. However, the toriff policy

was not nocessarily handled as o flexible multi-purposc instrument, and

SRS P



. ) 1
the purpose of collccting funds wns present througaout;u/

In 1965, out of o total of 200 activities studied, 25 per cent Wore un-
protected (basicnlly, traditional exports) ond all manufacturing industries
were protected, The highest proteetion in reletion to the value added, was
in the capipal geode industrice (over 200 per cont), Tfollowed by manufoc-
turers of intermediate goqu {over 150 per ccnt) and finelly the non-

2
durable congumer geoods industries {under 100 per cont);—/

b. Frotection of‘substitute mamfactures in Argentina was a natural priof
condition in ordsr to tackle eﬁporté of manufactures subsequently.‘ in éoﬁe
activiﬁies; the experte believe that'withcut'protection‘it would ncﬁ hﬁve
been possible for the activity to subsist. In othor ceses trotection ap- _”
paars to be excesgavg, particularly whon it goes beyond the ineipient

atages of the aetivity, or when it permits cut-dated technologies o

subsigt ond slows down technological_progrossjz/ Furthermore, when the

domestic scale is small and the scelefeffect large, it has long been argued.

that co-operstion ot the reglonal level would make it possible to substituto

l/ Ameng the rescxrch studies on the subject sce, for instaonees Corlos
Diaz Alejondro: The Argentine Tariff 1906-1940, VYale University- |
Economic Growbth Center-Center poper 1243 19683 and Pedro Wainer: Io
proteceidn aduvonera efeetiva on la Rendbilica Argpntlna (mimeo. GONAHE
1970), ond previous studies by Doniel Schydlowsky, Reinnldo Bojraj and
Radl Cuervo. More recontly, Julio Borlinsky kindly mnde available z
go far unpublished study mnde by him and panicl Schydlowsky on "Incentives
for industrializntion in Argentina" (mimeo~restricted, 1975) concerning
cffoctive proteetion In 1969, This study introducecs concepts of pro-
teetion in respeet of cash flow (valuc added less wagesy i.c., roughly,
remuncration of the entreprencur ond of capnital before taxes), and
introduces cother definitions and methodological speeificntions.

2/ Pedro ¥Woiner (op.cit.)

3/ TﬁiS'fﬁfaa@ifion'io the adverse scniéfefrect. _Other costs ond many
benefits, of course, form part of the funetional cf the protected
substitution, but their deteilod study is not the purpose of this
paper.,
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with little or no nrotection, and even to export without prommtion; depend-

ing on the cnse, when the capacity to cepture tochnolegy is good.

In the ¢nsc of Argentine; it is conceivable that protectiod has boon asso-
cirbod With tha possibility of sustaining a capnéity of compotition duwe to
price~cffects index%/whigh showed a declining trend - we shall revert to =
this-in section 3, following - as, by loying the burden of protection pre-
dominantly on tariffs.ond other porollel restraints, it has boen possible
to reclease the rate of exchange from that function. This would have cons-
‘tituted an adversemqffqgt for cxporte of manufacures, bub with less ro-
tec%ion both the import demgn¢ and the rate.pf exchange would heve been
higher, thus notentially permittingra 1argéf outflow of experts of moanu-

factured goods,

8
The two preccding parographs nreapparently contradictory., Argentinn

clearly necded protcction to substitute; it is obvious: that it had no
alternotive. TFurthermore, to lﬁyrtho burdon of the ratc of cxchange on
protoetion would have meont. granting externs) savings o disguised subsidy
in terms of national assets, which would Hove impaired the structure of
ownership. ¥Finally, to the cexbent that traditional exportsjgcncratod
gufficient foréigﬁ éxchange to.finénéejan;edequaterrﬂte ofrgrowth of thei
GDP at’h sﬁfucturaliy mich léwapm;ﬁﬁe of exchange than tﬁéﬁngQuirgﬁ;tQ{f
export non—traditionai mﬁnufsgtures,tit wo s apparently:uSGless to mointain
ovérndevaluated-r@tes of oxchange t6 oxport what it would not have beéﬁ,

rossible to substitute previously.

1/ It will be remembered thot this index is the rotio of the rnte of ox-
change indexes to domestic costs or domostic prices of exportable gecds,
or another series (general implicit vricc level, non—agrlculturﬁl whole~
sale prices, cte.), which is SPOleiOd whe rc avproprlato. i



The problen chonges when the country necds to cxport manufactures as a pro-
roquisito to finoneing its development in forcign currency, and here again,
the heterogencous nature of easses oceurring in the differcnt activities de-
monds a consistent sclective troestment of the problem. Now the guestion of
not finsneing relotive inefficiency has a new connotation, but iﬁ becomes

necessary to aveid genoralizations in establishing the type of ineffiecienecy

concerned, activity by'activity.i/

In ony event, in systematically creating new activities, in view of the
mpaee of teehnologicsl chonge, it is esscential that each activity bo con-
ducted with suitable orderly plonning 8 thot protection may be flexibly
handled, in proportion tc the relatively early stoge of the activity, and

2 ‘
thot exports be ordered concurrently,—/ with promotion if noccssary.

Thus, protectlon nand promotlon are fwo endcgenous vnriables in the problom
of finding » dynamic optlmum.by activities, whon optimization takes place
at the national level or at the lovel of an integrated rogion. While i%
is true that to a cortain extent they are linked - at lcast beeousc more
protection demands more promotion - at the netional lowvel, the profiles

of both variables will nocessarily vary depending on pnrtial copbimn, ac-

tivity by activity, and taking into account other voriadbles which affoet

1/ TWhether the inefficieney is duc.to the cffect of seale, utilization,
price structurc, technological skill, ownership of -technologies, oligo-
‘sonie foectors, ete. "Ex-anite and "ex-post® efficieney should be clearly
distinguished. ‘ ’

2 I is no longer over-fastldlousncss to conceive thot in programming
conduction by sctivities it is neccessary to use a suff1c1ontly extensive
FERT to order decisions snd actions throughout the life ceycle of each
good, and cven to provide for its futuro cbsolescense,
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the overnil copacity of compebition, opart from rotes of exchange and-

prices.l/

¢. In 1969, afﬁor the 1967 tériff-reduction, working‘with exporfs that
actunlly tock plnce; offecti%e pyotoction to value added showod a noggtivo
valué of 40 pér cont.gj ﬁominairprotoction also‘affected exports of manu-
factures vis-n-vis salcs in the domsstic market; The adversc cffecf was
myintained under cthor definitions. I we were %o conéider thoe cffoet of
an oxchange adjustment to bring the rate of exchango to par velue under
free trade conditions - based on real conditions prewailing in the yoar
under study - there would still be o significant effcet against exports

of manufactures. This negative effoct therefore persists, both in absolute -
(comparcd with a frec trade situation) smd relative terms (when the salcs

induccmont in the country is grcator than the inducement to export).

If we were to take into account the risk »nd uncertainly factors in com-
puting the volue of the expectation of an income of cntreprensur-and-

ecopital remuncrotion in selling monufoctures in the country or exporting

;/' At the level of those proeise problems, the grest importance of the
initial decision with regnrd to coptimizsation and consequent conduction
by activities or by fields of policy is obscrved. Viewod from othor
angleg, the conclusions regarding the relative structurce of promotion
ond’ protoction would also be different. For cxemple, P. Weiner (opus
cit.) proposes that, given a dosired structurc of effective protection,
a nominal protection and an "ideal draw-back™ he deducted, returning to
the oxporter exactly all cost incronses duc to protection~effoct in
respect of the internsational morket. This would cnable cach industry
to compete in the intermstional morket on the basis of its cwn "un~
adulterated” officicney. Hcre it is belioved thore arc other foctors
that constitute a. funetional of overall capscity of competition aside
from the capacity of competition duc to pricc-offeect (emuneity of -
competition duc Ho information-effect, markoebing-cffeet, politicol
support-cffect, ote.) ond thaot the conduction of export nctivitios
must cover thoem all. Woe shall revert to this later,

2/ nta from the study by J. Berlinsky and D. Schydlowsky (cp.cit.).
These ratios are oxtromcly scensitive, deponding on the input—cutput
rotio. The 40 por cent contains effcets of weighting and of tho
levels of agegregation of the annlysis, among others,
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therm, it is belicved the distance would te even- greater,

d. Turthermore, the computed'effective prdtection to value added in ox-~
ports of monufactures contoins the effect of fiscol ond finaneiol stimuli.
Consequently, in 1969 such stimuli would mercly hove ployed a correotive

rcole in respect of cost~cffeets of protection, cven if only portially.

Asg already stétcd, the course of cost-effcets of protecﬁion hos not been
measuraed subsoguent to 196é; but it is the view of exports thot therc

would hav§ beon a decline in the negative offect on cxports of manufaétﬁéés;L
Had this been tho ecase ond the not offcet had been zero, only then would
the-set of "stimuli® have fully performed its correctivo:function in respeset

of the cost-cffcet of proteetion.

This is-a very important conclusion, as it demonstratcs that stimali in
themselves arc not subsidies, but corrective factors. This lecads to a
complete revision of the coneedt of disloyal practice - .subsidy, in this

ense - which is exomined in greater detnil in choptor VI.

3. Exchanee markets ond rates

a, Ovor the yeors, Argontinn hns tried nlmest evory possible SyStOm‘pf
exchange morket, from,a_singlé free market to o controlled morket; ﬁith
one or'f pumber of rotes in the officinl morket; q bi'dd'i_ng mrket in timos
of extreme Shortage of fore;gn currency; the proctical existénce of.d
parallel-mﬁrkot Mmenévor £héfe.w35'nn official markef; thecintroductioﬁ

of prior deposits at various times, and others. The import policy fluc-

}/_'In fact, the relative bias agoinst ¢xports, measurcd in terms of oniro-
Proneur-and-copitnl-remuneration, is conceptualized in deterministic
terms. If we added the effeet of probabilitics of o mthemstienl ex-
pectation of income from thot factor by sclling or exporting, no doubt
the diserimination against exports would be greater.



tuated hetween freedon to import nnd the requiremenﬁ of a prior exchange

permit, with the addition of "necd cortifiecates®.

Exchange ¢ontrol wn8 introduced at the time of the Grent Depressiong during
Woxrld War IT conditions were liberolized, bcenusc of the shysical shertago -
of goods to importy in,1946/49 there was a glut of forcign currcney aceuw
miloted during the war, and s8ince then the exehange morket and cxchange
holiey has been conditicned by the shortage of forclgn currency in an

atmosphore'bf fluctunting ocxports ond incrcasingly strict contrel of imports.

The deeision concoerning its characterdistics has been influencod by the no-
litieal prefercneo of the Government, at timos nssociated with inﬁérnational

1
commitmmnts.~/ :

‘

b,  In the long tocrm, since the sccond deende the present contury down to
our dnys, thoro hos been a doclining trend in tho ratio botween the free
mrket ratomofgexchangeg/.and domestic prices, which is here called con-

ventionally the index of theMeaopacity of compotition due o price~offcet®,

}/ A detoilsd account con of coursce be found in the Annuol Repords of the
Contrel Bank of Argentino .since 1935, rnd in the Annuaol Renort on
BExchoned Restrictions ,IMF. The background doeumcnt Instrumentos para
la exportacién de minufacturas (Instruments for cxports of monufactures)
contains a discussion of thc cxchango systom provniling in 1975.

2/ 1In recent years, "porallel® (disinstitutionnlized). This serios is
considercd ns being ropresentative for this overall purpcsc, '
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TABIE V-1

LONG-TER:” BRHAVIOUR OF THT G PACITY OF COMPETTTION
IUE TO PRICE-EFFECT INIEX o/

Base: 1974 = 100

Relative raté of exchange indexes in respeot of

Period " Prices implicit Non-agricultural
in GIP wheolesale prices.
1913 - 1929 ‘e 234
1930 - 1939 225 b/ 337
1940 - 1949 : 195 ‘ 232
1950 - 1959 220 228
1960 - 1969 119 116
1970 - 1975 117 115
1930 - 1959 213 266
1960 - 1975 . 118 116

Sources Frepored frbﬁ original Central Bank and INIEC dota.

a/ In terms of the quototion of the peso in the international mrikct.

b/ Wholesale prices (genersl level) werc used prior to 1935,

¢. Nen-ngrajcultural industrial cxports expericneed favourable exchange
copditions during the fiftics. The capacity of competition idook dropped
significantly during the sixtios, end that was when rate of oxchange cor- |
rectors appeared, at first in the form of refunds and drawaback{ and of

reimbursemonts later.

However, the cnpneity of competition indexes in the short term werc highly
unstable ~md the uncertainty for exports. gonerated as n result wes sig-

nificant.
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. TABLE 'V-2 '

BEHAVIOUR DURING THE PAST FEW YEARS OF THE CAPACITY OF
COMPETITION DUE TO PRICE-EFFECT INDEX

Year ) "Free! rate of exchange Relative rate of exchange
~ AJP. per.Us$) . .indexes in respect of non
A agricultural wholesale prices

1969 . 3.51 o , . - .106.2
1970 3. 86 103.4
1971 6.14 121.0
1972 11.52 N 134.7
1973 11.29 . 86.0
1974 16.25 ‘ 100.0
1975 % 73.28 146.1
1874 :
march 12.40 87.8
june 14.90 94,7
september i B - T 107.1
“december 22.00 - 110.7
1975 o S -
march . 28.35 109.6
june 52.00 125.1
gseptember _ 104.23 _ 149, 3
december o 140. 10 155.5

Source: Prepared from original Central Bank and INDEC data.
* Preliminary -

In 1974-75 inflation gained momentum ard, particularly in the second half
of 1975, a system of creeping rates began to be applied, and a number of

expectations caused rapid movements in the “"parallel" market.

d. In the meantime, prometed exports began to receive a favourable (before
correctors) official rate of exchange upon the establishment in 1971 of a

financial market with a higher rate than the commercial market. Part of
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the” promoted exports then came to bc llquldated at thé.flnancial rate (10
per cont nt the time when ‘tho system was estobllshed), untll 1n 1975 one
hundred por cent of such exports wers 11qu1datcd in the flnﬂnclﬂl market.
Other ad hoe forms of devnluation werc used as well {the speclnl flnnnclal
market, estnblished.in August, 1975}, but thesc mechanisms did nct raise
the resulting official raote of exchange sufficiontly to meteh thé rise in

1
domeatic prices of industrinl.products;—/

TABIE V-3

RATES OF EXCH'NCGE FOR PROMOTED FRODUCTS,
BEFORE CORRECTION o/

- . : Prec : promoted Capacity of competition
For proc- Implicit ratio due to price~ceffect

Year moted — for im- - S index in promoted
products ports AP “Frce" products ¢/
- per Us$ b/ : CoT o T
1969 3.50 150 © 51 Lo
1970 - - 377 377 3.8 ° 1oz | 163
1971 4,74 4.61 6. 14 1.30 150
1972 8.01  8.16 1152 .46 151
1973 9.66 9.3  1L.29 . L17 . S 119
1974 . 9.93 . 8.8  16.25 . L.64 100
1975 4/ 30.10 L. 73.28 2,43 : 98’

Source: Centrnl Bank of Argentine and INDEC,
a/ For rcimbursements, refunds, ote.
Quotation in internationsl or parallcl markets,

Deflated by non—ngrlcultural wholesale prlcc index.

& lo Ig

Prellminary..

]

In the average for 1975, the rote for basic metal industries ond capital
goods wos on average 10 per cent higher than the svercge for industry.
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Consequently, the capacity of competition index for promoted products drop-
ped on average from 1969 to 1975, being 60 per cent- leower in 1975 than in
1969, Thercfore the -ddmand for the usc of correctors such as reimburscmonts

grow systemotically,

e; Concurrently,lthe gap betwecn the "eraah (paraliel) rote of oxchange
and the rate of oxchénge feor ﬁromoted preducts widencd ns compored with
1969, when they were on a pari and the éveragc “freoﬁ rate for 1975 was
2.4 times higher than the rate for promoted sroducts, This in itsclf in-
troduced a strong inducement for smuggling exports, under-invoicing of

exports, ond over-inveicing of imports. o .

f. Afﬁer a;political chonge and a change cconomic poliey in the first holf
of 1976, the levél of the free rate - now officially regulatcd.~~wa§ reduced
while the officinl rate grodunlly increased, ond a lorger proportion of
trensactions bogon to be liquidated in the free market, thus shifting to

a regulatod free morket 2nd rotes of exchange, with preferences for certain

@basic imports (c.g., paper).

g. This handling of the cepacity of competition due to pricc-effcocet led to
the nescessity of resorting heavily £0 correctors {mainly reimburscments)
during, the past few yoars until tho inereasing fiseal deficib}/ limifed
their use. Feor this,rcas?n, and duc to the influenecc cof other fﬂctors-dis+

cussod sorlicr, promoted exports declined in 1973,

1/ The proportion of the deficit in total public cxpenditure rose from 12
per cent in 1970 to over 50 per cent (preliminory) in 1975. We refer
to the ratio of defieit to expenscs of the Netionol Trossury. '
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k. The cxpericnce of lfroenting durdng thoe pest few yeors in the field of

oxchange, interproted in terms of mony more elements than the pertial in«

dientors mentioned, is enlightening.

