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INTRODUCTION

For over fifteen years, ECLA has been contributing to the creation
of the two regional movements currently represented by the Central American
comnon market and the Latin American Free-<Trade Agsociation, It has at
all time followed up the programes of both institutions with interest,
has noted their admirable efforts and has co-operated with them to the
full extent of its abilities and resources,

Today, awareness of the urgent need to accelerate the region's
economic integration process is spreading throughout all sectors in
Latin America; and with that end in view, new decisions will obviously
have to be adopted, to supplement what has already been achieved, If these
are to crygtallize, the first prerequisite is a full conviction on the
. part of the Govermments that to press onward is an imperative necessity,

The purpose of this document is to elucidate some of the problems
at present constituting obstacles on the road to the common market, and
to put forward a few suggestions as to how the region might more vigorously
forge ahesad, The ECLA secretariat had begun to anszlyse these difficulties
some years agoe In the light of the experience acquired in the course
of Latin Americals economic integration movements, which has pointed up
the limitations attaching to a mere free-~trade area, it has been possible
to consider new measures that might quite reasonably and feasibly be
adopted in the immediate future, .

The subject is complex and controversial, It is ZCLA's hope, however,
that the ideas and suggestions propounded here may serve to promote a
discussion at the technical level which will help Latin America to translate
into terms of practical action its amxiety to devise an economic integration
formula, as an indispensable requisite for its future development,

The ideas in question reflect the motives of concern expressed during
recent years in various circles, including the integration institutions
themselvea, Many of them will need further elaboration before they can be
recast in the form of actual coomitments, The aim of this document is
precisely to offer a systematic presentation of the material that might
provide a basis for such studies and negotiations,

/Chapter I
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Chapter I

ECONCMIC. INTEGRATION IN RELATION IC THE DEVELORMENT
OF LATIN AfERICA

1, The tardiness of Latin America's developmert

In the twenty years that will shortly have elapsed since the end of
the Second World War, Latin Americe's rate of development has been slow
and fluctuating, and in vast areas of the region has so greatly slackened
that average per capita income has increased only by 50 per cent in that
length of time, rising from a minimal figure of 280 dollars to its present
modest level of 430 dollars, Unless the trends that have thus evolved
in the first half of the sixties are modified, the average per capita
income of the 600 million inhabitants that Labtin America will have at the
end of the present century will be only about 650 dollars, and even if
the growth rate registered in the last fifteen years were cutstripped in
the future, would not exceed 850 dollars.l/

This slow rate of development, which entails such unsatisfactory
material and cultural living conditions for the broad masses of the
Latin American population, is thrown into sharp relief when it is borne
in mind that such an average income = which, in default of radical reforms,
could be expected to materialize only by the end of the century = represents
no more than one=fifth of that currently enjoyed in the United States and
1little more than half the corresponding levels in Western Europe and in
the USSR, while it is also lower than the figure registered in many other
private-enterprise countries and centrally-planned econonies, These gaps
are bound to widen considerably, for while the Labtin American countries
in the aggregabte have attained an anmmal growth rate of barely one per cent,
the other regions mentioned are developing two or three times as dynamically,

1/ Data expressed in terms of 1960 prices, During the first four years
cf the present decade, average per capita income in the region as a
whole increased at a cumlative annual rate of one per centy In the
interval between 1950 and 196/ the corresponding growth rate was
1.5 per cent,

/quite apart
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quite gpart from such examples of exceptionally rapid expansion as aye
afforded by Japan and some of the centrally-planned econcities, Thus,

while Latin America took twenty years to raise its average per capita
income by 50 per cent, the members of the European Economic Community
achieved the same relative increase in under ten years, while the other
areas referred to did so in less time still, after having already completed
an arduous phase of post=war reconstruction,

Moreover, in its cultural and material living conditions Latin America
- wnll go on lagging still farther behind on account of the wide disparities
currently existing between its income levels and those of other areas. A
4 per cent increase in income in the United States enables its 192 million
inhabitants to expand their consumption, on an average, by 55 dollars
pér capita; in Latin America, when income rises by 5 per cent, the
per capita increment in the consumption of the region'!s 230 million
inhabitants averages only 5 dollarse

lThese variocus data testify to the slowness and inadequacy of
Latin America's development, and to the region's failure to participate
in thg_economic expansion that is taking place in vast geographical areas
of the wbrld. :

While it is true that particular characteristics, such as the high
rate of population growth, help to retard per capita development, and that
special éircumstances, which have arisen in the past and still persist in
some countries, at times permit more rapid spurts, it is egually undeniable
that the experience of the past twenty years affords plenty of evidence
of the difficulties attending Latin America!s development, and that the
fcregoing comparisons of national income indexes reflect the truth of
this picture of the region's backwardness in relation to the world at
large, which becomes yet more marked when future development prospects
are considered,

