M ——

i

UNITED NATIONS

ECONOMIC
AND
SOCIAL COUNCIL

GERERAL

E/CN.12/4C.L5/14
28 March 1969

ENGLISH
ORIGINAL: SPANISH

HCONOMIC COMMISSION FOR LATIN AMERICA
COMMITTEE OF THE WHOLE

"~ Seventh session
Santiago, Chile, 28 March 1960

STATEMENT BY MR, RAUL PREBISCH, EXRECUTIVE
SECRETARY, AT THE INAUGURAL MEETING ON
28 MARCH 194¢



E/CY.12/5:C . 45/14
Poge 3

It has beemme 2 traditionsl gesture ~n the part of the Governrment
of Chile: to cheer us wibth its words of encouragerment ot the inaugural
meetings of this Committee of the Whole, as it has dons on the present
ceeasion through so distinguished a spokesman as Mr., Enrique Ortuzar
Zacober, its Minister of Foreign &ffoirs. Thus we are once agein efforded
an opportunity - espeecially welcome on the eve »f the cwmstruction »f our
building upon the site so generously donoted to the United Hations - of
reaffirming to the Chilcan Governrent owr orgenization's grateful
appreciction of this countryls unfriling supp~rt. I olsc wish to ~ffer
my warmest thanks to the ambassador of Colombin, Genersl Juan B. CArdoba,
for his kind and cordial allusions 4o the work of this sccretrrint, which
I siizll have great plensure in passing on to my ccllaborators.

I ¢hould like, as on previous 2ccasions, to noke a few observitirns
on the significance of certein cconordc cvents in Lotin America, Yo
hove witnessed yet another yeor of slack development, which has set its

inal stemp on the five-yoor poriod thri hes just come to ap end. Since

1955 the rote of growth of the region's econnmy hes borely exceeded thet
of its populction, md the per capita gross product has riscn by only o
little over 1 per cent, while income - 2lso in per copits terms - hes
incressed ~t an even lower rote.s

The Lelin Americon economy is not progressing as it sheould, I have
welghed this staterent carefully befere mking 3t. T am referring, =f
course, to the countries of Loatin America as a whole, and an ndt overloosking
obvious exceptions to the general rule, This weakening of the dynnrdsm
of the regisn's economy fills me with concern, ond  greatly fear throt unless
deliberste steps cre teoken to influence the cper~tion of its forces through
systématic and far-resching action, the econnmic and sccial tensions so
apparcnt throughout the length and breadth of Lotin fumerica will be
sggravated Lo incclculoable extremes, '

However, it would be o mistzke to depreciate here the significance
af cerinin efforts thot ore being wnderteken with preiscworthy determinetion.

T shoudd like to loy specin) emphasis on the anti-inflstion campaign, and

[to toke



B/CN.12/iC.45/14
Page 4

to take this opportunity of paying public tribute to the selflessness of
those who have shouldered the urdensome task of combating the inflationary
process. 4 ourdensoms task, and a thankless cne, for the struggle agoinst
inflation is also a dramatic struggle against misunderstanding. If,
deeply conscicus of their responsibility, these administrators refuse to
countenance illusery wage nnd salary increnses, they are imp overisiing
the populace, they sre hendicapping a country!s development.

In this contest, I wisn to state sn unshakable conviction, formed

1-ng ago, nnd graduslly strengthened and corrobsroted by events, HNo
contribution to cconomic development con be made by mass woge and salory
inereases, Evcrywhere cxperience has shown theit when such increnses
cannot be absorbed by entreprencurs' prafits nnd ~re unassocinted with
any improvement in productivity, they are inevitebly transferred t»
prices, and the traditionsl spirel is the result. They are, therefore,
a snare and a delusicon. A lucid explanation was given by His Excellency
Mr. Jorge idlcessandri, President of Chile, in his reccent speech, Only in
the monner he described can real woge and salary increzents be achieved
on sound bases. ‘