Obviously it is not possible to work with over-valued or undsr-volucd na-
tional currency; -first, beesusc of the well-knovm cffeets of stimulating
imperts, discourqging or impeding exports, subsidizing the flight of ca-

pitol, »nd otherss and second, bocrusc of the alsc well-known effcets of
subsidizing oxternsl savings in terms of nationol assets, oncournging the

detericration of expert nrices, ste.

The question of whethoer a relotively larger burden of protetction should bo
borne by tariffs and other measures or by the rate of exchange, knowing

that both factors influence one snother, is »n orcn question.}/ '

In the:.case of Argentina it is nceessary to establish the opbimum method
of work, although it is folt thot the reto of exchenge should be releoased
na far a3 nossible from the burden of protection. It is a2lsc known that
a high effective protection affcets non~traditional cxports, »nd that if
such protection exists, correctors must be introduced in order to be able

to exnort those: goods,

It is gonbrally accootod thet the weight of selectivity in cxports of monu-

2
factures must not be borre by the rate of OXChﬁPGO but by its corroctors.—/

é/ Cf. Julio Borlinsky: Proteccidn y veriscioncs cn la teosa do cambio.

Mimoo. May, 1976, points out theat a change in the exchonge ratcs in it-

self affeccts nominnl nnd effective protoetion in dndustrics thot conipete
with imports and laters the relative rotes of protcetion smong various

activities: and that, being a devrlustion, it incresscs protection oven

if such devalusntion is uniform feor outputs and inputs,

§/ See Bnekground Document. on Instruments, which discusses in detail some

practicnl aspects of experience in Argentino, ip thoe opinion of experts.
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It is also n_well-known fact thnt whon cortrolled officisl cxchongo morkets
exist, these alwoys encourage the existence of porallel markets, and that
the differencgngotwoen the guototions in both morkets hos a moximum lovel,
above which 1llegit1m”to transactions become gonerQlized. In such eases,
thlo exports suffor 31m11ﬂr effects to those caused by OVor-valuatlon,

the pﬂrﬂllcl rnta which 1s fnr removed from tne off101a1 ratc brlngs into

plﬁy ccrtﬂln over-devnluation effcets, such as tho purchasc of ox1st1ng

notionnl nssets ~t very locw odrices in forcign exchangc.

It is likewisc known that when therc is a very smnll difference betwcen'
official and fresz rates, oxcessive genorcsity in the inducomonts offered
for exderts leads to over-invoicing and even to simlated exports, in

order to take édvnntage of the inducement.

However, taking into ﬂccount the renl struceture of the export trade, with
high eoncentrntion in o few ccmpanies that have a relﬁtlley hizher etaort
cfficicney, an effective ratc of oxchwnge aﬁUllOG to an act1v1ty acts os
an ™umbrella price™, ﬁhlch makes it DOSSlblO to oxoort with somc benefit
for less cfflcient companios whllo 1t genor tus hi&hcr benefits for the
morce efficient oncs and the ones which exports most. Taklng into account
this characteristice, in the real conditions oexisiing in.ﬁrgéntina, a mxi-
mum level would be set for rcimburscments sc thot the "umbrells price® will
not gencratc exccss benefits; but this is also bounded by the fact that
excessive strictness would adverscly affect the cxports of predominantly 7

national companies, which arc rolatively smoller.
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Morcover, in relative expericencc o dotum in the preblem is that the rate
of cxchange required for traditicnnl cxports is structurslly lower than
thot reguired for experts of manufacturcs, snd that if o single effeetive
rate were cqualizod for bothy more domestric componsatory instrumonts
would be roguired,. of the subsidy type, to prevent domestic snd interna-
tional priccs of focd products from hecoming equalized.i/ Essentially,
"par® rotes of exchange for cxports of manufacturcs of agricultural origin
arc lower than those of non-apgricultural manufacturcs. As the iovol of
abstraction is reducod, this Same pettorn loads to the identification of |
a wholé range of difforent nar valués, which rcquest ox-snte o di%fcront-
real cffeetive rate of exchange if it is desired to divorsify cxports 5&
types of geoods, minimizing the loss of export opportunitigs, without gront-

inz cxeess benefits to the experter.

A single offccetive type is not,‘théroforc, viable unleass imfort;nt adjusﬁ-‘
ments are introduced in the domestic‘price structure after taxcs; but

too high o disnggregation would lead to & multiplicity whieh, in turn,
would be unmanageable for variocus ressons. This wﬁuld mke 1% necessary

to usce a "eutting" eriterion with rogafd to the usc of rote of exchange
corrcctors, such os reimburscments. It is possible, the, to csleulete n-
poritics, but sconomie poliecy could not operate with them all, particularly
under conditicns of signifiesnt voristions in the levels and structures of

domostie and world priccs.,

1/ At loast as regerds food praducts, as such cqualization of priccs
would imply o tronsfer from urban wages to the agrieculturnl cntrecprencur
to af éxtent which could not casily be envisaged as socially viable,
not only in viow of the constllation of resources of the country .
but also of the claiming powor of organlzcd workers,
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i. The foregoing raiscs questions of o more genefal type.r-In effcct,
when the supply of resourccs is esscntinlly flexible and debénds on the
eapneity to capture exportablc technology, the concept of a single ﬁhedre—
tieal or cquilibrium psrity to servé the country's optimunm wduld‘hardly |
be volid as a ncceassry assumption for cconomic poliey in cases gsuch asg |

thot of Argenting.

Ict us nssume, furthermorc, thot the country gencrates moro savings than
it roquiros_for its investments, but hes te pay @ pre-cxisting oxternal
debt: at what level should the "equilibrium™ vosition bQ ¢s8toblished - in

the balonce in current account of the balance of payments?if .

Tven inm economios which gencronte n'very large surplus by éiporting a non-
renewable resourcc such 05 cil and wish to ¢xsort manﬁfactureé; the dis-
persign botwgon,paritios would be higher still and in o given situation:

- if we wprk with q_single pority — equilibrium of the balance of poyments
would reduire‘a réialuation, while cxports of momufacturcs would reguire
devaluation. In such o cese, shculd the country exhaust its non-renewable
resource firét_and oxpgrt mnnufnctﬁres later, or is it better for its

optimum o work with more thon one ceffeetive rate from the start?

The spece of -Solutions for the strdcturc nnd lovel of oxchange ratos is
boundecd by mony clements; e2nd the fact that the Sujplﬁ of factors is
csgcntially fleoxible in the rcol world of today clarifics, rafhor than

| obsecurcs, the problem from & concepbual standpoint, although it adds coﬁr

ploxity due to its non-linear noturc. In*fhct, onc of tho requiremonts

l/ This, in turn, locads-‘to determining the optimum size of the foreign
debt and a eriterion to optimize the specd with whiech the shift from
the current externnl debt to the optimum debt is accomplishedy this
calls for a criterion on the opbtimum discount rete, cte.
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Tor the structure of currcnt offedtive rates of éxchinge which makes the
prqblem lgss li;ear {3 the reouest that it contribute to Ceptufing toch-
nbi@gy_éb 88 to opbimize the behaviour of thé externnl Secotor in the long
term: And this is not A purely acadsemic tyme proposition; but an extrcmely“
pragﬁical reguest, which applies to the present problems of the developing

world ond of the countriss thot are in the proccss of industriolization.

j. In the case of Argentina, it is the expert's opinion that officicney

in the management of exchange could be improved.

The country's éxperienco suggests thot a certoin amount_of multip@igity
in exchangd rates is inescapable, ond that this is manogoable with ox-

chonge deduetions ond reimburscments based on a Ybasie" rotc of oxchnrngo,

The problem as to what type of selectivity should be used, what atﬁributos
should bc used to ostnblish it, whot should be the level of disaggregation,
how itrshould,be operated, on whot requests $o exchonge management and on
what cxogenous factors it should be bnsed, ealls for specinl study. But,
in ony cose, we know that ¢ realistie rate of cxchonge struqtu:e is

required,

It is"possiblo to design such a realistic structure on. o Sound tocchnienl

basis. By optimizing ot the national level, and working dymamieally by... .. -

activities, it is conccivoble thet o space of ndmissible parities would
be found feor oonch activity,—/ tearing in mind the mony voriobles thot in-
fluence priees nnd volumes in Argenting »nd in the refercnece countrios

- purchasers ond competitors - concorned in cach case. It is interesting

1/ This makes it mocessory to poromstrize the modols.
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to notc that this docs not change the traditional rulés of the game inas—
mich ns it means accepting the hypothesis of competition nt the world

level, assuming thnt each sctor is retiomsl ond odmitting that his ration:
~ality lends him.to optimizc, in his own interests; but thot ho must do
so using sclective, sophisticnted instruments - which docs not nceessarily
imply adopting eriterin which assume thnt the optimum Tor o competitive

set coincides with thot of ench actor.

Another experience which is partieularly ciear~in,the process of inflation
which the country has livcad through is thnt thorc is no alternntive but to
have a flex1ble rote of exchange. How to administer flox1b111ty without
genﬂrating inflationary expcctations is not quite clenr, nnd the solution
to the problem ¢nlls Tor grcnt clarity in inflation theory. However, oX-
pcrienge suggests that small adjustments arc advisablc&/-und that the
governmonts should hold in roserve a sufficiont degree of freddom to handle
it without tyihg the exchange rato fast to a giwven oxogenous vnriabie-or

sat ofivariqbles.gf :

The varinbility in the eapacity of competition level due to pricc-cffect
rclatively discouraged exports of mrnufacturcs ond, enrly in 1975, even

led to eancelling previous export commitments.gf This particularly affected

1/ Smll adjustmdnts to aveoid unbﬂldn01ng the system (ef. Ana Maria
Martirono-Mrntel: Propiodades do convergencia de un sistomy FeNerg—
lizado de tipos do combio ropt ntos. Mimno., 1975).

g/ Perhaps what a “"Yims® edltorlallst published over two dcoeades ago
under the title "Modorote inflation for cver?” has turncd out to be
a roqliétlc forecnst, It nppears that this will continuc to be the
case in tho immcdiatoe future, and the erceping rate of cxchongoe in.
such exogenous world conditions will be a fecdback of inflntion, at
leost in port, in the economies of individual countrics; but not at
the world lewvel for th countrics thaot connot cxport beesuse of “their -
own inflation. .

§/ Scc background documcnt for this study entitlod "Encucstos y Andlisis
sobre los cxporbaciones monufseturcras argentinas (Surveys and anmalyscs
on cxports of Argentine manufacturcs) which contoins the rosults of a

survey on exporters condueted cnrly in 1975, ond the summary contained
in Anvenddae TT




notionnl comparnics.

The rTonaons for this have alreaay been stated, ond if the conclusions of
this analysis were only that the exgericnec of Argentinn suggests the nced
for a.rea;iétic and flcxiblo cXehonge structure, it would mﬂrcly confirm
the result of meny other anslyses, and that alone is good, If we-ddd thé
requirencnts thnt the system must operate seldctivély a2t the-iévelbe &oél
cffoctive rotes, under certain optimum conditions by activities; ﬁithta
mmber of ratce levels between a reguired minimim level for widaiy separate
maritics ond at loost mrximum admitted by the capacity t§ hnﬁdlé the system,
ond tho requiroment of efficient instruments, this callé for a task of per-
manent analysis which those responsible for conducting the external seetor

should undertako.

4, Forcign sccbor institutions and their operation

Tty Ambng:the cxisting institutions, the Ministrios of Economy snd of

TForeign Affrirs and Worship arc »t oresent responsible for foreigm sconomic .
policy. The need has long boen felt of adopting morc stoble institutional
forms to co-ordinnte operotions between the two ministries, The prineipal
existing institutions responsible for cconomic decisions and instruments

’ L
of the forecign sechtor cperate within the sphere of the Ministry of Economy.-/

}/_ Principally the Contral Bonk, the Scerotariats of Stote of Forcign Trade
ond Intcrnational Economic Negotiations - to which the Troado Counsellors.
abroad are answerable; the Seerctoriats of State of Industrial Develop~ -
ment =nd of Agriculture and Livestock; the Notional Administretions of
Foreign Tconomic and #innnecial Policy and of Customs, and certoin autarkic
institutions (The Notionol Groin Boord, the Netion2l Meat Board, the Na-
tional Institute of Industrinl Technology, and othors). The publie ond
private banking system also participates fully among the institutional
mechanisms responsible for application of ceonomic and financial regula-
tions.

P
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The sbove above institutions have legol characteristices and burcaucratic

structures. Their flexibility is limited by their very naturc,

. The rotatlon of top lewvcl doclslon-maknrs has bcon very hlgh durlﬁg ﬁho
nast “pow years and this has introduccd important uffocts on tho rellabillty
and offlclency of the policy. MNevortheless, thc mrin 1nstrumcnus governlng
the conduct of oxvorts of mﬁnufncturos have beon in cxistoneo for a numbor
of yearé éh& it'has bccn possible to acquire a broad oxpcrionce conecrning
tholr acﬁﬁaijndminiStrétion. Thc.intcr-connectod offorts of govermment
officinls have boon imtonsive and the offorts of thoso officisls havo
ténded to offset the adverse effects of the high rotation of fgp—lo%él

deeision-makers.

Raticnality operates by successive approxjmntiong, and the informetion
system is considercd wcak.-"bogéoquentl&; the'institufioﬁal complex wﬁs
activated by the offorts of officinls - or of »Harticularistic intecrcsts -
rather than in terms of objectified factors in stable srogrammes conducted
by meons of a control panel&/ of the external scctor, snd mounted at various

levels of operation. The effort to be made by unit of result., =

1/ By cortrol panel is mesnt @ unit that gothors all the pertinent inform-
ation and rclotos it in o model which sorves not only for controlling
ecurrcnt conduction and its perfqrmoncc, ‘but whieh also has o forccasting
capzeity, at least in thc short torn, and an orlontlng caaaclty 1n the
medium tern, *

g
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The fact that conducticon is pot owranized strictly as a syster=" is believed
to affect the ccst-benef1+ Patlo o 1he cond Ltion_ o,_if _exports of manufactugqu,

particularly to the extent tnat it lmpedes mAnY expor*s that would be poo—

sible under better basic institutiondl and operating Lond_t¢ons.

b. The case of Argentlna sucge%ts 1nat the 1nsL1tut10na+ systbn should be. .
reviewed, to detewmlne a userul system to maximize the effi cagy and offna

/
ciengy of the CODdthlOF of the external sector. 2

*

i. The following are basic assumptions of the analysis:

- The cauntry ﬁbt1m1zas ‘at” ?he nat Jonal level and accepts ﬂxmanta”basicaliy..

national PeS‘rlc@Jons, and only ce“taln reSt?lCthna of the envmronmenL,

K |'N1. . e

PPOduCthn/bJBStltutlDﬂ/er0T+ must, without ex cnptlou, form a single
context of poslicy, of which protection/promotion: are important, bag, not .. -

exclusive instruments.

1/ System in the strict sense means tiye assenly formed by a transformer

box {T), on which converge inlets (E), From which there are outlets (3)
and which processes information and/cr energy and/or matitevr: and a
regulater box (T) which received information, compares.it with the plan -
(P) 1nsxda it, dud issues three types of orders: ;eecbgbk to inlets,
-adjustment of the structure of the
trans former box, or self-correction
.« of the regulating functign irself,

i@

et it et

Information and/or energy and/or-matier Flows. sesmerercu’

Information flews to regulator .

C o Lo UV

Regulator order fliows P
2/ Las instituciones parala conduccién del sector externo {“Institutions . -
for the conduction of the foreing sector') - Background documeni-
Spanish versicm caiy}, ‘Jca“ with. the reasons uﬁdeqy+n xhﬁ,ﬁ{bpﬁsale“”
on this point in some detail. The road of this revision is Fundamental
~although nct exclusively-, deductive and also tekes inte account ®
number of prpposalis prasented in the publie sphere during the past few
years. The following points should consequently be interpreted.as a
deductive-constructive appreach vather than an atterpt to make bpec;fic
recommendations.
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The oxternal scetor in itself constitubtes o system in the strict sense
of systcms engineering. Consequently, it must be operated with unity

of conducticn, and of control and fecd-back.

~ Thc policy of the externzl scctor, with unity of conduetion, ghould meet

multipurpose requests, not only economic ones,

~ The countries cannot fail to conduct, in a centralizcd manncr, a policy
on structure of the espacity of decision in general, and in particular

on the conduction of the external sector.

- Only purely cconomic requests concerning the conduction of the external

sector require adequate, flexible and renlistic state action,
- The external seétor policy must incvitobly be selective.

-~ 3ineo a critienl speed must bo surpassed in inerensing efficiency, the
externnl scebor policy cannot rely only on induccment instrumonts, but

should have a high dircectionnl cofficiency.

11, If tho nbove is corrcct, it is possible to doduce - not postulate -
a certain assignment of responsibilitics in cortain bodiosy some of which
will have to be e¢stablished and thoe context of cxisting ones adjusted.