The contemplation of these problems, and the compar;son of Latin
Americals experience with that of other countries, makes it very clear
that the region has not succeeded in establishing the écpnamic and social
conditions required for the development of a mode of economic growth whose

/sources of
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sources of dynanic energy are permanent and powerful enough for the desired
objectives to be attained, A great deal is being done of late at both the
national and the international level; but, at the same time, the limitations
imposed upon Latin America's development by the policy of the industrial
countries with which the region has trade and fimancial links have been
and still are stringent, Nevertheless, the question may well be asked
whether it does not lie with the Latin American countries themselves to
adopt the strategic decisions that may help, again at both the national
and the international level, to prevent a delay of thirty or thirty-five
years before the region can attain that modest per capita income of

650 dollars, which will still be accompanied by its train of unemployment,
under-productive jobs, and minimal levels of living for fifty per cent

of the Latin American population, }

In secretariat documents and at the sessions of the Commission, ECLA
has repeatedly discussed the problems of Latin America’s economic development
and the essential features of the policies that should be pursued, But it
will not be superfluous to analyse a few points in the present document,
which once again signposts regional economic integration as the only
possible path for Latin America to take at this stage of its develorment,

24 Ihe present stage of development and the need for
regional economic integration

The problem of Latin America's development could be summed up by
compressing the reciprocal economic and social relationships involved in
its mechanics into the following terms, The low averags income in
Latin America is determined by the failure of the national economies to
develop as dynamically as is needed not only for full utilizabiosn of their
available manpower and material resources, but also for the assimilation
of technical progress, which is an indispensable requisite for the improvement
of productivity. Many obstacles which the region has not had the skill
or the power to circumvent have hitherto prevented the establishment of

the conditivias required for such a processe

/The world
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The world depression of the thirties and the policy applied by the
industrialized countries disrupted the pattern of development that the
Latin American economies had been following, -Scme counxriés wereiée%erely
affected, while others were able to cushion the depressive impaéfrby
measures which later came to shape a new economic policy, Provisibns which
to begin with were primarily directed towards correcting the balance=of-
payments deficits, and mitigating the effects of the fall in vorld market
prices and the contraction in exports of primary commodities, spurred
on an import substitution process which -acquired major importance as time
went by, and in many countries became one of the objectives of a deliberate
industrialization policy, In practice, this process constituted thé
dynamic factor in a new growth pattern, and its repercussions made thémselves
felt in the economic and social changes that characterized one phase of
Latin Americal's development, ' .

The economic variables representative of this growth pattern are
well=known: a long-term downward trend in the ratios between foreign
trade and the domestic product, and expansion of the industrial sectorts
share in the formation of that product, and a striking change in the
composition of imports, If the existing situation is compared with that
prevailing in 1928-29, the statistics for the region as a whole show that
the import coefficient has rocketed dowvn from 30 to 9 per cent and the
export coefficient from 31 to 14 per cent, while industry's contribution
to the domestic product has risen from 13 to 23 per cent, Furthermore,
the proportion of imports represented by consumer goods has dwindled from
L6 to 18 per cent, while the share of intermediate products, fuels and
capital goods has climbed from. 54 to 82 per cent, '

The industrialization process has not taken place in all the Latin
American countries simultaneously, or at the same pacé. The grographically
or economically asmaller’ countries - i,e,, the majorityf- were slower to
decide upon adopting this policy, and in many qf them exports have’
contimued to play the leading dynamic role in the growth process and in
determining the economic situation, At the present stage of the region's
development, the various countries display such marked disparities that
they can be graduated in accordance with those economic ratios that indicate

differences of structure, income levels and degrees of imdustrialization.
/At one
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At one extreme, a relatively advanced stage of industrial development and
low import coefficients are found in Argentire , Brazil and Mexico,
especially in the first two, Close to them, although.with special
characteristics of their own, come Chile and Colombia, At the other
extreme are the less developed cowitries such as Bolivia, Ecuador,
Paraguay and most of those of Central America, where as a rule export and
import coefficients are still high. Venezuela exemplifies a different
type of economy, which developed cquickly on the basis of petroleum exports
and has been undergoing a rapid metamorphosis in recent yearse

Despite these differences, all the countries have pursued a very
similar policy as regards the conduct of the import substitution process,
and all have continued to export primary productse In effect, the
Latin American countries that are smaller in size or relatively less
developed are embarking upon industrialization or proceeding from one stage
to another through the same channels that were used by the more developed
ecountries some time ago. Orly recently have certain changes begun to
creep in, with the initial integration efforts of the ALAIC countries and
the more trenchant decisions that are being adopted in the integration
moveiment of the five Central American countries,