Such 2 policy need in no way affect economic developrent, as it does
not intrinsically imvolve any contrretinnist element, It is for quite
different reascons thet some experirvents in snti--inflstionary policy nave
been accompanied by a regretiable controction of productive activity and of
the workers' share in the natiznal product,

In our countries the disproporticnate use of bank credit to finance
public or privete copital investment in cerdaoin ficlds ~ cspecially in
construction = has brought sericus inflationory consequences in its troin.
The restriction of such credits, ~nd of all others of a speculntive 7
character, is essentinl if the inflationary ﬁrocess is to be hrlted. Bub
it is hore that the chief cause of the contraction of cconomic actiﬁity
wsusally lies, '

Is this, perhaps, an inevitoble price that must be poaid for the
contrcl of inflation? I do not believe anything of the kind. This is

mme of the most delicate sspects ~f anti-inflati-nary policy, and I might

/somewhat sketchily
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scmewhat sketchily outline my views as follows: as inflationary invest-
ment is gradually restricted, investment represenfing genuine saving
must be correlatively encouraged. The application of such a policy is
no easy matter, for it means that simultaneously all available sources of
national savings must be mobilized, and external capital contrivbutions

be ‘made available to the extent that the country's own saving is
insufficient to enable such investment to be effected upon sound monetary
bases.

Simultanecusly, I would repeat, not subsequently. To wait until a
contraction of the national product has taken place before mobilizing
the country's savings and making provision for a firm contribution of
international public resources, is simply to waste precious time and throw
away energy, since, the smaller the national product, the less will be the
capacity for saving and, consequently, the larger will be the amount of
international resources afterwards required for the recovery and develop-
ment of the economy.

Hence the mere determination, the mere effort of the country which
is endeavouring to combat inflation, however energetic and enlightened,
is not enough. Full and resolute co-operation at international level is
also needed if anti-inflationary and ecornomic development policy are to
be perfectly compatible.

Moreover, the primary aim of the latter must be te exert an effective
influence on the structural factors which have helped to unleash or
encourage inflation, so as to support anti-inflationary policy or prevent
a relapse.  Such structural factors range from those affecting the balance
of'payments to those hindering the more efficient utilization of productive
land.

The satisfactory solution of the problem will call for the assembly
of very substantial capital resources. The rate of capital investment
in latin America as a whole is too low by any criterion, as it represents
only 17 per cent of the gross product. A determined effort would have to
be made to raise it above the 20-per-cent mark in order 1o ensure an
" adequate rate of growth of the per capita product.

/It is
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It is not my intention to dwell here on this topic, which has
alreadj given ECLA so much food for discussion,  Nor will I speak of.
the changes in the methods of prdduction and in the structure of the
- economy that will have to accompany an increase in investment. But

I do wish to mention two aspécts that are of &ital'importance if the
increase in the investment coefficient is to produce its full cifect,

One of these relates to education, The proportion of illiteracy in
Iatin America still stands at about 40 per cent, and the average

length of school life is only one year, according to UNESCO's statistics.
A steady acceleration of the rate of development will be impossible
unless a blow is struck at a veryLroot of this basic problem and a
prompt and far-sighted attempt is made to deal with the question of
technical training at all levels, 'The Colombian Ambassador has just
referred to the high rate of growth of the population. And I in my turn
should like to point out that owing to this high growth rate, during

the next quarter of a century, 90 million persons will be incorporated
into the active population, of whom 25 million will replace those

who retire or die and 65 million will have to seek new sources of
employment. A formidable effort to solve this problem will have to be
made, and made without delay. Are we in Iatin Americae embarking on

this essential effort to incofporate these millions of men into productive
activity, within patterns of production that will have to be very
different from those prevailing today?

The Minister of Foreign Affairs alluded a moment ago to Chile's
disarmament proposal; which I cénéider to be of supreme imporiance.