" The backeround document on "Institutions for conducting the externel seectort
includes proposals for discussgion concerning # Sceretariat of State for the
External Sector, whose flexible executive arm would be an Extornal Sector
Corporntion; a “goneral stoff" to assist in top decisions withdut inter-

fering with line decisions, ond these aﬁd other bodics would be integratéd

v

1/ Wo sball rovert to this in Chopter VI.

e S
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The fTact that conduction is not organized strictly as a Systom—/ is bolicved
to affect tho cost~benoefit ratio of the conduction of cxports of manufacturosy,
particularly to the extent that it impedes mony cxports that would be  nos—

8ible undcr better basie institutionnl ~mad operating conditions.

b, The enso of Argentine suggests thot the instituticnol system should be
reviOch, to determino a uscful systen o mﬂximizc tho officaecy and offi-

cicney of the conduction of the externsl soctortf/

i. The follovwing arc bnsic assumptions of the onalysiss
~ The country optimizes at the motionnl level and accepts cx~onte basiecally .

mtional rostrictions, nnd only cortain rostrictions of the cnviromment.,

R
- Production/substitution/export must, without oxception, form n single

context of policy; of which »rotection/promotion arc important, but not

oxclusiv_o instrurmcnts.

;[' System in the striet sensc means the asscmbly formed by ¢ transformer
box (T}, on which converge inlets (E), from which therc are outlets (S)
and which procesges informotion and/or encrgy and/or matter; ond a
regulator box (T) which received information, comparcs it with the -

: ‘ plan (P) inside it, and issues threc
types of orders: feodback to inlets,
ndjustment of tho structure of the
transformer box, or self-correction
of the regulatlng funetion itsclf,
Informotion and/or energy and/or mtter f£lows
Informotion flows to rogulator
Regulator order flows.

2/ 1Ins instituciones porn 1o conduccidn del gector exterpo ("Institutions
for the conduction of the foreign sector")= Background document -
Spanish version only}, decals with the reasons underlying the proposals
on this point in some dotail, The road of this revision is fundamental
-nlthough not exclusively-, deductive and olso tnkes into,accounﬁ”a'_ '
number of propesnls. presented in the public sphore during the past few
yenrs. The following pointe should conseguently be intorpretcd as a
deductive-constructive approach rather than an attempt to make specific
recommendations.,




- The extornal sector in itscelf constitutes o gystom iz the striet sonse
of systems engineering. Consequently, it must be operated with unity

of conduction, asnd of centrol and fecd-back,

- The poliecy of the externsl scetor, with unity of conduction, should mect

raltipurpose requests, not only cconomic ones.

- The gountries cannot fail to conduct, in a.centralized mnner, a poliey
on structure of the capneity of doeision in general, and in parbticular

on tho conduction of the external scector,

- Only purely economic roquests concerning the conduction of the external

sector require sdequate, flexible and realistic stnte action.
- The exterdal scctor policy must inevitably be selective.

- 8ince a critiesl speed must be surpassed in inerensing cfficicney, the
externnl scetor policy csnnot rcly only on inducemert instruments, but

should have a high Qirectional officiency.

ii. If the above is corrcet, it is poSSlblO to deduce - not postulate -

o certnln asszgnmnnt of reswonsibllltlcs in ccrtaln bodics; soms of Wthh
will have to bo ostﬁbllshed anu the context of cxisting ones ﬂa;ustod.

The bgckground‘docum@nt on "Institutions for conducting the exbernal scctor®
inciudes proposalé for discqssioﬁ concerning n Sccretariat of State for the
‘ Ekﬁernml.Soctor, whosé floxible exccﬁtivelarm would bc an External Scetor
Corporationg .a ﬁgonoral staff" to adsist in top deeisions without intor-

fering with linc decisfons, nnd thosc and othor bodics would be intégrated

‘Z_

}/ We shall roewvert to this in Chapter VI.
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in o Matisnal External Sector'System; conceived ond operated striéfly as a
systém. This would imply that exports of menufsctures would alse form
part of the Sys£0m.as an instrument, at 2 high level of cohdﬁétion of the

country's external sectori

To 3ot uD such a system requires co—drdinating dispcersed institutioné;
concentrating the deeisions and nctions of difforoﬁthbodies undef a unified,
internaliy consistent and, as far as possible, self—réguiated condﬁction.l/
As rogards equality of ronk betweon differcnt bodies the experience 6f.Ar—
gontina sﬁggests that where ﬁhcre is a spacc betwoon the intorprctatiﬁn of
two bodics, the "primum intor pores® institution is useful in ﬂarmoniﬁing
their participotion with unity of conduction. Assembling of such a structures
is in itself » tosk of institution2l engincering which the nublie scctor in
Argonting requires in o more gonernl way thon the externnl soctor, but

2
narticularly in that scctor.*/

A form of institutionalization such as thot described in itsolf, would ‘not

necessarily lead to on ineresse in the quantum of state intervention, which

1/ Self-rogulntion is meant in the scnsc that the system is rosponsible for
seglf-mmolysis and solf-correction, both junetural and structural, and-
both not only in the transformer box but also in the regulator box. This
requires that learning be incorporated to the proecss., In this whole - o
contoxt the teehnical vnluce of the men whe form port of the sgstem is
low-boundcd at rether = high lowvel and demands thet their stobility and
remunorabion shall also be high; +this is by no means a trivial mtter
and cnsures. the efficiency of koy systems sSuch as the oxternal sector.

2/ For this purpose, this study hes included o partial study covering flow-
charts of deecisions and actions in the use of instruments to finange .
cxports of manufnetures. (Sco background document: Flujos de deei~-
gioncs y aceiones en el usec de instrumentos de finsncincidn . (Docision
and action flows in the usc of finnneing instruments < Spanish version
only). This is the diagnosis, on the basis of which the flows may be
optimized under olternctive hypotheses (minimizing times or costs,
moximizing reliability, »nd so on),.
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will of coursc depend on the political preferencs of the governmente 1%
is believed thet it will contribute powerfully to improve the suitability
of the institutional context that serves the extornsl scetor in general,

and experts of mpnufoctures in particular.

iii. A fipal remark on the function of the regulator - the Governmeat,
in tho ense in point - within a foreign scetor systom. From o systems
staﬁ&point, wo know there is a power potentinl rclotionship betwecen the
roegulator ond tho tronsformer, above which tho systom is destabilized

unless the regulator functicns in o very sntisfactory manner. Thie is

clearly what oceurred in the conducetion of exports of manufzetures,

Té-échiove oxacting optima or, ot least, to obtain that nll the relovont
vorirbles opciéte within sﬁbstnnﬁinlly accepbable morgins, domsnds a
cortnin rbéuléting action, This impliecs that the regulater must have
sufficicnt power for purely objeetive roosons, indcpendontly of nolitical
preference., But, in ordor thet the functioning of the regulator may not
tordgstnb;lizc the systgm_operating in a specific export —pr;vate_or
public- the regulator must have a plan - i.e. to conduct "with" planning
and cstablish roasonably enduring rules of the gome. And, in turn, as
genuinq parbicipotion of the actors in the fornulation of prOgrﬁgﬁms-is
required to onsure that the plans will Dbo roaily operative in thei‘r‘pz-'a.c-
ticﬂi_implementqtion, it is inferrcd - not postulated - thet plapniﬁg3 
and ﬁafticipatidn would be o nccecssary paéﬁ'of the institutionnl and
opcrativoISCaffoiding of foroign trodé, independently - we stross - of

nny pre-existing politierl preforence.
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SPECIFIC INSTRUMENTS FOR EXPORTS OF MANUFACTURES

1. Purposé of this chapter

Firstly, this chapter identifies_the_specific goals and overall restric-
tions that have been taken intb éccoﬁnt By the top—levél decision-makers
rGSponsible-for the policy concerning exports of manufactures, ond thon
it goes on fo analydc the operat;on of the instrumenté dn& their effects
on cerﬁain relovontlvariables. It includes the results of meecting and |
analyses, aﬁd containé the views of experts‘ﬁoncerning insﬁfuments, as
wcll as an intérﬁretﬁfion on the cfficay and‘efficiency of thoéo.instrun

monts, and sets forth some opiﬁions which wili be discussed in Chapter VII.

The role played dy cortain instruments such as reimbursements, vis-s-vis -
the adverso effect 1ntroduced by protectlon and the declining trend of the
capaclty of competltion due to price cffects, among other factors, lead to
a restatement of the concept of subsidy. This, in turn, raiscs the pro-
blem of disloyalty in the internetionnl links, resulting from many causcs
agids from the "disloynl practicos" - dumping and subsidies -~ legally -

f dofincd so far.
All the above is the purposc of this chopter.

Strietly sPeaking, only by taking ) liberty ¢an An instrumonts be qualificd
as "specific™ 28 has boen done in the title of this chapter as in economic
policy all instrumcnts are used for » nuriber of purposes, at leﬁét éx-anfé.f
This chaptef;covers those ihstrumentéluéed diregtly "at tha leveiﬁ Sf eX-
ports of ﬁonufactures, alﬁhbugh theif effects are diffused'tbwérds otherl

fields,
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2. Spoeific gonls and some additioral rostrichtions of thc not e

a., Within the framework_dgﬁcpiqu:;g.prey;ggs*ghqptprg,hﬁbﬁ'top dceision-
makers - Scceretories and Under-Secretarics of State - of for01gn trade

have conccived the sp901flc goales and over-all restrlctlons of the policy;l/

i, TWhen the arsa of foreigﬁ trade was institﬁﬁionnliy_dovered by a‘Secret-
ariat of State or o Miniétéy which also dealg-ﬁith the arens of démestic
traode ond industry, the specifie gozls for oxport appeared, ba31cally, to
be complementqry tc those ostablished for othcr anrcos (e.g. to balancc
domestic supplies, to obtain lorge exportable Surpluses ﬂt competitive |
prices, éﬁc.).- On the othor hnand, when there was a Secretarint of State
of_Fofeign Tfndo goals were more sp901f10ally announccd in terms of ex~ '
ﬁért ﬁroﬁétion, diver51flcation by exportable products, and dlver31f1ca-

tion by markets, in the min..

1i. 1In general, an attempt has besn made to maximize total exports of both

traditional and non-traditional goods.

iii, Howevor, it has cohsistently been sought to strengthen the basic

monufacturing indusatry ond the export manufacturing industry.

iv. Thoe lack of stability of the sxport policy is considered-fundamcntal,
as well as the foet thot foreigh purchasers hnve not been given the asgsur-
ance thot commitments will be complied with. It is rccognized that, in

consequence, Argentine exports lost prestige abroad.

1/ The results of o specisl survey of former Secrotaries and Under—
Secretaries of State are given., They are proliminary results, as some
~-replios hnve still to be reecived., Tho survey covers the wholo. period
1963/74, without stress on any pﬁrtlculﬂr ycars. It does not include
-opinions of present authoritics. ' . e ‘



Te This odso bns boon influunoéd by t;o lack of intorastlpn the part of
mny Argentine cntroprencurs in mainthining a spccific.industry."for" CX~-
port and by their persistence i%%mnintaining thc deep-rooted attitude thot
tho domestic morket absorbs their production ond that the fluctuation in
oxchange rotes vis-o-vis domostic costs docs not afford the necessnry as-
guronce to oxpért. Consequently, Argontine industrialists'oniy oxportod:
when they had production surpluses or when the domestic domnnd dropped. |
Although an attempt was mnde to oncourago\pationml firms, which, in gencral
are small and medium-sized, such cfforts were only partially successful,

a8 Argentine companics are not sufficilently strong economically to facc the
requircments iuvolved in the preocess of ckporting o constant volume of |
competitive prdducfs; both a8 rogards prices and quolity, nnd;dt:the sama

time, the froguent changes in cconomic policy.

vi. There was constant communication with exporters, somstimes porsonally
through the top decision-maker (Scerotory or Under-Sceretary); atrthe

notionnl level 2nd at regional mectings.

vii. Decision-mokers often put forth the argument that instruments are-
"stimulit. Some mentioned their. concern to provide stimuli for exports,

and not to oxport stimuli.

viii. Selectivity eriteric have moinly béénrhpplied to the volue added
- on the understanding that thoe more manufacture-a product reguires, tho
greater will be the veluc added. Furthermore, an attempt was made fd‘di-
versify markets, in genersl terms, bﬁt ﬁithout too much seloctioﬁ 6f

Specif;c markets.,
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ix. 0w1nr to pOllthQl and 1deological f“ctors for some tlmc thero wos
a fceling that trade with IAFTA countries was not favourable bocquse the

eommitmcnts affuctod tho country's soverclgnty.

X, The secretarict has lacked adeguate organizotion, rescurces, .and spo-
ciolized perscmncl, 28 mony cxperts arc absorbed by private cnterprisc,

which pays boetier salorics. -

xi. The‘problem is to "obtain a place™ among traditional exporters in the

international mafkét. '

xii.  What is required are long~term plans on which to basec short-torm
policy: reliable rates of exchange for long=-term transactions; industrics
"for" export, eliminrting sporadic cxports of surplus preduction; active
particlmtion of‘tho interior'of the country, and a pronounced dovelopment
of sales to'LAFTA cbﬁntrias, which aro coﬁsideicd to be the most suitable

mrket.

b. The foregoiﬁé‘in part stréngthens certoin vicws alfeady stotes, and

in part givéérriso.to now idoos. The setting up of an ad hoe Socrctarlat

of State improved motters ns reeords the specific ObjOCthCS éf exportey

but it was not aceempanicd by sound opcrating conditions, owing to political
and cconomic chonges and the -specific factors of rosources and orgonization:
of the Scerotariat itself, The complcx nature of non-traditional cxports
demands that the systom of conduction shall have more power and floxibility

and an adequate cepacity for self-regulation.

Definition of the objectives bocame inercasingly spocifie, but this implied
- closer convergence of industrial, tochnologiecal, finaneial, protcetion,

decision-making and other policy instruments. It clso required that na-
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tionnl companies incorporate export2 as a stable wvarisble in their pro-
grammes. This attitude hos gradually been toking shape ond is-now rocognized

by a large proportion of national eompanies.i/ .

Some sclectivity wa8 incorporated in the objectives; but; in pmetice, the
range of sclective goals was smoll, and the policy of "étimﬁli" provailed.
Becausc of the basis-for application of the étimuli, the rosponée of na-

tional and foreign firms wos not symmotrical.

Furthermorce, the policy was vulnerable to ideologiecsl quostions, as men-
ticned in the case of exports to LAFTY countries, sand, of course, toa
nutiber of basie conditions due to factors ocutside the specific ficld of

exports,

¢, The above rcmorks rofer to the goals pursucd. There are other goﬁls
that an export policy should havc. The following, or a combipation of them,
might be some of such goals, althoush thé 1ist is mcrgly enunciative and
nat restrictiveer
~ total physienl volume of exports; expért prices in intornatignal
curreneys of value of expoTts
- Dbalanece of foreign curreney {of goods, of factor pa&ménﬁs, éonsolidafod)

(book volue or real, velue, ineluding unrecordsd transactions);

1/ This is a process thet has been.teking place during the past fow years
and hos even cndured the contingencies of 1975. The Industrial Develop-
ment Tew passcd at thoe end of 1973 authorizes the formlization of con-
tracts whercby the entreproncur undertakes to develop a plan of his
moking end the Government undertakes to provide eertain support on the
basis of the entreproneur's evaluation, Approximetcly on¢ hundred .8uch
contraets have been signed to date; some of them were more viahldo,
depending on their nature, to the extent that they included exports’ of
‘fheir preoducts. The Secretariat of Industrial Development is responsible
in this field. : ' e
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nforward® and "backward® effects in the production structure;

total volue added, dircet and indirect;

total or national technologicél contént (difect and indirocf);

structure of cspacity of decision in exPorﬁs by tyve of company (producer
or marketer}; Sizc; nationslity; whethor publie or private; nature
(trading, co-operative, etc.) or obther charsctoristics;

effect on distribution of income in general, or more specifically, on the
gencration of cmployment (total or by type of cmployment generated);
effeet on sealc of production;

structure by destination (eountrics or aroas};

structure by origin within the country (rogicne).
above would be subject o certnin restrictions, such asy

method of inﬁrodgcing pfoducts anﬁ oW m@terials in the world trade.
structure ond relotive wvulnersbility;

levels and elsaticities of foreign demand {pricce and income) and condi-
tions of access gnd competition;

vulnerability of substitution (duec to substitute~effect, fashions,
teqhﬁology, ctbe.)

miniﬁum expérts required and meximum possible exports, by products;

bopnds inherent in each of the preeccding cobjectives.