The purpose of the present chapter is to discuss some essential aspects
of over-all development policy, especially those relating to the eveolution
of the external sector, in order to see how far it is contributing to the
establishment of the basic requisites for an acceleration of the Latin
American countries! economic growth rates which will enable them to make
up their leeway, It is a matter of evaluating the possible alternatives
that may present themselves, given existing conditions in respect of the
national economies and of international policy, with the aim of defining
the role that integration will have to play as an instrument of Latin
Americat g development,

While it is no easy matter to make such an evaluation for the region
as a whole, because of the marked differences among the Latin American
countries, the experience of recent years unquestionably provides adequate
grounds for certain basie inferences in the light of which Latin America's

current development problem can be stated in reasonably accurate terms,

/The countries
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The countries that made most progress in import substitution,
reducing their import and export coefficientes, witnessed a slackening
of their growth rate as time went by, and have found themselves faced .
with serious difficﬁltiesﬂas they approach later stages of dévelopment,

This state of affairs has arisen in Argentina, Brazil, Chile and Colombia,
although in different circumstances and periods, Mexico is the only

one of this more advanced group of countrles in which industrialization
has continued 1nten31vely in recent years, thanks to peculiarly favourable
conditions, but here too potential limiting factors exist, of the same
type as those hindering the continuance of the prodess:in’the?other
countriess _ o '

The decline in the growth rate also affected the group of countries
at less advanced stages of industrial development, whose economic
development patterns were still compartlvely open t6 the outside worlds
In their case, the fluctuatlons of external demand or purch351ng power were

,reflected in the marked 1nstab111ty of the rate of develorment, which
decreased from the mid~fifties onwards, The 1mprovement registered in the
economic situétionuof man& Latin American countries in the last two years
is attributable to the rise in export priées‘for primary products = which
in turn must be largely aséribed to factors that may alter over the very
short term or are, alreédy undergoing modification = rather than to changes
in the basic conditions upon which development traditionally dependse

Within the complex of factors and events that have been particularly
influential in weakening and slowihg down the rate of economic growth,
atﬁention must be drawn in the present over-all analysis and in the context
of the topic under discussion, to those relating to the conduct of the
import substitution process and those which have malntained and aggravated
the external bottleneck in the Latin American economles.

Although the import substitution process was a fundamental dynanic
factor in the development of what are now the most advanced countries, and
is playing a similar role, in conjunction with external demand, in those
that are relatively less developed, it has had virtuwally no influence on the
diversification of Latin American exports. The countries of the region have
continued to rely on their exports of ormmany products, while the ~

industrialization process, under the aegis of a strongly protectionist régime,

has been confined within the narrow bounds of domestic markets,
/In these
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In these circumstances, the Latin American countries have been unable
to solve the problem of their balance=of=paymentis deficits. On the one
hand, exports have suffered considerable losses through the deterioration
of the terms of trade and external purchasing power has remained
stationary or inereased very slowlye On the other, the substitution process
has altered the cdmposition of imports, but has not reduced the aggregate
volume of external supply requirements, which, on the confrary, has tended
to expand with the growth of income and of demand for the items not replaced
by domestic production, External financing has covered balance-of-payments
disequilibria, for given periods, and played an active part in the import
substitution process, but the terms have tightened increasingly, so that
the rate of economic growth and the further continuance of the substitulion
process itself have become unduly vulnerable to the vicissitudes of the
balance of payments,

Two other features of this policy are of great significance for the
regionts develomment problem. They concern the economic productivity of
the substitution process and the implications of dependence upon exports
of primary products,

The economic yields of import substitution activities have fallen short
~of the levels they might have reached had a rational industrialization policy
been applieds The process has been carried on at relatively high costs,
partly imputable to excessive and indiscriminate tariff protection, and
through an industrial organization which has failed to attain normal standards
of efficiency, partly bec&use the markets are too mmall for advantage to be
taken of economies of scale and specialization in important branches of
industry, At the same time, as exports have continued to depend upon primary
commodities, foreign trade has not transmitted to the Latin American countries
all the dynamic impetus that might have been expected of the intensive
economic expansion registered in the industrialized countries, In short, the
assimilation of technical progress has been held up and the improvement of
over=all productivity impeded,

Obviously, if the region is to regain this lost ground, some means of
rapidly expanding domestic production and increasing the efficiency of
Latin America's economic organization must be deviseds To that end,
institutional reforms must be introduced, and the technical progress and high

/productivity indexes



E/CN.,12/728
Page 10

productivity indexes of contemporary industry must be assimilateds This 1s
impracticable, as events are demonstrating,. if the policy of industrialization
within the narrow confines of individual :country markets is persistently
adhered to, and if foreign trade is circumscribed to primary productse