We are all waiting for the great powers to disarm, in order to obtain

the additional resources that latin America and other countries in

process of development require for their growth, But we have within

our reach the possibility of disarming owrzelven, of restricting

armament programmes.in Iatin tmerica, as the Minister has just pointed
~out, And it is therefore within our powsr substantially to azugment our
investment resources with the saving'fhus achieved, T hope that if this
effort meets with‘success, at the forthcoming session of the Organization of

/American Statos,
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American States which hes been announced, a considernble proportion ~f the.
funds in question can be allocated to Latin Arericats humsn capital, to the
treining of its peeople, hegimning with their clementary cducation in the
priwary schools.

Th followinguis the other aspect to which, for brevityts soke, T
should like to confine wmy remorks ot present. To increase Lotin Americals
cepital in order to accclerate its rate of developrent is not epough. In
cddition, the productive potentialities of that cepital rust be turned to
the best ?ossikie acccount, snd this we shell not succeed in dning if we
continue striving to achicve industrislization within sealed frontiers.

Hence the supreme impertsnce of the Free-Trade Associntion that has
just been fmmmed in Montevideo. The Governments now have in their hands
the preferential instrument which will enable them gradually ond
progfessively'to throw oben the frontiers in questicn, under the stinulus
of thelr purposc - their greet purpose - of atteining 2 future Latin
imerican cormon rerkot.

Let us not exaggerate, however, the scope of the specific commitments
wliich the Governments heve so for contrectod. It is true that they hove
pledgcd themselves to eliminste on substantinlly all. their reciprocal
trade, within o term of twelve yonrs, the duties ond restriciions which ot
present act as barricrs Lo thelr commerce., Y"Substontially 211" their trade,
however, is based almost entirely on the prirmery commodities which
eonstitute Latin Amcricals treditiontl exports. Obvicusly, if thelr
reciprocal traode in industrinl products is actively developed and
"gubstantisally oll® thelr Yrade thus comes to include menufnctures, the
time will pave core for the liberalization comritment to be extended to
these goods, os to primmry cmmoditics. Bub If such trade is o expand,
it will be esscrtial to lounch a resolute pslicy of reduction and gradual
aboliticn of dutics and restrictions on the industrial products concerned,

The intention of pursuing such a policy of course exists, bul concrete
and specific commitments, over and above the gencral underteking, werse not
and could not heve been assumed in a treaty of the kind signed at

Montevideo. Bubt the preferential instrument nceded for this purpose

J/has - 1
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has - I repeat ~ been successfully forged, and the guiding principles
for its application established.

Herein lies the crux of the problem.  The industrial output of the
seven member countries of the Association is in the neighbourhood of about
10,000 million dollars. But out of this considerable amount, only 10
million dollars' worth is traded, or, in other words, barely 1 per mil
of production.

How can the capital invested in latin American industrj”be fully
utilized without reciprocal trade?  Such trade is essential if cosis
are to be reduced, if we are gradually to approach the high productivity
indices registered in the great industrial centres. Productivity will
improve with specialization, with the establishment of enterprises of
more econcmic size and with the tonic effects of competition.

The reduction and abolition of duties on industrial products will
have to be the object of careful and toilsome negotiations, which will
necessarily take a very long time. It would therefore be desirable to
establish from the outset certain over-all targets in respect of which
all the contracting parties could reach agreement without unnecessarily
prejudicing the flexibility required for the conduct of the negotiations
themselves.  Otherwise, these might drift along at the mercy of
circumstantial or contingent factors. A

This bears witness to the closeness of the link between the Montevideo
Treaty and the recommendations formulated by the Working Group on the
Iatin American Regional Market and set forth in the document which it
prepared at Mexico City in February 1959. The document in question,
drafted at the request of this Commission, advocated the free-trade area
formula as a first step towards the common market. Its purpcese, however,
was not tg substantialize this formula but to define precisely those econcmic
targets or objectives which the Governments should set up as milestones
on the road to the common market.