Tach of these goals can be'exprossed in voariables that can be measured in

. 1 . ,
conventional terms.~/ In regard o these, the exportatvion of o product to

iy

In some cases convonbional units of measurement already exist. In others

they would have to be invented (such ns the unit of know-how in technology);

but
the

conceptual difficulties appeer 4o be no greater than when the metre or:
litre were invented.
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o market is aon instrument. Noturlly, not &ll goals arc compatible with one-
anothcr; but, in any case; it is possible to establish an ordor of pricri-
tics for sttailning them: this order of prioritics should have a good
dynamic expression - which it is olso possiblo to formulate.éf Each ob-
jeetive, with its priority cver a period of time, given actual working
econditions, requests the nction of @ given sct of instruments: The same
instrument may be requested by diffefent goalsi;ond it is then possible to
determine the work load of each instrument (whether nlready oxisting or to
bea créated iﬁ the futurc), its general fentures, ﬁhe nerformance expected
of it, and the institutidnnl ond operating characteristics it should
possaess. Should there be no external restrietiens, or incorporating the
gffect of such restrictions tc the problem_g/, it would be possible to
identify the optimum export structure for products and the instrument

gtructurc that best servoes thosa purposcs.

This would lcad to 5 sclecetive formulation wherein the princival ortinmizer
is the Government snd the poliey is one of Yeconduction®. Conscquently, tho

instruments must haove a high dircetionnl cfficiency.

d. The oxport policy can alse be a2imed at merely mximizing the capacity

of competition of the country, and opening its docrs, so that the maximam
exports sought by.private acters can morce through them., In that case, the
principal optimizer is priwmte cnterprise and +the peolicy is one of "orienta-
tion". Consoquently, the instruments should clearly establish the rules - -
of the game in more or less general terms, and should have a real power of

inducement.

1/ There 1is intaraction botween conls, ond o2lso between instrumentS.

E/ In the form of bounds Tor oxports cf each preoduct or for each destina-
tion, fer example.



This was tho policy followed, in faet, by Argontina, which intreduced a’
pormissive systom, with some selcetivity dirceted at meximizinz the
"forwapd? and "backword” effects, in the understanding that this would

1/

lead to maximization of the voluc added content of exports.~

Scen from this sngle, there are at least two types of limitations to £he
scheme adopted: +those that are inhercent in the cspacity of competiticn
itsclf, o n* those arlslng from the coefficicnt of utklization achieved by
the private sector, or the export opportunitics sfforddd within the limits

of the cxisting capocity of competition.

It is believed thoat. the cocffielent of utilizetion initinlly was low, butb

has been growing significantly.

As regards the "capaeity of compotition® variable, it can be conceived as

a genus which comprises wvarioug species. We have repeatedly referrcd to

the capncity of compotiticn duc to prico-cffcet, and indicated that it
declined gradually. Other specics arc duc to informntion-effect, marketing-

2
effect, technology-effcet, politieal support-cffect, otc.-/

As we shall see, the acticn of specific instruments tended to oxpand this
capacity of competition, even corrccting the advorse offcet of cortain
bosic conditions. But the nrocess is -one of convergence, and it doss not
appear thot cguolly cffective progress has been made on the different fronts

{priccs, informrtion, morkcting, tochnology, ete.). Conscguently, the lock

i/ Yie hove seen that the poliey stirmlated the outflow of durable and cepital
goods to moximize the value added; but that the static input-cutput ann-
lysis has shown thot this really maximizes the set of "forward™ and "back-
ward”. effeets, while the higher wluc added per unmit, is in the traditicn-
al industry. Nevertheless, tho grooter clastieity of externsl domand
intwduccs an effect which in nany ecose bencfits the higher valuo addcd
threough inercasod oversll cxports, in dynamie terms, ' .

E/ There is a qualitotive propogol in the network contnincd in one of the
background documents {op.cit,)}
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of concurrcnce of some factors hes partly sterilizod the proscnec of others,
and reducod achicvements in terms of total cxports of manufncturcs with

rospoct to what might hove been possible.

e¢. The oxport policy nlternstives mentioned in the two proceding points
" ¢xprcss two basic options with Fospset to tho idoology underlyinz the cco-

nomic policy in ponernl-

i. ¥or optimization by tho government, conducting poliey with instruronts
hoving o high dircetional cffieicney, o stable policy at top lovel was re-
quired, as well os usc of planning as an instrument of govqrnmcnt, and somc
form of systcmatic pafticipation by the private sector sé that the prb-

-~ grammcs cculd bo roally operative.

1i. For cxpanding‘thc copacity of compotition, lceving optimization to the
orivate sector, with certain restricticns or overnll sclective guidolinoé
sct by the instruments of inducement accesasible to anyonc able to export 
and cobtain the bonefits offersd, the rcquircements of basic”political pfo-

grormntic ond porticipotion conditions werc neturally lower,

iii. Viewing the proecss in perspective, Argentina followed the sceond
+alternotive; oand this bnsic choicc is importont in judging the design and
porformrnec of the instruments used, in respeet of qértaiﬁ important goal

varinblos.

5.  Spccific instruments

a. & debniled onalysis of each instrument, ineluding opinions concerning °
their officacy and efficicney énd ccrtéin proposed points for diseussion

concerning their improvement, arc included in Appendix III and in sceveral
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of the background documents medtiéned in Appendix I, This nnalysis was the
. 1 .
subject of dcep considerotion in the prescont study.w/ The instruments aro

2/.
consgidorod according to their nnture,—/ and bsszically include throo gcts:

i. Correctors of the rate of exzchonge ani of proteetion, and instruments
governing taxotion and ndministrative conduction (draw-back, refunds, reim-

bursements, income-tox oxemptions, recovery of volue added tax and others).

ii. Findneing instruments (pre~-financing, finecneing proper, post-financing -

and export crcdit insurancc).
iii. Information and merketing instruments.

b. Institutionally, the basic instruments first made tnoir\appoaranco around
1962/63, when LAFTA‘begap operntions, nnd drew-back, rcfunds, tcmporery ad-
mission)ceftificate qf‘doclarod quality, pre-finénging and financing wors .
inst;tuﬁqd. _Postnfiﬁéncing, cxempticn f£om.incomc tax and the credit insur;
ance systom wore cstablished in 1965/67. Roiﬁ;bursemonts, an additionol %
for noﬁ ﬁnrkots, and‘tho register of exbort-dontracts, wore ostablishod in

1971/72. The commitments to purchaéo Arpentine mepufactures in certain

LA - . : P -

1/ In November and December 1975, eonvoned by tho projoet officinls, alto-
gother ten experts from the privete soctor met with over fiftcon cxports
of the publie scetor on o number of occasions for a round-tablc discus-
sion bascd on pree~cstoblished agendas, designed to obtain their views

on the efficacy nnd officicney of the differmnt instruments and on con-
crotc probloms encountercd in their usc, The results, in the form of
an abstract of the moin ideas veised, were ineluded in the background
document on "Instrumcnts for Exports of Manufachurcs" (Spanish version
only). This task was partly supplemeontary to o survey of oxportors,
which could not be earried out for administrative reosons.

E/ “Other groupings arc possiblc'(by functions; by effoets, ote.}. This
form was considcered the most useful for the present purposc. .
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trode agrecments were ineluded in 1973.~

¢. The f0110wing is o very briof éﬁmmarf of the main exporicnce in regard
to eaeh speeific instrument, bascd on the discussion in.Appeﬁdix IIT ond its

bacekground documentst
i. Dfdw~back/rcfunds, while in forec, stimulated exports.

. g iy
Howover, drow-back also cncourages 1mportsra/ n8 a general rule it is not

offcetive, oxcept for very specific products, nnd its administrotion is

1/ Tho administrative definitions - we stress their administrative, not
econcmic, naturc - arc as follows;

- Draw=-back; rofund of customs dutics, additionsl ducs, surcharges and
other taxes pnid on roaw meaterial incorporated to an exportoed »product.

- Refund: refund of taxes »nid in the domestie mnrket on cxports of
rromoted monufacturcs. It might converge with the draw-bock.

-~ Reimburscements: rofund of taxes of »ll kinds, including draw-back,
according to the legrl definition.

- Excmpbtion from income tnx: a doduetion of 10% of the FOB wvaluc of
nromoted exports, according to a 1ligt of goods, plug the value of
refunds and rcimburscments colleeted. ,

- Return of wrlue added tnx: return of tnx containcd in purchasos in
the eountry of inputs used in mrnufneturing the . cxported goods (it
is a eorrcetion of nmounts previcusly over-peid).

— Register of contracts for oxnort transaetionss onsures stability of
reimbursemcnts in force ot time of shi-ment ond docs not precludce
better trestment.

- Temporory admimsion: pormit to ontor, duty-froc, importod inputs for
ugc-in exported nrceducts, :

- 8 mples rogimc:  coxemption from the obligntion of proyment cf forcien
currcncy on shipments of samples. ,

- Cortifiecocte of declared guolity: certifies thot goods comply with
cstablished stondards for qunlity, measures, weights, prescrvations
ond/or containcrs.

- Commitments to purchase Argontinc products: thosc catablished in
spocific agreements with third countrics,

- Pre-financing; finsncing of nproduction of certain goods and serviees

" to be exporied.

- Firaneing proper: financing of oxports thomselves,

-— Post=financing: supplementary finoneing of exportsg alrcady effceted,

- Bxport credit insurance: includes business ond special risks (poli-
tical, catastrophes, aete.).

- Informotion instruments: inelude information on business cpportunitics
and ealls for tonders, commerciscl missicens, foirs ond oxpositions,
markct studics, uso of forcign and loeal informatior nctworks.

~ Merketing instruments: inelude all types of marketing crganizations.

g/ Without payment of import duties, imported raw matorials would bo préfor-
rod to domcatic row materials,
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diffieult and costly. Consequently, its cfficaecy ond effieicney have becn
congidered low, in the view of experts, slthough it is ®the® typical price-

¢ffect corrector of tariff protection.

Rofunds, in practicc, were not only = meang of refunding exeise taxes bub
alsc a corrector of protection ond cof the gradusl deelinc in the capacity

of competition index.

ii. Both these instrumecnis playcd = Significant rolc until lé?l, Wﬁen roim;
bursements appearcd en the scene and abscrbed the draw-back. Since that date
reimbursements arc the baxic trxation ond administrative instrumont,:aﬁd play
- a vcry_significant part in mony roespocts. Overall, it in?rogsas the volume
of exports. Furthormoro, when therc is a free market with rotes very far
romoved from officiul rates for promotod products,-rcimbursommnts bring the
actual rotoe closcr to the froe market rote and :discourage smuggling and
undor-invoicing of cXports, ‘This effcct ceascs snd bocdmcs a simalation of
promoted oxports whon the difference between "froe™ (or "parnllel",-which-
ever is highest) ratcs ond ‘the officisl rate is greater than the rote of ro-
imbursement on the FOB value, adjusted by the cost of financinl transfers
between ma;kets, rnd by o onrovision for the economic risk volue-including

penal risk- of the simulated trnnsaction.i/

Hondled seleetively, it constituted nn instrument of cerrection of protection
nnd of the rntc of exchonge, used tc induec the gréntest "Porward” ~nd "back-

ward" ceffoects, the cxpansion of tho value added ccntent in dxports, and the

1/ 1f, for instancc, rcimburscment is 20 per cent of the FOB wvalue, the cost
of finaneinl transfers 4 per ccnt, ond the economic waluc of the risk-
effcet of the simulated tronsaction is estimated at 10 per cont, when
the difference botween the frec and the official market is 6 per cont
or ovor it would.bo GGantagoous to simulate a non—ex1stent export

ﬁrqn81ct10n.
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usc of,nationni:technology in the cxport -of completo or "turn-key" plants.

Although tho laﬁ gove 1t the role of prOmoting naticnal companics, in

proctico thore is no discriminntion as rééhrds type of dompany.

Reimbursements, ond refunds whon they wore in forec, werc overall corrcetive
instruménts of the cffocts of protoetion and low enpreity of competitiong
but they ndded an importont component of sclcetive corrcetion in torms of
difforontinls by produets. In the opiniocn of experts, their cfficaey nnd
cffieicney nre high for whot they are zeogquired to do, although thoy could

bo greatly improved.

Howcver, the informntion system on which it is based is weok ond must
neecgsarily be improved. This improvement is nlso a prercquisite for o

morec flexible adjustmont of reimburscement lovcls.i/

iii. The cdditional reimburscment of 5 por cent for now morkets mrkes it

pogsible to Wdiveoraify" by place of destination.

iv. There is osn ollowsnce ~uthorized by low, in incoms tnx, on the wvnluo
of reimburscments ond M"up to" 10 per cent of the FOB vnluc, whiech is applicd
dircct without using differential rates up Lo that 1Q per cent, as on

instrument of sclectivity., It is large in volume and its control is weoak.

E/ This pescs twe roloted problems: the numbor of steps of roimbursement
and the rolative weight of sutomaticity and cosuistry in their 2@8minis-
tration, In tht former, it can be assumed thet the number of steps must
be sufficiently lorge to cover a ressomable renge of different pariticsd,
and also sufficicntly small to prevent the administrantion from falling
inte burenuerntic nnd inefficicnt emsuistry. Hence, the morc flexible
and realistic the basic rate of exchonge, the c¢learer will be the rules
of the games and tho betier the organizotion of side infTormstion based
on statistics, the better will it be able to minimize casuistry. This
is related to the cepneity of competition due to informetion-cficet to-
which we shall rovert presently.
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ItS'defiﬁition ns nn instrument for the oxpansion of exports is open to
question, The opinions of_dxport; ronge, on the onc hand, from considering
it an induéemont, or a mere ndmiﬁistrntivc_cprrection, becruse the source
of incomc is partly foreign - consoqﬁently.tho ﬁax should not apply - nt-
lenst in port ~ to exports;é/ snd, on the other, to considering that, since
it is an inducemont, it forms port of the sct of basic conditions, or thot

it is simply token advontage of by exporters of menufacturcs who would export

in #ny ense as long 25 their totnl profits before toxes increase with exports.

Its importnnee is signifieant; ond its contribution to sclcetivity goes mo
further thon thaot ropresontcd by list of sroducts, there being no seloction
by ploec of origin, country of deétinaﬁion, oxporting firm, or typc of

technology.

v. Dxeise taxesd, by their very noture, do not tax sales abread, and o
trocovery" of the value odded tox is merely o corrcction of whot wns incor-

rcetly paid previously.

vi. The register of finnl contrncts for export trensabions and of interna-:
tionnl bids is mn offcetive instrument in long-torm snlos, which excludes
a rogister of'iﬁtrc-company contracts, and nlthough te datc its sifnificeonces

is small, it is considorcd effective for its purpose.

Tii. Teomporary ndmissicn is rated low in ¢fficncy and efficicney by the
oxperts and;only scrves cortoin produets. I6 is not significont ~nd its

administrotion is difficult snd costly.

l/ If cxports were considered as o transaction whose profits nre partly of
foreign origin, therc shculd be o proportionnl tox reduction on nll ox-
pert netivities, nnd not only on exports of monufretures, This dofini-
"tion should therefore be token with caution.
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viii. The certificnte of declared quollty, not much utilized so far, is o
potentinlly useful instrumeant to give prestige to Argentine technqlogy

abfoad, and assuronce that quolity, weighfs and mcasufcs, anﬂ othcf factoré
are in conformity with thosce declarced. When tcchnologidnl policy is taken
into necount mbro actively irn the policy for eprrts of manufactufos, ins-

: : "1
truments of this type will be cssential.—/

i¥. Prc-fimencing of cxports covers tho industrial production of goods to
be exported up $o 65 per cont of thelir FOB wvalue and i8 an effective ins-

trument whiéh éould sclectively yicld morc, favouring the cstablishmont of
exporflconsérfia'énd cperating in termé of scalcs, areas of Qrigin of pro--

duction and bther attributes.

X. Finoneing of cxports propor defines different groups of gocds to which
diffcfént conditions sre granted in tefﬁs éf credit coverags (bosicﬁlly 85
poer cent for cﬁpital gﬁoés) and terms bf ﬁaymcnf ronging from 18 months to
8% yonrs for capital goods nnd 10 years for ships. Tts introduction tends

to bring. basiec conditions in linc with those prevoiling nt the internstionnl

level,

Tts contribution is decisive; its ndministration smooth and flexible. The
eXperté”judge it to be efféctife and efficienf. There are, however, Some
reservations with respect to the actucl value of .payments in cases with
long_terms of payment, both beceuse of the effect of the nppliention of dis-

count rates and of the effect of internstionnl inflation. Furthermore, the

_/ Commitrents to purchese Argentine products contained in agreements with
the Bnstern countries were discussed in chapter IV. There are other
instruments of o complementsry nature, such o8 the samples regime, customs
instruments, and a compensaticn for exports of sugar products and w1nes.
The susPenslon of exports is used %o ensure domestic supplies,
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proportion of enpital, durdble and.semi-durable goods finonced is still lowy

xi; Post-finnnéing cbveré up;to 40 per cent Qf the vﬁlue of foréign exX-
chonge liquidnted fof prnnsaétions‘ﬁhich havé already been compieted, ﬁp
tc 180 doys. It is » positive instrument to stimlate :qularity of ship-
ments in.terms of o list of poods, Its sdministrntion is smooth oﬁd its
effectivéness nnd efficiency ore considered high, although its selective

performance could be higher.

xii, Export credit insurnnce is believed to cover from one third to 40
per cent of its potential market, -nd is rapidly developing, It is next

in order tc credit. It is relotively a heavier burden for the smaller

componies, which ore basically national,

Its administration is smooth nnd the experts consider thot at the prosent
level of policy requirements its efficrey is high. It is a good selector

2
by countries of destination."/

xiii. The set of informaticn instruments generates certoin dats flows,
but it i not, strictly spenking, o system., It is wealk ond dees not con-
tribute sufficiently to strengthen the possibilities of nntionnl companies

~ particularly those of the interior of the country. It is nnother porticular

é/ In 1974, the CIF wvnlue of finoneced exports wons mnde up as follows: cnpital
‘ goods,; 2% per cent; durnbles ond semi-durnbles, B3 per ccent, ond other
goods, 50 per cont. The proportion of the vnlue of finnnced exports was,
in generol, BO per cent. By destinition, 43 per cornt went to LAFTA,LO
per cent to the United Shates, and 15 per eent to the EEC.