It is indispensable, therefore, to expand trade flows and gradually to-
establish a diversified structure of production, demand for which will
transcend the bounds of the national markets and, in addition, will mean

that imports can be increased,

A solution of this kind is hardly conceivable if each individual
Latin American country ~ including the most advanced within the region -
makes a defenceless stand against the powerful industrialiczed countries
and the still more powerful regional and political groupings they have
formed, The developing countries have neither the resources nor the
technical ability to compete with others even in the developing areas
themselves, much less in the industrialized regionse And in so far
as they might be sble to do so, experience is showing that they would
encounter very strong opposition,

The only way, therefore, is to establish a gradual integration process
conducive to the economic union of the Latin American countries, By this
means, the national economies would be enabled to take advantage of the
region's resources and potential, and organize their activities, at much
higher 'levels of productivity than at present, on the tasis of a market
of 230 million inhabitants, increasing at one of the highest population growth
rates in the world, They would thus have found the means of remedying their
present cramped foreign trade situation, in which their development
possibilities are tied to the fluctuations and poor sales prospects
 encountered by their primary production on the industrialized countries!
marketse :

Given the existing position in respect of production techniques and
international economic policy, regional integration appears to be the only
efficacious formula for the creation of new dynamic stimuli and a new
national growth structure, more flexible and more productive than that
afforded by the substitution process, This thesis must not be interpreted
as the expression of an alternative policy or of a policy sufficient in

' ' /itself, since
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itself, since the integration process camnot be put into effect unless at
the same time national development programmes are carried cut, trade
with other regions reaches specific levels, and adequate technical and
financial co-operation is forthecoming from abroad.

It will be useful, therefore, to analyse the arguments in favour of
integration more thoroughly, and demarcate more precisely its place within
the framework of integrated national develomment policies,

3s Development problems and the role of foreign trade

It has been shown that the bottleneck in the external sector has been
a very important cause of the low productivity and the lack of dynamic force,
displayed by the Latin American economies, It must not be inferred, however,
that policy has only to concentrate upon surmounting this obstacle, Latin
America's development problem is much more complex, sincé other economic
and social factors and conditions, which have not yet been tackled, or at
any rate not thoroughly enough, have combined with external difficulties
to keep the Latin Amerlcan countrles in the rearguard of the world economy,
Although these factors are all- too well~known, it is worth while to restate
then here in order to show the reciprocal relatlonshlps that link them with
foreign trade and with the approaches to regional integration that are
formulated in the present document,

In the first place, attentiop may be drawn to the general limiting
factors relating to the efficiency of economic and social organization, and
still subsisting bec&ﬁse of the slowness with which the structural and

institutional reforms fequired by an up-to~date and progressive ;obiety
are being introduced, Immediate manifestations of this state of affairs are
_the lack of social mobility and the extreme inequity of property and income
distribution; these factors in turn determine the étagnation of the social
structure in many countries, low levels of living, deficient training and
organization of human resources, and the constant frustration of economic
'growth incentives, o

Secondly, there are other limiting factors more closely linked to
economlc policy and market size, Thus, the want of internal and external
competifioh in national economic activities has led to monopolies and

| /restrictive practices,
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restrictive practices, which in turn have had repercussions in the shape of
the concentration of ownership, ill-advised allocation of resources,
under-utilization of production capacity and higher costs, At the same
time, the small size of the individual country markets, wnich may not have
been a scrious obstacle in the early phases of industrialization, has
made It imoossible to reap the benefits of economies of scale and of
particular dsgrees of specialization, and affords no incentives to the
contimance of a dynamic investment process, especially in the relatively
less caveloned countries of the region, Furthermore, the slow progress
made in the organization of planning systems precludes sufficiently
rapid implementation of efficacious policies, execution of plans and
formation of investment absorption capacity. '

Thirdly, scmething must be said of the more specifically economic
factors, These are very mumerous, but the following may be singled out
as severely retarding the development of the Latin Amerdican countries:
the under-development and stagnation of the rural economy, especially in
the sectors producing for domestic consumption; and the public sector!s
lack of funds = resulting from inefficient tax systems and, in most countries,
from the absence of proper finanéial machinery and institutions ~, which
hinders the execution of the infrastructure investment projects needed to
encourage private investment in productive activities, In this context,
allusion must al.so be made to the financial and monetary disegquilibria
manifested in the dizzy speed of inflationary processes whose harmful
effects on the allocation of resources and the formation of savings finally
culminate in the disruption of the conditions required for economic growth,

Fourthly and lastly, mention must be made of the limiting factors
connected with the externallsector. They derive from the inadequacy of
external purchasing power, the deterioration of the terms of trade, the
heavy burden represented by service payments on external loans and investment,
the low levels of gold and foreign exchange reserves, the nonw~existence of
& genuine policy of international financial co-operation, and the Latin
American countries! insufficient bargaining power for the purposes of
obtaining.satisfactory trade and financial terms from the industrialized
countries,

/The various
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The various socio=economic conditions cited here as obstacles to
development, and the limiting factors of a more specifically econonic
character, combine.with the external bottleneck to weaken the rate
of economic growthe