One of the principal merits of the Montevideo Treaty lies in its
having given concrete shape to the free-trade area formula in accordance
with the principles 6f the Gdtt, witlt theé result that the preferential
instrument |

is now/
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is now available; whereas one of the major virtues of the Mexico
document consists in the technical discussion of the objectives which
should be established for the applicapion of this preferential
instrument, to ensure that the negotiations should not drift along, as
I said .before, but should aim at the attaimment of clearly-defined
targets within a given period of time,

- For all these reasons, I attach great importance to the task ahead
of the Government experts who, as requested at the eighth session of
the Commission, are to make a thorough analysis of the recommendations
of the Mexico Working Group, in relation not only to the targets in
question but to the whole of the common market project,

What action will the Iatin American Govermnments subsequently take
on the basis of these expert recommendations? It seems to me that two
possibilities can be glimpsed, two major alternatives which this is
not the moment to discuss, but which may be sketched out here.

" One is for the Iatin American Free-~Trade Association to adopt the
recoﬁmendations, to convert the targets into further commitments and
thus to become an efficient organ for the gradual and progressive
establishment of the common market, with the incorporation of new
countries, In this case, the‘Associatibn would prove to have been that
initial nucleus of common market countries to which the Mexico document
alludes,

The other alternative would differ in form, but would lead to the
same'goalo Once the latin American Governments were in a position to
pronounce upon the recommendations of their own experts, they would
concert a treaty which would draw in the largest possible number of
countries and in which the Montevideo Treaty could be re-absorbed, or,
if it were thought preferable, smoothly inserted, the same procedure
being applicable to the Treaty signed last year by the Central American
countries.

The significant incorporation of Mexico in the Iatin American
Free-Trade Association as a founder member, at the invitation of the
other countries, on ﬁﬁe cccasion of the historic visit of His Excellency Mr.

/Adolfo 16pes
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Adolfo Lépez Mateos, President of Mexico; and the liberal orovisions of
the Montevideo Treaty with respect to the accession of additional
countries, would seem to suggest that the way is open for first course
of action,

Careful study will have to be devoted to this cna uany other aspects.
This secreteriat considers it a real pr1v1lege to the been asked by the
Govermments Members of the Commission, to carry ot such studles either
dircctly or in co-operation with groups of expertson the work connected
with the common merket. And we are pﬂrtlcularly grﬁtlfled that we should
have becn able to initiete, within the secrctarizt end under 1ts general
terms of reference, the sctivities which culminated in thé establishrent
of the Latin iAmerican Free-Trade Assccisntion, and which, driginally under-
taken at the prompting of circumstantial factors, graduélly evolved into
the organic Montevideo document. e '

We ore most SincerclV'pleased and greteful that thé Governﬁbnté
Mombors of the Association arc asking us to mainbtain our technical |
collaboration with its dircetive organs; ond we are ~lso very glad thet
TA-BCOSCC too has been invited to take part in this new phase on the saue
basis, sinec the ficld of action is too vast and the responsibilitics of
such co-operation too heavy for o single orgﬂnlz 1tion to cnrry the whole
- laad efficiently, as hitherto.

In this way, the highly important part of our work prograﬁme which
relates to the common market will have been given new and deeisive impetus,
end T can sssurc tho delcgations thot we will' do overything within the
sceretariat!s power to see thet the cnthiusiasm and corviction,with which
we hrve beon d evoting cursclves to this peoject in'no' way opcrdfes te the
detriment of cther impertant aspects of the programme »f work.

Tn meking this declaration, we are encsuraged by Lhe hove that the
Commitiee of the Whole will continuc to follow its esfablished tredition of
cerefully examining those new draft resoluticns which imply additional work
forthis secretariat, since, with all thce goodwill in'thé world, we should
not be able to carry out their recommendriions without cdversely affecting

the implementation ~f the programme in ferece,

/In conclusion. .
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In conclusion, I should like to extend to the delegations a very
warm welcome to the secretariat headguarters, and to assure them that
all my collaborators are, like myself, at their service, ready as always

10 co-operate with them wholeheartedly in the proceedings upon which we
are about to embark.