Ey Seventy per cent of the risks covered ore in IAFTA countries, the re-
mrinder predominently in the United Stotes and the EEC, and only 4 per
cent in other countries; it is the opinion of xperts that-diversifi-
cotion of exports towards other markets of developing countries would

- esll for a highly dynamic instrument. Se¢ other remarks on credit. . -
insurnanes, porticulsrly on risks not covered, in Appendix ITI.



1oy e

case of the overall problem of Argentina, in the sense that the informntion
for conductlng doy-to~doay economic pollcy is revealed throudh a number of
indicators, but it hos not been designed os a component of o control pancl —/

The experts were ngreed thnt on 1nformat10n System, in the strict systems

englneering scense, should be esteblished.

xXiv., The sct of mrrketing instruments is olso considered relntively wenk,
oxcept a8 regords foreipn companies. Exnort consortin ore not yet suffiecient-
ly developed, tokirg into nccount the structure of production; lerge trad-
ing comphnies are fewy; stoate-owned companies ns a genorai rule do not eﬁ-
porﬁ; and ouly recehtiy have there been some sporadie attom@ts ot action‘
abronds; ond the conneetion betWéen'the government ond the privatc‘soétor
wgs wo s k in proctico 3t least, until the end of 1975. The government
croated eonditions thot could be used to advantage by the private sector,
but the erSence of nationsl companics was less dyndmic than would hnvcrbeen
the cose hnd the work of catnlysis been more direct. It is belicved thot |
the constellation of companies necessary te cchicve speeific optims in fo-
reign trpde would require s more oxplicit policy dccision,g/ particulnrly
toking into account that there is a lower bound to the propoftion of na-
tionnl capncity of deeision in the foreign seetor below which thero-is ne

agsurance that opiime after the setivity coineide with thesc for the country.

1/ ‘Ihe.coneept of a ccntrol ponel is discussed in chopter V, scetion 4.4,

E/ Unless tho solution of this problem wore left toc spontoncous activity,
by a2 top policy deecision. Technically, it is possible to identify the
structures thnt best serve definite optims, toking into necount. the
lower bound of the proportion of notionel copaciby of decision in the
cxternnl gector, mentioned inthe text.
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d. AS menﬁioﬁed, the procoess of building up an institutional system for -
the promotion of exports of monufrctured goéds begon in the sixties. At
that: time Argentino olreody kmow Wwhy™ it should export mﬂnufoctuiés;

that is to say; it knew thot the bnlancelof poyments wag the mojor res-
tricticn to growth and that the substituﬁion process was becéming in-
creasingly complex, It nlsc knew, in generanl, Whow" it shouid procecd;

and "where to" hod on immedirtc reply in tho establishment of IAFTA.

Towurdé théréndfof the decade the systecm maturcd, and the foct tﬁat there
was nt least;a period of five yearé cf "gettingrit under_way" in a country
with rclafively high incbme,-technology and éapital ieveis,rwith no basic
labour or notural resources prdblems, was a good experience. Perhaps the
maturatibﬁ poriod would havé beon shorter if géﬁernm@nt offorts to géneratel
goneral awarenesé and acti#n among cntreprenesurs had had moTe catalytic

DOWET o

At about the same time, the country had "whet" to Géxport, aside from tra-
ditional monufacturss and basic commoditics. Goﬁsequgntly,'it oxported'

whot it hod, although it was not quite whot it wanted to exzort. In ony

case, it oricnted what it wonted in terms of preducts included in its

instruments.

"ithere from* - a3 regards the reglionnl origin of production - bogan to bo-
come importont, to the oxtent thoat smoll ond medium-sized componies, pro-
dominantly notionnl, were relotively more concentrated in the interior of

the couﬁtry.

A1l the nbove raised the question of r"who", in terms that ohly begnn o

take shape in recoent years,
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And, to the extent thot the system wos successful, concern began to be
shown ns to "what with" whern the fiscal cost beesme relatively heavy, os
it did in 1974/75; and when the quostion arcse as to what should be the
proportion of monetary cxpansion induced by thecfféct on credit mencroted
by the finanecing of cxports if promoted cxports wore to inercaosc signi-

ficnntly;

¢. The quantitative importance of the instruments used is indiented in
table VI-1. Until 1974 varistions arc signifieant; for 1975, they roflect
an atypicel situation, with strong infletion and recessicn in the voalue and

physical veolume of cexports.

TABIE VI-~1
QUANTITATIVE SIGNIFICINCE OF SOME -THPORT/NT INSTRUMENTS

Instruncnts : Years | 1970 1974 1975

T.. Correctors and fiscol . : :
type instruments Valucs liguidated, in millions
- of pesos, at 1974 prices

- Irmaw-back 320 170 30
- Refunds 390 40 -
- Reimbursements - 2.020 780
Sub-Totol 710 2,230 810
- BExemption from income tax 280 620 300
Total 990 2,850 1,110
II. Finaneing instruments Balances ot end of year, in
, millions of pesos, at 1974 priccs:
- Pro-finoneing 208/ 2.230 1.680
- Pinaneing - 3502/ 1,930 2,390
- Post-finonecing '?703/ 2.070 L.600
Total 1,240~  6.230  5.670
- Export crcdit insurance Amounts insured in millions
of US§ .
- Commercial risks . 8 76 90

- Special risks 3 280 340

a/ Mnreh, 1971,
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f. The cconomics of the system of instruments lends to some genmernl ob-
servations which toke inte ncecount the specific features of Argentine
exports of monufretured soods and the basic conditions of such experts

discusged in previous chopters.

i, Oné observoation is the significrnnce of the trnnsfer of income coptaincd
'in stimili reccived by forecign componics throush tax exemptions and reim-
burscmnents when theif countries of orizin dc not cxonmpt them fréﬁ toxes on
such income. This would apparently constitute a transfer from.th@'ﬁrgentine

treasury to that of the country of origin of the conqmrwnlf

Howcver, » distinction should be drawn between the effect of reimbursements
ond the offect of oxemption from income tnXx. in the first cose there is
a_gorrqgtion of tho coét of protection-effect nnd/of tho capacity of conm-
petition index, nnd if that corrcetion is understood to bo nccessary erGnte,
there would be no excess prefit for the exporting foreigh firm and toxation

in its country of origin would not imply =n imprcper transfer.

Oon the other hond, in the esse of excmption from inecome tex, if the ex-
porters werc to take odveantage of this when it is not s prerequisitc for
exporting, it would be am improper tronsfer to the Lronsury of the country

of origin.

There would also bec an improper transfer, in gencrsl terms, irrespective -
of ths ﬂatu:e of the)company and the receipient of the tronsfer, when such
exemption is not one of a set of prercquisitcs for the cxport tromsoction,

and, obviously, in any casc of fsetor pricing.

1/ Unless the country of origin; in virue of agreements or on its cwn
initintive, wsre t¢o groant the company a tax credit equivalcpt‘to the
tax paid in Argentina.
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ii:a iﬁothcr cbservation refors to fiﬁnncing. Sqles on crodit,.pnrticularly‘
of cépitnl goods, arc as a:rule estoblished in world brede, at leaost in the
Wostern World. Thié rule hss arisen in theldeveloped countrics, where sove-
ings are not scorce. To compete with them, the countries in an intermediate
stage of development, such as Argentina, thot wish to cxnort minufactured

goods, must give credit, i.o., thoy must cxport sovings together with goods,

This implics a larger nllocntion of résourcos toe export activities, since
credit is the bearer of physiecel resﬁurces; it nlso implics more promotiqn
to ﬁake nn activity grow - in this engc, cxports of monufacturcs, which,

for reascons exogenous to the country, inéroasos its short-term financiai
copital density. If the industries of origin of the moods have a high phy-
sical eopital density - beeouse they monufacturcd substitute goods aceepbing
the tochnoleogy offered by industrinlized countrics, without specific cconomic
and technologienl filters - therce is also more density in finoneial enpital”

for investment.

Furthérmorc, the longer the term of poyment the lower is the netusl valuc
ofhfhﬁ credit grented cbreoad, not only duc to the effoeb of.fhe applicgble:
discount roto but also duc to the effcet of world iﬁflation in countrics
with convertible cqrfénoies. This constitucs a transfer of income from the
country that exports monufacturcs to the ihporting country - a transfor
which, of course, is casier to berr for countrics with surplus oxternnl
savingzgs, which con be cxpressed in fﬁroign currency then for countrics whoero

foreign savings nrc searce,

The lower-income countries sre tims committed by the system, whosc *umbrella®
conditions src sot by the industrinlizod countries, which will always gain
as a result, by maximizing thoir rceipreenl trade, while the smallcer

countrics ¢on only survive by crowling in thoir context.



- 142 =
If the smmller countrios do not offor credit thoy crnnot cxport mﬂnufactures-
1nd if thby do gc on the basis of u31ng prodomlnﬁntly externnl chtoru, thoy

dotcrlorato the roturns from.exports in terms of forclgn currcncy.

Thi:s suggests that it is necessary to rovicw the possibilitics of broader
co-operation at supronntional level - be it world, rogionsl, or bilateral - 7
to establish morc suitoble conditicomns for the less developed countries to
enter tho ficld of trade in monufacturcs., Iy 1so suggests thot certain
forms of iﬁstitﬁtiénalization of sovinss in thoso countries would have %o
accomﬁanyltho.procossiof:cnpturing 6Xportnble todhnolégy and thc ¢8tablish-

ment of o éyéfém for eonducting exports.

In effect, the capacity of competition duc to'the offeet of export financing =
- must be thousht about independently. Will Arsentine compsnics be in a po-
sition to compete finencinlly with dominant industrisl countrics or trons-
pntional corporations, or will there always be such a lorge disparity of
nower? IS there 2 maximum bound to the allcention of funds to exports

marked by the proportion in which finoneing endengers the monstary balnnee
and, concurfently, reimbursement cndongers the fiscal balonece? Can develop-
ing counﬁries'continuc fo compete with onc nnbthor in zn attempt to mateh

the condltlons of flnanlng offered by tho 1ndustrlnl world, cven in their
reclprocﬂl trado? Theso f“ctors will be annlysced in the study of Intin
Amcrica 08 n wﬁble which forms part of this pIOJOCt, nnd they ore porticular-

1y valid in the concrete cnsc of Argentinn,

The quostions reolating to domestic finnneisl circuits give risc to other
toucghts, Credit is nn injection of funds into the cirecuits. Gonscquently,
depeﬁdinc oﬁ whero ﬁhé-fuﬁds enter the circuit =nd whot they arc uécd for,
it Wili infludnco the fuﬁctioninﬁ of tho syatum and othor vquqblos such

as the structure of trqnsactlons the d1sfr1butlon of 1ncoﬂo thc 1ev01 qnd
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structurc of prices, the transfers of income due to chanses in the prico
structure, the structurc of the ownership of dceisions »nd the flows of
forecisn currcney. A8 tho outflows of the financinl gystem rceoive moero’
lovel reoquests,: nnd as their system of opecration has optimn of its own, it
ig8 coneeivable thnt an uoper bourd will be plsecd on the dimension of the
funds thrt con enter in thn finrneisl circuits through exports.l/ Thls
bound may or may not bz compatible with the lower bound required to flnﬂnco

oxports.

It is thereforc of interest to attempt o comjectural approximation to the
proportion of means of poyment that would be committed for finoneing ox-
ports of manufactures, in alternative hypotheses. A preliminery model for

this misht be the following:

Iet FX « net finanein: of oxports of monufactures,

XM = value of exports of monufactures,

XT = veluc of total oxports,

e

rrogs domestie product,
MP = ovore ge mo~ns of payment (curroncy in clrculatlon and total

eurrent accounts)

Thoens

FL L EX X X PB g
XTI TR

l/ Finaneinl circuits mi:ht be comparced with o hydrauliec system with
© pipes nnd confoiners, in which the total flow systemnticolly inercases,
and the dimcnsions of such pipes ond contoinerss the inerease in
total flow bein; provided by cother flows cnterins the Systcn.throuuh
diffcrent woys.
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Therefore, the net increasc of externzl finsneing possible becomss a fune-
ticn of tho! proportion of such. finoneings in cxports of monufocturcs, tho
confficicnt -of exports of monufacturcs in the total, the cocfficicnt of
exports cof the ceconomy ns8 o wholc, the incom@—velocify of currcney, ~nd

the dverape for means of paymcnt.l/

Incomﬁ;vcloeity_(approximatcly 8, and the official ratc of oxchanre in 1974
for exports of manufacturcs, 9.9% pesos per USH) are nssumed to be constent.
In terms of these, the not flow of moncy gencratod duc to the offcctrof
credits for exports of minufscturcs would be the proportion of the avcrﬂﬁe

means of payment indiented in table VI-2,

ABIE VI~-2

FROPORTION OF MEANS OF PAYMENT TQUIVALENT TO THE FINANCING CF
TXPORTS OF MANUFACTURES, IN ALTERNATIVE EYPOTHESES
(in porcentarcs)

Proportion of Proportion of
exports of mo- exports of Coefficicnt of - total cxports in GDP
foetures in monufoetures
total exports financed (net) 6 | 8 0 12
30% 30 4 6 7 9
80 7 10 12 14
30 7 10 12 14
B0 50 12 ' 16 R0 24

NOTE: The values in the table relate o flow of finnneins with a stock of
means of payment, Tho ratio of averape menns of poyment to their increasec
doncnds cn tho rate of growth of tho GDP, income-voloeity remaining constant.
Comparin; net flows of export ercdits with arnual increases in means of-
payment - assuming expansion of the GDP and for a gsiven period of cxpansion -
percentagcs would bc hluhbr thon those shown in the tnblc.,l_

[

1/ Gbviously, other variables minht emtor. Given the limited purpcse of
this tentntive projection, we hove preferred net to moke the discussion
more complex. With the cxeeption of moans of poyment,nll are flows,
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The incrensc in the net flows of finnneing depends on the rate.of expansion
of cxports from one yesr to nnother ond on the average bength of ercdit
pap;g@s, In practice, the data of the problem will be‘Vnrinblo,dqnd the

nrice structure can chonge significantly.

Furthcrmorg,;the foregeing is merely desceriptive and some assumptions are
open to,quoStioni}/ For instanco, income~velocity is the rcciprgcal Qf

the liquidity factor of the-oconomy ng oo whdlo, and this has beeg decreasing
as a result of the persistent poliecy of abtenpting te overcome inflation

by monctory rostraint. In Araonting¥thq;c is n visiﬁlo Yistorieal infla-
tion of the order of 25 to 30 per cont per annum, and an additional larval
inflotion which ariscs nt the least indicmbion of loss of control. IF it
were o continuc Systcmaticnlly‘fo attempt Hto usc mbnctary rcatraint ﬁéri?"-
overcome inflation, the nood to finomee cxports and the possibility of
the monctary balanece resulting from this overall policy might well be
incompatiblo. This is o point that‘should'be included in on arenda for

discussion of thc problem,

4, Instruments as a factor of subsidy. Rcdefinition of the conecepb of

disloyal préctice.

8. Throughoﬁtithe preceding d;scussion it has been gtated that the ing-
truments for the ccnduction of exports of msnufactures have contributed

significently to their expansion, thet they have formed pert of & still
incomplete set of "basic conditions" for exports, and have helpgdufd.ﬁaké

them dynamic thrpugh a promotion effect.

}/‘ Points such as this are natural elements of short-term programming in
©general, and of monetary programming in particuler, Furthermore, in'a
concrete programme we would have to deal:with altermatives of changes

in the price structure snd exchangs rates. '



Toodeling se, some o bhen wave osceguired ocufusrd forms dhov muzht make Shom
appear to be "subsidies". In that cése, according to the legal definition
prevailing in the internatiohai*éphere, they might constitute o diéloyél'
practice, liable to the applicstion of countervailing duties by ﬁhe countries

that import the goods.l/

Use of legasl norms appsars to be more intendive and efficient in the in-
dustrial world than in the developing couﬁtrics. And the power of diSﬁaﬂ
sion which the merc request that either of these duties be applied has on
the conclusion of further ftransations appears to be significant, even

though they may not actuelly be applied.gy

b.r Attémﬁtingkan historical interpretation, it would appeér that wo rust
turn back to the past century snd the beginning of the present one, to
consider a World which optlmlzed at the natlonal level and which believed
that free trade wes a suitable instrumcnt to attaln +hose optlma, although‘
it did not necessarlly practlce it. It then sought to redupe.thp compart-
mentalization introduced by protectionism during th9 Great Depression and -

by the difficulties of recovery in the post-war period.