In several important respects, it would be difficult to draw a
line between the facts that represent primary causes and the phenamena
that might be regarded as their manifestations or effectss The operation
of all these obstacles and dimiting factors is inter-related, Thus, a
policy which succeeded in removing internal obstacles would make for
the improvement of external conditions, but a more flexible and easier
balance~of-payments position would be needed to facilitate the implementation
of reforms and the execution of over-all development programmes,

In these reciprocal relationships, the influence of the external
sector is far-reaching and its operation, up to a point, autonomous, since
its movements depend upon international market forces and on the policy
of the industrialized countries, fields in which the Latin American
Goverrments can exercise little conbrol and take little action.

Moreover, the situation is unfortunate in that as long as the
external obstacles subsist, it is very difficult to make a clean sweep
of the limiting factors of an internal nature. The reason is that the
development of Latin America is largely dependent on imports of essential
goods, on the application of the technical progress that originates in .
the industrialized countries, and on financial cowoperation frem abroad.

It is worth while to cite a few aspects of development which will .
illustrate the strategic importance of the external sector, For example,
even if the countries carried out the necessary reforms to promote an
increase in domestic savings with the aim ef augumenting real investment,
these reforms could not be put into effect unless at the same time enough
external purchasing power were acguired to cover the imports entailed by
such investment. Progress in planning will unguestionably increase
investment absorption capacity, but again, investment projects could not
be executed without the corresponding imports of capital goods that some

/countries are
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countries are not and may never be in a position to produce, because of
the small size of their market or for want of technical know=howe In
short, the implementation of a policy designed to improve the living
conditions of the lower income sectors will encounter serious obstacles,
if it proves impossible to expand imports, even in the case of actual
consumer goods whose domestic production cannot immediately be developeds
To sum up, when the restrictive effects of the various factors
are more thoroughly analysed, there will be no reasons for surprise if
in many countries the obstacles deriving from the external sector should
prove to be as serious as others, or even more formidable, in the sense.
that unless they are removed it will be impossible to surmount the rest,
Finally, this study leaves no room for doubt on one point, Development
policy must attack on several internal and external fronts at the same
- time, Everything need not be done at once, for that will often be physically
impossible, What is wanted is a strategy that will immediately tackle
the more vulnerable points, among which the external bottleneck, alongside
the need for internal basic reforms, has been plainly shown to constitute
one of the most significant,

Le Long~term limitations of a policy of import substitution
an extern borrowing

(a) Chronic balance=of-payments defic;ts

The countries of the reglon have tried to get rid of the external
bottleneck and stimulate economic growth by resorting more or less )
inten31vely to three basic measures: 1mport controls and import substltutlon,
external flnan01ng and the promotion of traditional exports or of new
export llnes.

For a number of reasons, both external and internal - among which
a lack of planned'policies or an excess of caution have been common -~y
little has been achieved in respect of the diversification of exports,
and the Latin American countries have contimued to depend in this respect

'
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.‘;

';ion their prlmary products, Policy has concentrated mainly on the

| restrictlon of imports and their replacement by domestic productlon,

and on the utllizatlon of external financing, It is in these sources

that the 1arger counbrles ‘have found the dynamlc'growth factors fér .

whlch they had preV1ously relied on exports, In the amaller countries,

these factors have been combined, to a greater or lesser extent, with
export movements, and as a result more stable development conditions

" have been promot.eds

Aé 'trﬁe“goes by, however, such a policy tends to lose its efficacy,

Once the import substitution proceés and external borrowing reach a
certain saturatlon point, extremely 1nflex1b1e conditions are created
that ultlmately bring about a decllne in the rate of growbhe In.the
following pages the mechanics of this phenomenon:will be analyseds The
first -step will be to study import substitution.policy, with pérticu;ar
referéncg to the experience of the countries that have advanced farthest
in their industrialization process, in order to draﬁ-generaliy applicable
coﬁclusions. ) “ o

(b) Import substitution, econchic growth and balance=-of=payments
equilibrium ‘

R The evolutlon of the Jmport substltutlon process may conveniently
be mapped out in several stages, although same rather arbitrary divisions
are invalved, An ana1y51s of this kind is useful to clarify the effect
of the process on the rate of growth and on bal#nce-of-payments trends,
In an 1n1t1al phase, 1mport substltutlon develops in the sector
producing non—durable consumer goods, where the production technlques
employed are relatively simple and capital=~intensity is low, It is
comparatively easy to make the necessary investment and launch these
activities, By their means, the growth of the domestic product and of
1nternal income is directly and 1nd1rectly promoted, and employment levels
are raised, External resources may help to flnance investment. And
the foreign exchange released or transferred by the restriction of imports
of non-essential goods, and often of capital goods for other sectors,
/makes it
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makes it possible for this phase of the substitution process to develops
The import coefficient decreases, and the dynamic effects on tHy domestic
product and internal income are stepped up in so far as substitution
activities are based on the use of domestic raw materials, It was
precisely because a high proportion of their direct raw material inputs
was available that this stage was facilitated in many Latin American
éountries.