E/ A background document on the subject is in preperation. , In the legal
definition proveiling at the internstional level o distinction is drawn
between restrictive business practices and disloyal practices. The
Tormer, through monopclies or agreements, distort competition. The
lotter contein incorrect sctions. In fact, from an cconomic stendpoint,
both practices contain disloyslties, Among the disloysl practices de-
fined, dumping - a sale at a lower price than a "normal" value and caus-
ing actual pr potentizl damage to the production of the importing
country, gives rise to anti-dumping dutieés; and subsidies give rise
to countervailing duties (according to the legislation in certain count-
rics, e.g, the United States, the existence of a subsidy is sufficient,
although no damsge is caused, under certain procedural qualifications).
Both are applied in the importing country. Both duties are thersfore an

rgxception to the genersl rule of the GATT which prohibits restrictions
to imports., Their arbitrary use would in itself constitute o disloyalty,

E/ In practice, exportcrs of goods suspected of dumping or sulidy appesr to
defend themselves by giving no information likely to facilitate compara—
bility of their real prices with othor values considered "mormal®. But
the countries that offer such stimuli would appear to bear the burden
of proof, &s they arc responsible for demonstrating that such stimuli
are not in fact subsidies.
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i, Under thosc basic conditions, the GATT was established after more than
a century of protecctionism ond almost half a century of onti-duniping le=' .

gislation,

In the lopgeterm,historical trend; it would appear thet formulations of
this type bear two interpretotions. One is that it implied racogp;tioﬂ

of the Tact that certein multilateranl restrictions had to be accepted in
order to migimize the damage to the group as a whele. Another interpreth--
tion suggests thot it was a gencralization of particulsristic interests @ &
related to criginally national conceptions, in o sort of reeiprocal non-" '
aggression pact, bassically in the interests of the industrial countriesr

and without much thought for the developing world,

Subsequent expericnce has shown that trsde between industrisl eccountrics
grew most, although this was also duc to other ressons thon those atbribut-

able to the lowering of restrictions, of course.

ii, The Paris Agreemcnt on Trade Marks and Patents oqntributed to protect
the iﬁtereéts ot industriﬁlizod countrics that had, or have, something to
patent. VIn prineiple, it operates on tho criterion of free trade and the
protection of individusl proporty. But in praocticce it benefits the purely
national optimn of the industrieslized countries and of trsnsnstional cop--
poerations, whether they producs original technology or wisely copy techno-
logy producced by third pertics, In ei%he.r c.za-:se it enablos. thcn{.-‘l;; capturc
the tochnologicnl markets of loss developed countrics parties to the Agrec—

ment thonks to the proteetion this affords, -

Subsequent‘oxpcrioncé hos shown that tochﬁological progress is the key to
doevelopment, snd toechnologieal policy is:a.substantinl key, coven in the

purcly politieal sphere, It is debstable whether the Agreement is o uscful
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instrument to the world or whether it is the result of a supra-national-:

ization of particularistic intercsts.

iii. Transnational_corporations arc an old actor with new vigour, to the
extent that they combinc their finaneial, commercisl ond information po-
tcntial with the potential to crcate teehnology. Optimizotion at purcly'
national levels is now juxtaposcd on optimization in the sphere of trans-
nationel compenies, and the manipulation of merkets, tho use of fictor
prices, of "bottleneck” patonts and other devices constitute currcent

instrumonts in sceking thoir own optime,

¢. In this context, it is appropriatc to posc some questions, such as

the following:
i, Arcfdumpihg and subsidics the cnly disloyal proctices?

ii. If not, would not certoin adjustments be required, which might take
the outward form of subsidics asg corrective 1nstruments of the effeet of

all ‘tho dlsloyal practicds unfﬁvourablo to cxnorts of thc developing world°

iii. If legitimacy is %he source of legslity, whet is, cssentlally, the
pattern of vnlucs from which the logitimacy of an anti-dumping duty and

a compensatory duty stem?
d. The following replies ﬂro'proposed:

i. FEvidently, dumping and subsidies arc not the ornly disloyal practices,
Rostrictive trade practices - tariff, pero~toriff snd non-tariff - among

othcrs,l/ are also disloysl inasmuch as they imply discriminstion, or

1/ Theso sreuments src substontinted in deteil in the document inm
preparation.
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improper usc i safoguards; handling of price factors (tecknology, cntro-

prenuur ﬁnd c~p1tal) tochnological control, oven after oxpiry of tho

patcnts that pormlt 1t' control from.technology iﬁtrodu01ng rostrlcthns-_
the =ale of outdutod and cven obsolete tochnoldgy; oxcecssive legal pro-
tecetion of particularistic intercsts at tho supranatlorﬂl levol; the
introduction of capseity of discrlmlnﬁ ion at natlonal levol over and
above the levels of such copocity admitted ot the suprqnﬁtlonwl lﬂvelg

the nceessory prosumption that there must be a normal orioo- and ovon

the presumption that internotionnl trade must neeossarily be frec whcn the
potentiel totm;‘capacity of compétition E/ and of power of decision of

the difforont nctors is sufficiontly difforcent so thot unrestricted frce-
dom mcans incascapsbly and incrcasirngly structursl inequelity. This list -
is not exhaustive, of coursc. Therc ore, thus, many othor disleyal praec- -
tices thot howve not boon lognlly definedy oand is true not only in. the
cconomic and tcchnological sphere but also in other fields, such as the;:

political spherc,

ii. Tho factors of disloyalty mentioncd in the preceding parograph imply
costs. Since such costs are coriginoted by disloyalty-éffect, they must
not cnter into the eslculation of o "loyal" parity of exchange. Consc-
quontly, they mist bc covercd by cdfrectivc instfuments, whose fﬁnbtiB£'
in this case is to offsof the disloynlty—effecf. An instrument 6f‘this

type might have the outward form of A sumidy.

é/ nTotal® refers to the result, aftog they arc intcgreted, of the ca-.
poeity of competition dus to pricc-effoct, information, tcchnology,
policy, cte., ond their internction. : - .
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casoning "a controrio scnsu™, it has not been demondtroted that o subsidy

thatlimits itself to offsctting the effeet of othor disloynltics is dis-

loayl. This answers the sccond question.

iii. As rcgords the third question, it is believed thot o distinetion
ghould, in fact,'bb drawn between legality and logitimacy. In substance,

only what is legitimote can be lognl.

There is, ex-ante, a singlc.concciveble Source of international legitimacy:
the intercsts of werld society as ﬂqwhOIijSinGO thus we optimizc for the
mnn/world, The particuloristic interests of cortain countrics or corpo-
rations con generate,.through conscnsuses, a supronotionol legnl status,
but not legitimote intermationnl stotus, The differences between inter-
national,and-sqpranational, a8 well o8 the differenecs betwoen legal and
legitimato, are thgrefqre.considorablc.

-

For the devéloping world, what matters is whot is internatioﬁally logi£—
imte, as a source of what will ultimately be legol at the national level.-
for all countries.

Applyiﬁg this rcasoning to the case under study, if the anti-dumping duty
or the couﬁtervailing'duty were an instrumentigf optimizaotion ot the ﬁorld
level, thoy would be legitimnte and, ecomsequently, legrl. 3But if their
cxistence stems from a supronotiopalization of logal norms that protoct
the partieularistic interests of the industrial world without considering
the intercsts of the developing world, or other convcrging disloydlties,
then thoy-would not:bé intcrnationally legitimote . They ﬁéﬁld continue

to be formelly legol at the national level, but not under » prosumptivo

international law,
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If world Society has a competitive attitudé, and if this attitude is ra-
tiOn«ally'assumed to be genuine, competition free from obstacles 18 its
appropriate instrumenti Consequently, to make the defence of any parti-~
cularistic interest‘suprénational is not a legitimate method of establish-
ing the rules of the game for compebitors, becsuse that would constitute

a mechanism to create\obstacles rather than to eliminate themn.

Gompetition rmet be loyali . If there are disloyslties, it is not legit-

imate to penslize some disloyalties ond not others.

It is therefore propost that él; disloyelties should be identified and

the necessary corrections introduced. Subsidies would not fhen be Qis;

criminatory because of the mere faet of having the outward form of sub—

sidies, save when the} over—ﬁompensate the effect of tho disloyalty they
are supposed to cover, or thst of any other distortion which it is sd- -
mitted they should correct. ConSequently, no nationsl legislation could
legitimately introduce compensatory dutics on such subsidies, cn the

grounds of their outward form, without in turn being disloyal.

If, or the contrary, world society had a co-operative attitude, compoti-
tion would be onc morc usable instrument ameng othors, and itsrspace of
validity would no£ be universal, as if it were a goal 1h itself., Co-orera~
tion would thus be the source of legitimacy, and competition would only

be the source of legitimacy within ite spacc of wveolidity. Disloyalties
could then not bnly‘be compensated but they should essentially be punish-
able hecause, from being sn instrumental leakage — in the case of the
competitive society - thoy wquld become a flagrant contradiction and an

affront to the fundsmental values of‘world society.
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f« The efforts made sinece UNCTAD I, the debates at the Seventh Session
of the United Matiom General Assembly, and the rcecent attitude of the
United.States&/ arc interpreted as recognition of the fact that the do-
voloping countriss can have legitimatc reasons to introduce correctors

having the oubtward form of subsidies.

In any cvent, it would be advisable to redefine ths concepto of disloyal

prrctice ond spell out _all its forms in intermotionol relations, in o

practical spirit. Among other things, such a redefinition should contain
a unified treatment Tor all disloyal practices, to determine the necessary
corrective action. There would then be né need for é compensatory duty
until it is demonstrated thet the corrccfivé effecf is at least grémtcr

then the cffect of all the disloyalties which it, in turn, must componéate;

g. It was belicved nccessary to discuss in dotail the pottern of wvalues,

go a8 to judge the cade of Argentinn in-the light of this pattern.

It is bolicved that, in general torms, fisbal; financiai and administra-
tive “'stimuli%, as they arc called administratively did not in thémsélves

constitute what is internationclly called subsidies, as disloyal practices.

We have seen, in fact, that at the lovel preveilihg in 1969, effective
protection to value added - after being adjustod by draw-back and rcfunds -

had 2 negotive value of 40 per cent on exports and that it was surmiscd

;/ The decision to usc domestic assistancc rather thoan restriciion of
imports in a case where sgtion was rcquested agoinst o disloyal practice,
and the position of the United Ststes in UNCTAD IV -nd in the Goncral
Asscmbly of the OAS {S:ntiago, 1976), when it stoted that a code to
govern- the spplicotion of compensatory tariffs agninst oxport sub-
sidics must recognizc the special conditions of developing countrics.
This means that it is recognized that developing cecuntrics can have
roasons for correcting adversc offects of ccrtain foetors that
hamper exports of mesnufnctures.
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that at most this valuo might'havcfﬁeén-éénCOIled.E/ “Wo have also So5ﬁ
that the capacity of competition inﬁex inaArgéntina ﬂas:shown a deciining'
trend. The "stimuli? tended to compensate these factors, but without
wholly covering them., Therefore, qprthe overall level, they wore correctors.
which did not constitute subs;dies E/, considering only these.two points

of correction,

5, Instruments c8& corroctors

a, The discussion throughout this study has been in a form of conceptual-
ization which is bosed on certatn strong assumptions, One of them is the
extent to which it is recognized that cconomic factors'afe sufficient in

themselves to gencrate solutions of normative vélquI

In this'réyect it is believed thet cither it is accepted that econoﬁie
factors are insufficicnt to explain and réguiato internationsl trade,
because there arc also decisive non—econohical factors in which casc eco—;
nomic theory mast also rcceognize that it cannot impoée itsclf on other
ficlds; or, if wo wish to insist thot norms cen bo laid acim by écdnomic
theory, it'muSt.be rocognizéd that there ere non-cconomic faéﬁbrs, fhe
cffect of which must be corfeéted through‘economié action, in.whiéh.dase

this cemscs to hove optims exclusively of its own.

Another essential assumption is that the process of learning is a cantinuing
onc in all fields, and ot both the notionol and wadd lovel; conscquently,
the hbrizoh'of-world learning miintains a wariable distance from naiioﬁal
learning, which, as a general rule, implics @ relative lag for'dcvolbping

countries. Conscquently, these will always be in an "infant" stage:

1/ This should bo investigetecd.

2/ Although they might bd for some product in particular.
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infant:industry,“infant mniggting, infont informotion systoem, infont.. - g

1
techno;qu,raro ggllaimilar forms of qualifying this‘lag.“/

An imporiont comsdquénce of our amalysis is that, if infont tochnology
wefgﬁghﬁéfﬁral part éf‘fhe supply of factors, the argument §f infont in-
dustry ﬁSuid not justiff the use 6f a correctdr{ but if éuch infant |
technology were the result of a disloyelty - due to having sold'obSOlefc
tcchnology to the country, for instance - corrcetion of_thc disloyaltyf e

effect would be legitimato.

The same would apply to the corroction of the cffcet of an infent stoge

in other ficlds. TYet the argument of infant industry has been used as

Justificeation for corrections.

The dofig}?%pn of "infant" docs not dopend solely on cconomic factors,
because yhgy are not wholly self-containcd. In meny count:ios ingustry
is infant beesuse thoro is o cultural or political lag. And from a world
point of view,_thc validity of the argument of infant industry canTpg
underspood in the light of o dynamic approach: the corrcction admitteq
by infont industry is the mechanism to afford cquel opportunitics to -
countries which would otherwise be obliged to remein in the infant stoge
for every that is té admit the large gap"and to suffer the consequences.
It would therefore be an instrument to optimize a functional of justico

at %ﬁé“ﬁérid'lavﬁl,'higher than purcly national optima,

b. 1In vicw of the above concepta and of previous romarks, the instruments

of coqguctiqn_of the foreign scetor in general, and those thst rofer to

1/ The lag;'dopcndingAdn spebific activitics, ean go from zeroﬁlin oxpofts
of processed meat, for instznecc) to a very high value {(in manned spacccraft).
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exports in particular, arc; apart from other fﬁnctions,“quuired as
corrcetors of distortions csused by a number of foctors. Some of those

Tactors - the list is not restrictive - arc the following:
i, Compensation of disloyaslty-effect, discussed in the previous scctiomn.,

ii. 'CorrectionTDf'the necessary factors to create equal basic conditions

for exports of memfacturcs.

iii. Compensation of the distortion-effecct gonersted by proteetion, over-

valuation of excharge, and other domestic factore,

iv. Corroction of the effoct of cortain fuctors that have a dominant in-
Tluenecc on tho total capmcity of competition {o.g., diseriminatory deei-

sions of countrics or transnational corporations).

V. Generation of a speeific promotion~cffcet {in the case of an induce-

ment to cnter new merkots, for instance).

¢. In this wny, the "corrective™ function is thé gonus, and the five
proceding forms are a similar number of species, defined from the stond-

1
point of the function to be porformcd.—/

If the above is corrcect, the merc fact that a bencfit grantcd by on export-

ing country tokes the outward form of a subsidy does nob in itself moke the .

E/ﬁ Naturally, other qunlificstions are conceivable, for instance, accord-
ing to the sources of the differcnces (e.g., foreign markets, domestic
problems, or otherg)y the cntities that emusc them, the variablos
which they affcet, the specific instruments they roquire, cte.
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applicotion ©of compensatory’ dutics by third countrics logitimate,i/

Tt would be =2 dlsloyul prﬁctlco to the cxtent th t it overpaid the exporter

and cnabled him to maintaln forcod low priccs in intornational CuUrTency.

d. Consequently, it is possidle to_list'a numbér'of effcets whidh:muéf'
be corrected and werk out a list of corrcetors, as comprehensive apd spo-
cific as possible, making up an opbimum set not only for the country con-
cernq§, but alsq,ialternntivoly, for tho international context involved.
And this without inéluding instrumentq_implying substeontively di;loyal

practicaes,

There is also rcqulrcd a certain 1nescaqulu solect1V1ty in the policy,
thorefore the correctors would hqvc to continue opgrqtlng in o selcetlve

manner.,

8. The method of operaticon must depend on ench speeifiec case. In some
situstions it moy be an act of soveroignty of o country; in onother, an

instrument whose usce ig negotiated.

f+ TIts operating space is bounded by at least a lower and sn upper bound.
1. The minimum protection rcquired for adegquate industricl development
implics a lower bound to the protsetion rcquirced to cxport the sam® that is
substitutod, for instencc. In the case of Argontina it might be argucd

that_it would be nocessary to lower protcetion and promotion eoncurrently. .

1/ This rofers to the conceptualization of the problem. It is a well-
known faet that, in such mntters, for » concept to be 'useful it must
bc pessible to implement it correctly in practice, and that the above
concephs would cnusc important proccdurnl conSequences. However,
this is onc more particular ensc of the overall problem, in which
procedure must loyally conform te the substsnce, and the loyalsy of
this adjustment is decisive, preciscly beecnuse it affcets ceonomic
and politiconl relations between nations.
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This cannot bc discusscd hore in the abstrocty 2 ccnercte analysis should

be made not only of :substitution but -slso of protection-as & multipirpose

instrument.

ii. Twere arc scvernl sourccs of upner bounds which imply rostrictions:

administrative (c.g., goneralized draw=back is not administratively
cfficicnt);

functional (c.g., reimburscment can correet over-veluation, but only
within o certain limit, beyond which it is noccssary to dovnluate)s
gquantitative (there is,g meximaum of funds pha; con bd allocoted to re-
imburscment in the fiscal budget ﬂndlgnothor,maximum that ¢an bc a;locntqq.
to financing of cxports in the mrnctary programms)s

proposals for vory stricet scleetive requircmonts (Cog., if it is desired
to provent exceés bencfits of lorge companics through "umbrglla" prices);
restrictions of a general naturc which refor to the gencrol conception
of the policy (o.g. if7fiscal-type induccments should bte reduced nccord-

ing to a given seale for differeat goods),

g. Somc of thesc restrictions hove been present in Argentina's oxporicnec.,

The essential funetion performed by the instruments has becn basienlly as

follows; esStnblishing gimiler basic conditions for internationsnl competi-

tion (c«g., Tinsncing instrumcnts); ceorrceting. the advorse.pricc-Offect

of protection and of the trend of the copacity of competition indox (o}g..'

draw-béck, rcfunds snd recimbursements); and generating o promotion cffect

(o

.2. cxomption from income tax snd additional reimbursement for ncw

markots},



CHAFTER VII

EFFICACY AND EFFICIENCY OF THE INSTRUMENTS: ASPECTS OF SYNTHESIS

1. Purpose of the chapter -and criteria wsed in the anglysis

a; Throughtout this study reference has repeatedly been made to the
concepts of efficacy and efficiency, applied to certain.factors; The
purpese of this chapter is to formulate some aspects of synthesis con_
cerning the problem, quantifying only that which we believe to be
reasonably reliable;.‘Obviously, the space of what can be conceptua-

lized is much larger than the space that can be measuredéé/

b, The overall concepts of efficacy and efficiency were discussed in
Chapter I, Efficacy, as the ratio of achievements %o requirements,
includes among its achievements the attairment of concrete goals and
the removal of obstacles ("trouble—shooting"); among the requirements,

the instruments are analysed in particular.

¢, Efficiency, as the direct and indirect cost-benefit ratio, calls

for additional consideration,

i. In prineciple, & distinction should be drawn between eccnomic

;/_ In the present state of metric conventions, and teking into account
the limitation of resources of the prnject and of the information avai-
lable in the country, It will be observed in this chapter that it has
only been possible to make a relatively crude synthetical measurement
with respect to the possibilities of conceptualization, as althcugh many
variables can be defined in qualitative terme and using the Jjudgment of
experts, they are not quantifiable with sufficient reliability, Further
more, save in those cases in which an input—output matrix could be used,
it hae only been possible to measure some variables in a relative manner,
as to their direct effects and for a given period, but not as to their
induced effects in future periods, Moreover, price-effects cannot be
clearly distinguished from volume~effects {in the sense thet some ins-
truments operate principally through each of these channels) because the
available Information is not sufficiently disaggregated and reliable to
do so. These game factors, particularly the degree of relisbility of
the figure for exports of menufacturers itself - suggested that we keep
to crude overall measurements without even drawing detailed conclusions
on the marginal behaviour of the varisbles. Concern for the eventual
normative value led to the decision not to include unreliable explicit
measurements,



efficiency proper end integrated social efficiency. The latter, epart
LU0 SUCI AL VR MaDacE , WOGAL . 1NCItGe speeitice cechnological veriables
and varinbles that reflect the structure of the cimership of astisions,
among others, The Tollowing observations refer to the concept of in-

tegrated social efficiencyg;/

ii, ZEfficiency can be envisaged as optimizing at the national level,
or at the level of & group of two or more docuntries, cra the world
level. The reasons for considering only optimization at the naticnal
level have already been given. However, cz2rtain national optima would
be best served by first optimizing, at the regional level, or at the

level of LATTA,

iii, Efficiency at the national level can be investigated for -several -
different sets, for example, at the level of activities, or of a set of

instruments,

This chapter refers to the level of the set of "specific” instruments

of conduction of exports of menufactured gbods, which couid be measured,

iv. Analysis of efficiency by activities can be approached from di-

Tferent methodclogical angles: considering each activity as a projechg/

and using the usuel evaluetion techniques, at market prices or at social
prices, or with other approximations; or for a giﬁen pericd, or consgi-
dering the fluctuation, over a period of time, of the national”currenéy
values required to generate a unit of foreign éurrency, if this eriterion

of evaluation is uged. -

1/ Background document on "A model of thimization;,.“ (op.cit,)

2/ See Carlos Diaz Alejandro:. Nota sobre una'metodologia para evas
luar proyectos relacionados con el sector evterno. TFEDESARROLIO,
Bogota, Colombia, Nov. 1971, '




- An evaluation at market priccs vhizh Scrdn 10 aLls
activity, among several dozens of activities, the variation in the ca~
pacity of competition indexes and the approximate indexes of benefits™

to exporters was attempted.;/

= Evaluation at shadow prices in Argentina encounters several
problems, without entering into a discussicn on its -intrinsic useful-
ness, when the functional of exports of mamufactures in the future
depends substantively on the capacity to capture new technology end
on its separability with regard to the capacity of decision of trans-

national corporations.

As regards the level of shadow prices, Argentine has been recaive

ing a sustained immigration during the pest few-?earg, which suggésfs' 

that labour is not superabundant, It also exports professionals, al- =

though 1t is believed that this is not due to real "market" problems

but to a ”prlse of consc1ence by those responsiblc for production and

due to the lack of a suitable overall policy. The soc;al price of

labaour, therefore, should not necessarily be lower than the market

price.

Furthermore,-caﬁital is nottscérce, if the popular rumour that
there is a very large‘mass of funde belonging to permanent residents -
invested abroad is true, and if the real balance of payments shows a
structural credit balan;e in current account after adjustment of

spurious transactions, There is, certainly, an outflow of funds

_/ Very approximate and only useful a&s such for a short perlod See
background documént "Capacity of competition due to cost—effect
and trends in the benefits of exports of manufactures. A cohcep-
tual note and a short=term investigation. This study could only
be made with data available for the short term and for the unique
juncture of 1974/75. It is a raw material for use in the analysis
described in the text,




due to other‘fartnrs,fdo a. Jar e e?tent removable Congequently, the’

shadow price: of capltal ‘is not necessarlly greater than the market price.

For technology, let it be assumed that there is a prlce per unlt of
know-how, The country has ex-ante a capacity to capture technology, al—
though gso far it has nob systematically used its separability from the |
1nvestment which carried it. What would be the shadow price applicable
to an eveluebion wherein technology ié considered tb have & talﬁé-that
can be differentiated from that of the good that carries it, if the
capacity of capture is essentially flexible and dependent in & large

measure on political decisions?

vt Purely econcomic efficienc&.caﬁ be éxpfétséd as a cost;téhé%it
ratio, which the mmerator and the denominator are the products of
prices by volumes; The volume ratic would approximate & measurement
in terms of Eh;sical regcurces; and the price structure — which is
essentially unstable 1n high inflation such as that of recent years -
might, in certain periods make activities -appear efficient when they

really are not, or vice versa,l/

d. Efficacy end efficiency can ultimately be defined with res-
pect to different sets of variébles, vhich can either express the
objectives that prevailed during the period analysed, or the objec—

tives that should be attained.

In the latter case, to establish a pattern of values it would be
necescary to define the ultimate state de51red ‘and at least a vzable

gtrategy to hring about the Iransformetion. It would then be possible

1/ The corcept of price structure also includes the'éffecté:qutéxes,:
subsidies and exchange rates; i.e,, of protection and promotion,
among others, o :



+ta Aafing +the cﬁ?‘.‘hzf‘:"!*z_f Ton oF Q*'"’,ﬁ:-*i;.?ff Arotryrents bhath to that wltimaete
state andrtqnthe strategy;“,But these elements have not been clear and
persistent in the period under review, Consequently, the standard pat-
tern for evaluation used was the apparent results of the goals sought
by the policy and qualified the attaimments: basically, increased X
ports ~ with the higheet pcseible value added and the highest possible

balance of fcfeign'exchange;l/ |

e. As the export system is coupled to other systems, it generates -
in them external econonmies or diseconﬂmies which to some extent cons—
titute forward and backward effects of a particular type, This 1s

another gspect which reguires special svaluation.

2, Efficacy

a; Table III-3 shqweq the contribution of different groups of ac-
tivities to certain_goal~variab1es; Chapter VI and Appendix III cone
tain scme viewe‘on?the-efficacy of the,different instruments, This
chapter includes the results of econcmetric treatment gt the overdall
level, & synopsis of opinions cn the contribution of the gifferent sets
of dnstruments to specific varlables, and & brlef llst of relevant obs-  VT

tacles which, in socme measure, They contributed to remove.

b, At the macroeconomic level, taking the value of exports of ma~-
mifactures as a pedendent variable, we find that fiscal- and Cinancial-

type ingtruments heve'had e significant influence in their expancion.

;/ However, some opinions have heen added concerning the effecltiveness
of certain instruments with respect to goals that may not have been
contained in the prevailing policies, such as a certain amount of
selectivity; but which are believed to serve in scme measure as
instrumental objectives in attaining the vltimate objectives,



1. To explain thls relationship we esegyad several suhgle-cguaidon
models with different degrees of disaggregation and treatment with 4if-
ferent units., The variables of the model considered most useful are

described below :y

Table VII-1

Yariables éonsideréd in the model

Varisble : C Description

Exports of mamifactures

Fiscal-type corrective - - Value of draw-back, refunds, reimburse—
instruments nents and income tax exemption
Financing ’ : ' ' Pre-financing, financing, and post-
financing
Incitement to smuggling and Index of ratio of free, or-disinsti= =

over-invoicing of éxports tutionalized, rate of exchange to of-
S ficlal rate -

Cycles of domestic demand Index of cycle in GDP

Technological content Conjectural index of technology con—
tent in exports

Time B e . linesr series, growing from 1969 to
h 1974

1/ The model was processed with Enrique Dieulefait, who formulated-the
stepwise regression programme used, and processed it. The following are
some interesting specifications of processing: Units are millions of
US$ or indexes. Omnly the period 1969/Th is included becsuse prior to
thet the system was not mature and because 1975 is completely -atypical,
The capaclity of competition index dropped systematically. throughout the
period, and the procéssing that included this variable suggested that

the parameters of the other variables are forced in their significance
by the negative correlation between this variable and exports of manue-
factures., In 1974 under—invoicing and emuggling appear to become impor-—
tant, according to the indexes; and this would adversely affect the rela~
tive validity of the export figure. Ofther more disaggregated forms of
this single equation model were processed, to asecertain the behaviour of
the aggregated variables, Different units were processed (Argentine pe—~
sos &t 1974 prices) in some varisbles, The number of years is smell (six)
and this limits the number of varisbles thet can enter in the solution,
Preliminary processing suggested aggregating varisbles, without prejudice
to & separate investigation of certain disaggregations. This procedure
wes adopted,
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nic approximation were made.

1ii. The main explanatory variables are the flscalrtype correctors and
the financing of exports, in Lotk the linear and the logarithmic model
In both cases, these two variables. explain-over 99 per cent of the va-_ .
riability of exports with respect to the ‘meen value recorded during the--
period of observation, Satisfactory levels were achleved also w1th the ;
mere consiqeretionfof“tne aetion of;fisoalrtype correctors.

iv. The functions chosen to explain the behaviour of exports of
nanufactures were as follows, in their 11near and exponertial ver51ons )
(values of variables are expressed in U, S dollars, and the figures in

parenthesis indicate the standard error of~the respective coefficients):

Linear functicn X =:-a05+ a. X.

n R
E@mﬁsof '
namufactures = 19148 +.2, 80 (Fiscalntype correctors) +°0, 6h(Financing)
A{0bT) SR (0.26)
R = 0.97
Logaritimic function Xh = ao;.i Xi_ai
Exports of : -0, 60 0,12
manufactures = 21 3(Fisca1—type corrector) (Financing).

(o, 09) o §0.06)

2

v. Continuing stepwise regresaion as far as the dsts—points ellowe&” ”3"57

the index of the technological content of exports of m&nufactures and the
indes: of domestic’ demand cycles were - incorporated as explanatory variaa'

bles.

R of the logarithmic expression: 0,950 N



Ehetintionlly, Fhe gl erifienan o the roe™iicienty D oo wows

bles ig low, in the linear casz for both variables, and also in the ex-

pouensial case for the index of domestic demand cycles, -

However, forcing fhe 1ncorporation of these 1ow~sign1ficance'§arian'
bles we see how the behaviour of the parameters of the signiflcant e~ -
risbles changes, For instance, entering the technological content in-
Gex in step 3 of the regression and both indexes in step b, the.cpeffim
cients of the variebles change as follows:

ot b

Concepts Leps 1 2 3 4

Ordinate to origin 8 177 192 1073 183
ho | _ o
Coef. of "Tiscal tyne 8 3,95 2,80 2,80 Q,ﬁT

corrector" variable

Coef. of "financing”

variable By - 0,6k 1,22 1,33

If an interpretation from the purely econcmic standpoint were pos-

eible, it could be said that, if the sbove variables operated during-- - -

the period under review end, consequently, the reality that the model

) _
tries to reflect apparently became more.complex, -it would be neeessary- - -~~~ -

to rely incrersingly on finencing,

vi. Tt should be riotéd that although the time varieble is strongly & -
correlated with the export values, it wes not chosen in the successive
steps of the model s it could qdd nothing further to the explanatomy

pover of the variables: already‘incorpoygted in the solution, - -

¢, The views of experts and the results of the analysis concern--
ning the conbtribution of the different instruments and different ob-

Jective~variables 1s summarized in Table VII-2,



- Mable VIIw2

SYNOPSIS OF OPINIONS -ON THE EFFECTIVENESS OF SETS OF SPECIFIC INSTRUMENTS

IN EXPORTS OF MANUFACTURES

Informs~ Agreements

- Fiscal
L Sets of ~ Finencial
Contributions to:  instyu- 20 8d- ‘ tion and and inte-
ments ninige= merketing gration
trative : - areas

Reports of manufactures A A B A
Balance of foreign 3 A A/B B

currency
Value added A A A
Direct effect on B
income distributicn -
Selectlvity by:
- type of goods - - A A
= type of technology A
- gcale of utiligation B
- type of company B B
- region of origin of B B

goods
- country of destination - A/B A B
Other relevant B ¢ Corvection

achievements o of exchange

rate

Overall opinion concerning . -
their effectiveness with A A B A
respect to the ebjectives B -
sought '
A: Positive:
B: DPoubtful

An empty space indicates that there is no op:mion or that it was not

poesible to identii‘y it,

Note: Opinions: referring to selectivity indicate that the set of ins-
truments considered, in the manner in which they were used, have
mede & positive or a doubtful contribution to the selection by
type of goods, type of technology, etc.
are those achieved, in either a positive or doubtful manner;:
basically through selection by type of goods.

The first four effects



d, In brief, the-ﬁifferenf é;préxim;%Loas_usgi anke ;u_foasibie to
veature & very generai opinioﬁ to the efﬁgqt“that in Argentina_?@g system .-
of ingtruments to pﬁomote exportérdf manufﬁctures, beéringh;gréind'the
objectives sought, hes ap»acceptable 1¢vel of effectiveness as a whole

and, in some cases, & high level,

2, Furthermore, tﬁroughout the period investigated (1969-1973) the

system has had to overcome a number of obstagles,

i. In the domestic sphere, the adverse price conditions aausqd_by
protection;/ and by a bésic retained exchange rate, in the fgqg of rige
ing domestic césts, whicﬁ caused g‘sustained decline in the index for
the capacity of Cbmpetition due téhﬁfiéeiéffects, and thé;éggsquences
of great fluctuationg and uncertainties in overall econdmic”éonduction;
This in itself- is-an achievement to which should be added the set of
obgtecles caused by the scale, and by the many infancies discussed in

the previous chepter,

ii. In the external sphere, it has had to face & situstion charsec—
terized by increased internstional competition, together with a rece—
ssion end & restriction of demand in many countries due to baldrice of
paynents difficultices, and with a relatively weak working bases in

information and marketing,

f, Naturally, sll coriponents of the system can be improved, both
in design and in operaiion,
The financial instruments require that- their catalytic power be

used to improve selectivity'andfeontribute-to-dfeaté & fiore suitabie

1/ It is, of course, an ex-post effect ori‘prices, TEx-ante, without
protection it would not have been possible to export much in the
way of non~traditionel products. Otherwise, it might be said thet
protection introduced a positive effect on the volume and dn ad-

oo oPPaadr = —oo .-



institutional and marketing imege, If these sieciflc guals dre wulldl oC
their task, important structural and institutional adjustments will be
required, concerning which scme points have already been proposed for

discussion.