The process continues in what may be demarcated as a second phase, ,
when it extends to import substitution in respect of other consumer goods,
ihcluding even certain types of consumer durables, branches of intermediate
products and specific capital goods, The most highly industrialized
countries of the region have completed this second phase, and several of
the others are embarking upon it,

These new industrial activities use more complex techniques and
require higher levels of technical know=how and more efficient organizing
capacity, The ratioc of fixed capital to ocutput and the amount of
investment per plant are higher, and economies of scale, or cost reductions
in accordance with production levels, also acquire considerable importance.

The dynamic impetus of these activities is so considerable that they
come to dominate the economic and financial process = as has been showm
by the experience of Argentina and Brazil in recent years -, especially
when the stage of installing the motor-vehicle industry is reached,
Alongside these quantitative effects, there are others, no less significant,
which influence development, This phase of industrialization involves
the absorption of technical know-how and production techniques which raise
the general level of training, organization and modernization in national
economic structures,

But serious difficulties set limits to the sconomic soundness and
hamper the advance of this process in the conditions attending it in
Latin America, In the first place, their effects on the balance of payments
must be considered,

/This phase
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This phase is characterized by a marked substitution effort in
respect of inbermediate products, although there is an inmitial increase
in requirements of imports of partslér spares which are not manufactured
in the country, but are later gradually replaced by domestic production,
‘In any event, as the volume of production in import substitution '
activities is usually greater than that of the former external purchases
concerned, demand for imported parts and spares may wery soon exceed
fhe value of the goods that used to be imported, If the high import
content of industrial plant is also taken into consideration, together
with the additional demand for imported goods that is generated by the
increase in the prodgct and in income, it will be seen that in the upshot
the volume of imports tends to surpass the original import substitution
output,

Consequently,if there has hot been an expansion of exports, the
balance. of payments will tend to become unfavourable or deficits previously
registeréd will increase, Efforts to restrict imports of other items are
then redoubled, but little is gained in terms of foreign exchange, since
the restrictions that have long been in operation have gradually limited
imports to essential goods, In all likelihood, these new import substitution
investments‘ may affect investment plans in other public or vprivate
activities through the shortage of external resources,

If in Latin America's experience these effects did not immediately
make themselves felt, it was because the countries concerned resorted to
external financing or because an important part was played in the substitution
process by.foreign direct investment, as was the case in Argentina, Brazil
and Mexico, But the foreign exchange commitments under the heads of
service payments and remittances of profits to which this external
financing gave rise soon began bto aggravate the balance-of-payments deficits,

In a third phase - upon which the most advanced countries of the
region are now venturing = the import substitution process would have to
cover basic intermediate products and various types of capital goods, The
activities concerned are mainly of the type needing large—-scale plant and
heavy investment, and operating on the basis of complex technologies and
high degrees of specialization, especially in the capital goods industries,
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Table 1
TREND OF ALAIC CONCESSIONS
T First Second Third Fourth
Countries round round round round . Tetal
Argentina LLh 658 208 113 1393
Brazil 419 631 62 52 1 364
Chile 268 a/ 351 85 18 722
Colombia 343 1,50 31 8 872
Ecuador - 1 7L b/ 3 168
Mezdco 288 319 120 a2 809
Paraguay 520 69 76 19 684,
Peru - 227 72 56 12 367
Uruguay 567 43 54 of 664,
Total 3 246 L 347 655 307 8 555

Sources: National Schedules of the member countries of ALALC,
a/ Negotiated at the Special Conference held in Pebruery 1962,

}g/ In the third round Ecuador withdrew certain concessions, thereby reducing
the total to 1,677. .

E/ Urusuay granted no new concessions in the fourth round,

/Develorment of
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Development of these activities under adeguate productivity and cost
conditions and in line with up-to-date techniques will be difficult unless
the policy of producing solely for the domestic market is drastically
changed, 4 certain level of speclalization and plant size is essential,

“which can only be achieved through expansion of tradeé Hbreover;'the
bottleneck in the externsl sector creates serious obs£aclés to the
channelling of the real resources needed for these'inﬁestmenté. There

are no non-essential -imports that can be restricted in order to divert
foreign exchange into the new activities, the critical financial situation
does nothing to encourage direct fbreign,inveStment, and new loans are
increasingly spent on servicing the debts that have built up,

To sun up, the following conclusions may be drawn from experience
gained in latin America's import substitution ﬁrocess:

(a) Import substitution, at each separate stage, generated a strong
dynamic impetus which has raised the national income and has decisively
influenced economic and social development; _