The efficacy of thé instruments of the set we have conventionally
called "fiscal and edministrative correctors" cen undoubtedly increase
considerably, although ln part this will depend on & realistic and

flexible rate of exchange and e sound information system.

The main weakness .of the Bystem as a whole has been detected in
the information and merketing system, The consensus is that a serious,
intensive, speedy and systemetic structural end institutional effort

ia required in this respect.

Finally, the set of instruments grouped under the title of "Agree-
ments and integratlon areas" have up to the present made it possible

to expand exports of manufactures.

g; However, it ghould be borne in mind that exports have tended
peinly to be directed to Latin America; that the role of trensnotionnl
companies has been essentielly'in:tneimore sopnistieated manufuctnres,
and that this role was a necessary consequence of the previous strategy B

of industrialization to substitute imports.

If, in future, requirements of greeter selectivity by type of techr
nology, type of company, scele of utilizetion and region of origin were
added, it 1is believed that the correctors and the finenciel instruments o
would only with difficulty attain a high degree of effectlveness unless “
there is unified conduction by e.ctivities of the produc‘tlon/ substitution/

export process, as a fundamental and inescnpable condition.

If, furthermocre, i‘t. were desired to conduct the external sector with



2/

planuingy” as least expresslng prograrmes Dy goods and by countries of des
tination, -~ for the purposesﬁqﬁ the_exﬁgrnal relation 1tself ~ not only -
will ti be necessary to adjust certaln instruments but alsc scme basic

institutional factors.

And if Argentine were to recognize that certain national optime are
best served by regional 0040peration rather than by isclated action,

this would add another facuov that would demand certain addltlonal 1ns—

truments end institutions, such as those referring to the establishment

of joint Latin Amerlcan companies.

Thus, the redefinition of the ultimate state of the external sector
which is sought as & gosl, and of the patterns of the selective develop~
ment strategy of the sector, would constitute a different and stricter
standard of evﬁl&étion to appraise théﬁéffeéfivereés of the instrﬁﬁents;
for the timé'ﬁeiné, they appear to be acééptabié inrferms of the pre=

valling permissive systemg/

3., Efficiency in terms of the set of specific instruments

&, As indicated in section 1, our purpose 18 to analyse the cost/
benefit ratio only in economic terms, at m&rket prlces, at the nationsl
level, in terms of the set of specific 1nstruments Tor the promotion of |

exports of manufactures, and taking into account thet the main objective‘

1/ The esteblishment of & Ministry of Planning has been announced, in
terms that suggest that the philosophy of state conduction will in
future be "with" planning, in operatlve terms,

g/ Pennissive in the sense that it is open to anyone who wlshes to use-
1t, under the general condltlons it establishes.
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during the period unicr review was to muxinize exports.™

b; A cggt-behefit ratio éf-ﬁhis type should be understood as effi-
ciency crudely measured "in terms of" the costs entailed in using & cer-
tain set of instruments, and not as efficiency "of" that set; Through-~
out the study, certain fectors have been idemtified, at different levels
of abstraction, to encourage and discourage exports of mamufactures which

influence benefits and costs, inciuding thoge analysed here,

¢, Accordingly, total exports of manufactures were first teken as
a benefité/then én adjustment was introduced to estimate the ratio in

terms of the balance of foreign currency.

“Gross exports are inltially significant because the coefficient of

forelgn currency generate& by unit of export, after deduCuing imports of

;/ At the rist of appearing repetitive, the following is clarified: in
economile and not integrated social terms; at the national level and
not at the level of a 1arger mmmber of countries or at the world level;
for the set of specific. instruments and not the efficiency of the—GX9-ﬁf—
port policy by activities; considering exports as a goal variable (i,e,
as & numerator of the ratio), without considering other variasbles such
as the sccumulation of technology or the structure of the éwnership of
decisions? and for a goal-variable which preveiled basically in the
past and not for-those to which it would be of interest for exports of
mamfactures to contribute substentially in the future, or to have con
tributed in the past. The use of social prices has been discussed in
Chapter I, Ratios are considered on a yearly basls, without including
carry-over effects over time or bebtween sectors, Consequently, indexes
are reletively crude and comprehensive, and only intended to serve the
specific purpose of Project RLA/T5/053, directed towards instruments;
they take into account that we are particularly interested in judging
effectiveness in detail; thet as a general rule high efficacy izplies
high efficiency, unless the price structurehhides it, and, vice versa,
that with low efflcacy it is difficult for efficiency to be high,
Opinions concerning the efficacy of the instruments discussed in Sec-
tion 2 also apply in pert to this section 3 concerning efficiency.
Finally, it is clarified that the variations in the basie conditions
weaken the significance of certain types of analysis, such as that of
the marginal behaviour of the variables considered. To sum up, only
figures whose significence as an order of megnitude can reasonably be
relied on have been included.

2/ There is a question of reliability, as the values of exports that rew
celved different Xinds of benefits are different devendine on the



Cy
intuts, 1s abeve 0;8’i’and recense there ip not o good operiug of roilt-
tances to factors ebroad and of the requirvements of importsg of capital

goods by activities.

The velues for reinbursements, refunds, drew-back, exémption from
income tex and the effect of the difference in interest between the in-
termediate level of domestlc credit and of export finaneing for compar-

eble operations (Table ?II—B).Q/

Table "II-%

ESTIMATE ‘OF SOME BENEFITS AND COSTS CONSIDERED
IN EXPORTS OF MANUFACTURES .

) : ~Bonctits per Wit
Benefit Costs c of US doller cost .
Exports ost/benefit . considered -
Year AP index
of' : At free official
manufect, Fiscal Financiel Totel .. exchangeb/-exchangec/
(millions (milllons of pesos at Base 1969/ . uss
Us$) 1974 prices) 75 = 100 ,
1969 392 1110 - 1130 85 5.9 5.9
1970 429 990 30 1020 5 7.2 6.9 .
1971 452 1100 60 1160 95 TaT 5.9
1972 601 1470 190 1660 88 T.9 5.5
1975 950 2340 0 330 . 2670 .87 - 5.0 h2 -
197k 1309 2860 300 3160 01 6.7 Ll ..
1975 936 1110 k60 1570 145 1.2 5.8
a/ Conjectural
b/ "Free'l:. costs considered at peso rate of exchange quoted in inter-

national markets. ,
c/ "Official": at official rate of exchange for promoted products.

Scurce: Prepared from own data,

1/ See Table ITI-5

2/ The fiscal cost of the increase in fiscal income generated by ‘the
activities demanded by export industries is not deducted,



+ During the 1i=mifiocant perind 1969/74 l/each equivalen® dcllar
7 3 s /it qu

used in fiscal and financial "inducements" was related to approximetely

US$ 6 of exports of manufactured goods.g/

Two periods should be. considered within the overall period of 1969/
Th, 1In 1969/72, when the level of capacity of competition dde*té'price-:“ﬁ
effect was about 50 per cent higher than in 1973/T4, the requircments
of reimburéement,'refuﬁd and draw-back instruments were relatively lower,
and the ratio of incoming dollers from exports of mamfactures per unit
of coets consiéered was higher. In 1973/Th the demend thot reimbursement

should play its over-~all corrector role of the lower capacity of compe-

tition due to price-effect owing to the delay in. the adjustment of 8xm..

change, 1ncreased co ts and redueed the coefficient.

ii, Taking 1nto accoupt that approx1mate1y 60 per cent of zheAexports

RO FRYY

of manufactures-éééeived some sort of promotlon - ba51ca11y through
figecal~type instruments - and assuming that 80 per: cent of the gross
velue of exports is net inCOme of foreign currgncy,z/fhe mearn gqst/
benefit ratia ofithgﬂprdeflof 6 ie reduced to abpﬁt 5 for the éé#iod
1969/Th, consiééring only:thg balence. of foreign exchange of promoted

exports of manufactures as benefits,

1/ As explained earlier, 1975 is atypical,

2/ They are US$ 5,4 considering costs at the official rate for
~ promoted products and US$ 6.7 at the peso rate of exchange in
., International markets,

3/ Not including under-invoicing of exports, the value of which should
be adjusted, It was not possible to obtain a good estimate of 1ts
nagnitude, s I S o



Table VII-L
MEAN COST/BENEFIT RATTOS
ON VAIUES IN US$, IN DIFFERENT HYPOTHESES

.

Benefits FOB vﬁlue of Balance of

Coste considered considered ~Sxporte . foreign currency

1969/72 1973/Th 1569/72 1973/7&

I. In promoted exports . e
Finencial cost .ss 11,5 e 9,2

fiscal cost Lo 3,3 3,2 2,6
Totel coet : : 3,8 - 2,9 3,0 2,3

II, In total exports of ‘ .
manufactures 6,6 5,0 5,3 &0

Noteg: 'I'he ebove are simple arithmetical everages of yearly coefficients,
Definitions of the costs considered are given in the text., Con-
sequently, financial costs do not include the difference between
the value of financing end the actual velue caused by the effects
of the dlscount rate and of internetional inflation. The income
in foreign exchange from promoted exports is the result of apply-
ing to the values of exports promoted through fiscal- or financial-. ..
type instruments {Table A-II-13, Appendix II), s conjectural coe=
fricient of 0.8, which would constitute the net income of forelgn
exchange per unit of export, and may be over-velued. The coef=
ficients are averages of cost values calculated separstely at the
official rates of exchange in farce for pramoted products end the
peso rate quoted in the internationsl markets, The ratio for the
fiscal cost and for the total promoted exports to azports that
received reimbursements, refunds or d.raw—'be.ck. ‘

111, TP in the future there were a realistic and flexible "basic” rate
of exchange, reimbursements would be freed from the turden of the over—

all correction and could then play their roie as a seiéétive corrector,

This would considerably benefit the cost/benefit ratio.

d, Although the efficiency ratio in terms of coste implied by the
uge of the relevant instruments anawers the specific purpose of 'bhis '
study, it is, of course, very 1imited A cost/‘benefit functiona.l might

incorporate effects on & nurtber of o‘bher varis.bles.



i. In 2ddi%icn e the velae o ooty Chm wollon Lo oeeloue cun
be computed: +the effect on real natlional incame; the effect on the level

of employment and distribution~of Income; - the contribution: to cancel the

external fectors that generste damestic inflationary pressure; the scale-

effect on costs' and domestic prices; the "backmra” and"forward" Aiffu-

gion effects on the industrisl structure; the "induction" effects when

a neyw plant is éstablished to produce goods for export; the effec‘ts on

the coefflcients of utllizatlon of :Lnstalled capacity and of utiliza.‘bion ‘

of used capecity, the technology-effect, with all it implies as regards

creation, adaptation, innovation and r'ei»lication at the "Ievel of basic’

know=how and of incree.smgly advanced combmat:.ons, the contribui‘xién to- A

ward correcticon of dlstortions in the price structure and allocation of
resources that can arise from 'the structure of effective protec‘tion, the
conbribution ‘to’ reglona.l develozment the effec‘t on the position o:[’

power and prestige and effect:.ve bargaining capa.city of" the country con

cerned in ‘bhe mternational system, the generation c;%‘.’ links 5 in an inte "

~ .

greted spe.ce or b:Llaterally, that w:i.l]. con'bribute to increase effective,;:"
co-operatlon and in'tegration, the contrlbtil;lc-)p to the domes‘blc natlonalh_-_;
structure of the power of' decismn and aﬂtlon Qn relevant variables -
not only econo"lic, but . also ﬁt‘egrated social varlables ; the con'bribu- :
tion towards cresting an in;bernaljy'bet’cer integrated se‘t o:f‘ factors,
more capeble as a whole of: improving the overall efficiency of the eco--

nomy; the .expansion of the horizon of decisions and of the canbinative

capacity of private enterprise, among O‘_f:her_s,'.'l'/.'jsa._

ii, Among the costs, aside from”the_ 'fieeal seerifiee (whi'eh shou.ld

be -computed in net terms, after deducting i-‘isce,l income: from activities:.

demended by exports of menufagtures) and: from the finencial inducement - =

1/ This list is merely enunc1ative, some. of itg componcnts can operate_
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remresented by the difference in domestic interest, the following wight
be considered: the needs of imports of inputs embodied in exported
goods ;y the requ'irements_ of foreign exclﬁnge for the payment of intereéf .
profits and royalties originated by exports;.the wear and tear of -im- .
ported reproducible fixed capital goods and of the imported content of:. @
domegtic capital goods used In -production for export; the, proportion -
attributable to exports of the fiscel sacrifice incurred in installing
plents to produce exportable goods; the transfer of real resocurces g~
broad which _gpngtj.jc.u‘be_s the financing of the export itself, the effect
of the drop in purchasing power of the eredit balances due to wofld ine
flation end the effect of a discount rete applied to calculate the ac-
tuel value of such talances helng comﬁuted ther'ein; the cost of adminie-
tration‘ of.‘fhe systen by the State; the requirement that the exi)cr‘ting'
country of theé manufactures éﬁoﬁld in turn impeort what it coulc substi;-‘
tute, to contrlbu‘be to the blla.‘ceral balance of :E'oreign exchange wl'bh
the purchasing countrles, an,y effect of depletion of domestic supplies
es a cmseq.aence of exports; in ge_ner&l_, the effect of any deviation in
the allocation of resources; the deterioration of the proportion cf the
national cepacity of decision in the external sector resulting fro:c the
greater export potential. of transnational companies; the effect of the
necesglty to invest abroad to ensure the systematic placement of ex-

The sbove list, also, is merely emmciative and in no vy res=

1/ This, concept and ‘some of those that follow care comtained in the
con,jec‘bural coefficient of 0.8 used, o
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iii; The possibility of selecting alternntive sets of variables that
express benefits and costs is, therefore, great., In the final analysis,
the election is political, The cholce of & certain functional of cost-
benefits in Prefergnce.to‘anothér 1s & decidion that must be supported
by & social criterion which, in turn, mst be based on & higher system
of values, In the cbse of Argentine this is a task that must be per—
formed, in explicit terms, and fof far movre than electing & funétion of

exports of mgmufactured goods,

iv, Nbfwithstanding the above, in the specific case of Afgentiﬁe eﬁ—
ports of memufactures, in terms of.ﬁhat has been regquested of the systen
of instrumenis, the overall replyrié that exports should be promoted
because it is a decisive variable and because in terms of the effective
ness and efficiency of the set of instruments, it is an advantagecus

cperation of economic policy,

However, much more effectiveness and efficiency can be obtained

;/ Both the sbove lists are very general in nature; some of the factors
listed as apparently independent are in reality linked; consegquently,
it would be necessary to work cut for eech verisble a network of fac-
tors linked to it, duly distingulshing the elements that influence
each factor, and then link such networks so as to avoid computing the
pame effect twice on different verisbles. In many cases benefits or
costs should be consildered in qualitative terms, which are not expli~
citly stated; it would also be necessary to consider the value of re-
lative stability and consequent vulnerability of certain varilables,
and the costs associated with them; the generation of external econo

mies should be computed; the possibility of counter-measures by third

actors, that reduce national benefits or increase natlional costs
{countervalling duties, discriminatory practices, disloyal practices,
ete.) should also be taken into sccount; the progress made in the
field of institutions, operation and training of decision~makers,
induced by exports ghould be considered; the fact that costs and be-

" nefits that can be econcmically expressed = for instance, considered
at market prices — are charged differently depending on different
actors, should be teken into account; the degree of separahility of
cexrtain costs from certein benefits should be ascertained, etc,
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wherein "conduetion" is the genus end "promotion” one of the species,
which will become relatively less necesaary as the varicus "inciplencies"

(trade, technological, and other) are outgrowm or reduced. 1)

Factor endowment is not a datunm, bul a variable, essentislly dependent
on the action of the country. This mesns that it will be necessary to
decide explié&tly hov mach, and what kind, of specialization or diffusion
trade should have, without repeating past errors of the substitution pro——
cess and alsc overcoming the effect of errors incurred, and in such & way
that the criteria for promotion exports will be more suitable and precise

than those used until now for protection,

é. Therefore, given the basic values, having defined a suitable
functional of cqgt/benefits Tor them, end having recognized the need to
conduct productién/éubstitution/exports in & unified manner, basically
by activities, th? action of the necessary instruments is deduced - and
not postulated according to preconceived doctrinal preferences, The
optimum set of instruments, according to these specifications, is the
result of an.optnmmn set of goals and of the concrete restrictions of
the problem; and their efficacy and efficiency will then be greater

than they are at present,






ANNEXES

I. Basic documents quoted in the context
II. The exports of manufactures
ITI. Specific instruments for the conduct of the exports of
manufactures

(At present only available in the Spanish version)