(b) The productivity and general efficiencj of import substitution
have fallen below the levels that might have been expected because import
substitution was carried out indiseriminately under conditions of widespread
‘de_facto monopoly aimed only at a relstively small and undully protected
domestic market;

(¢) In spite of the advances made in import substitution, the external
imbalance was aggravated and the economies became more vulnerable to the
vicissitudes of the balance of payments; and -
| (d) The rigidity to which the process has led explains the present
decline in the rate of development and-the frequent economic recessions
suffered by -the more industrialized countries of the region, particularly
Argentina and Brazil, By contrast, industrialization has been able to
forge ahead in those countries that have contrived to raise their current
‘foreign exchange earnings, as in the case of Mexico, duriné the last

few years.

/Hovever, many
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However, many of the latin American countries are still in the early
stages of industrialization and have fairly high import coefficients. There
are practical possibilities open to them of reducing those coefficients
and making some headway in import substitution, just as they are doing now.
But it must be borne in mind that, in general, their.domestic markets are
far smaller in absolute terms and the obstacles to import substitution will
arise at an earlier stage of industrial development., That is, even at
different levels of industrialization these countries are now finding,
or will scon find that the dynamic potential of import substitution has been
exhausted, In other words, the economicity of import substitution activities,
the obstacles to their subsequent development and the decline in their
dynamic impetus are determmined in these countries by conditions far more
restrictive than those obtaining in the more advanced countries, because their
domestic markets are much smaller and other impediments to development are
more serious. ‘

(¢) External financing, rate of growth and balance-of-payments equilibrium

Foreign capital, in its various forms, is the additional source of
funds to which the developing countries have access in order to finance the
increase in investment needed to step up their rate of growth,

These external resources fulfil their dynemic role in the growth process
if the conditions governing foreign investment, the movement of funds and
the development of the economy making use of them, are clearly defined.
Inflows should be sufficiently flexible and, in principle, should follow
a given steadily upward trend., They should suffice to cover the mounting
debt service and return on foreign investment, and possibly to provide a
balance over a given period to finance the excess of imports over exports,
vwhich the country needs in order to increase the real resources upon which
it can draw, '

Moreover, there must be a rise in domestic income and savings as
well as exports, so that, after a certain stage has been reached, the external
accounts produce a surplus with which to cover, in some measure, the transfer

payments deriving from debt servicing and returns on investments,

/Wnile it
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_VWhile it is true that, in practice, economic and firancial factors
cannot act as freely as might be required,:there is no doubt that this
must be the paftern if external finaneing is to operate satisfactorily.
In this respect, latin America's expefience in the last few years is very
enlightening, since the criticél financial situation affecting many
countries of the region has been due precisely to the fact that those
essential conditions were not met.

External sources of funds often lack the flexibility needed to feed
a flow of capital that will meet the aforementioned aims. In practice,
capital flows tend to dry uﬁ when a country's borrowing increases, and much
more so should the outlook for the bélance—of-payments position be bleak,
The short amortization periods and high interest payable on a large volume
of exﬁernal firancing to which the Latin American countries have recourse
merely aggravate the position, In addition, the decisions adopted by
financing centres may be affected by political factors, while at the same
time national policy imposes limits on foreign participation in production
activities.

In brief, if capital inflow fails to increase because of one of these
factors, the time will inevitably come when transfer paymemts in respect
of servicing and retumms will tend to exceed new inflows. The higher the
rates of amortization, interest and returns, the sooner this will come about,
If capital flows are reduced and‘export'earnings fail to increase sufficiemtly,
the rate of economic growth will decline to the point of an actual recession,
unless refinancing is secured on suitable terme.

This, broadly speaking, describes Latin Americals experience in recent
years, The increase in its foreign exchange liabilities under the head of |
service payments and returns graduslly absorbed increasing proportions of
the new capital inflows, and current foreign exchange earnings from exports
either remained at a standstill or went up all too slowly. In other words,
the necessary financial and economic conditions were lacking for a sustained
dynamic evolution of the process of absorbing external loans and investment,
This is obviously what happened, for example, in Argentina, Brazil and Chile.

/Two factors
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‘“Two factors added to the rigidity of the process: the restriction of
imports to essential items, leaving no room for further fetrenchment, and
the effect of the deterioration in the tems of trade for primary products.
The impact of the latier was so heavy that Latin America's losses exceeded
the whole of the net external finencing used by the region since the
mid-fifties,

It may be inferred, therefore, that a poliey which lays emphasis on
external financing and import substitution but fails to expand exports
tend to lose its efficacy, often within a relatively brief period. Nothing
can be done to put matters right after they have reached a certain point,
except at the expense of the growth rate,

There are two reasons for this: in the first place, import substitution
in the Latin American countries has failed to reduce the over-all demand
for importsy secondly, debt servicing follows a rigid pattern, being only
partly dependent on the evolution of export earnings. Amortization and
interest payments constitute fixed-term outflows while returns on foreign
investment in local production or import substitution activities are
comparatively high and depend upon domestic market trends., Export trends
can only affect returns on investment in export activities,

Thus, the balance of payments of those countries which have made most
headway in import substitution and in the use of external financing acquired
a highly rigid real and financial structure. It was only when export
earnings increased to some extent that the process could develop along
fairly satisfactory lines,

5. Latin Americals foreign trade deficit

In the present analysis of general development problems and the short-
comings of the policies applied in Latin America, the eixpansion and diversi-
fication of exports émerges as one of the most important aims, Accordingly,
it would be useful to examine the practical possibilities open to the latin
American countries, taken individually, of achieving the aims for expanding
their foreign trade, under existing conditions and based on ths expected
trends in the world economy;g/

2 This point was studied by the ECLA secretariat in Latin America ard the
United Nations Conference on Trade and Development, (5/CN,12/693) and
The United Nations Conference on Trade and Development: Analysis of the

results and prospects for latin America (E/CN,12/712},

/From the
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From the technical projections made in relation to exports of primary
products over the long term it does not appear that the Latin American
countries can achieve the external purchasing capacity needed to meet the
cost of imports and the servicing of the external financing required by
a faster economic growth than at present. It is useful to remember that
only in the early post-war years has Iatin America attained a growth of
3 per cent per capita, thanks to highly favourable export conditions which
in some degree recurred during the hostilities in Korea, On the other hand,
notwithstanding the exceptional economic growth of the industrialized countries
to which the region is linked, the last ten years have marked a gradual
decline in Latin Americals foreign trade, either because of the deterioration
of the terms of trade or the slow growth of the volume of sales.

The improvement noted in the last two years has been due mainly to
the higher prices caused by supply restrictions, which are now being
largely adjusted, and not to an expansion in the volume of regional sales.
Only a few Latin American exports - such as minerals - are expected to do
better. Be that as it may, it is to bs hoped that the concerted action
adopted by the Latin American countries can bring about a change in the
attitude of the industrialized countries which will prevent the existing
corditions from worsening and might result in brighter prospects.

It is obvious, however, that not even under the most favourable
corditions can the lLatin American countries proceed with industrialization
and ensure their future growth if they continue to be dependent on exports
of primary products, If they propose to speed up their growth rate, the
size of the deficit between their export earnings and their liabilities in
respect of imports and service payments will be such that the gap will be
hard to fill by means of additional external borrowing,

The Iatin American countries will therefore have to find a way of
pressing on with the process of economic and social change by creating
an up~to~date industry which will produce for both the home and the export
market. The question might be asked whether the latin American countries
would be capable, individually, of making the necessary investments and
of competing with the industrialized countries on their home grounds and
in the other parts of the world., While some encouraging samples exist in

/this respect
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this respect, it is difficult to imagine that it can be done on the scale
and within the span required by the acceleration of development. There
are two implications illustrating the difficulty and, in certain respects,
the physical impossibility of rapidly atbaining such a target. First,
the high production costs prevailing in Latin America and, secondly, the
industrialized ecountriest! reluctance to import manufactures. from the -
developing countries,
‘ It does not seem reasonable, therefore, to expect the Latin American -
countries to achieve those new forms of growth if they have to rely only
on what the industrialized countries are prepared to grant them, either in
respect of trade or financing,

On the other hand, if the Latin American countries formed an econcmic
union they will have created the economic and political conditions required
for them to achieve their objective of industrialization and trade expansion

and would represent a powerful instrument for securing better terms from
the jndustrialized courtries,

6. Regional economic intepration as an instrument of national development

(a) The contribution of integration towards eliminating the foreign
trade deficit ‘

Regional economic integration will comtribute directly, and in two
ways, towards eliminating the foreign trade deficit which is preventing
the faster growth of the Latin American countries, On the one hand, it'
will éxpand intra-regional trade through new flows of manufactured products
and increased trade in traditional products, and, on the other hand, it
will facilitate 'the continuation of import substitution in respect of
purchases from third countries, ' _
During the course of this evolution, the coefficiert of imports from
the rest of the world can bé reduced as required by the balances of payments,
while that of imports from the integrated countries will soar, In fact, as

the national economies forge ahead in the integration process, trade is

stimulated by the co-ordination of ﬁolicies, the reduction of customs
duties and the elimination of other stumbling blocks or obstacles, and the
preferences or agreements, entered into with a view to reserving thekdomestic
market to investment from the integrated area tend to displace trade with
third countries.

/It should
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It should be borne in mind, however, that under exdsting corditions
in latin America the benefits deriving from integration will, particularly
in the early stages, depend primarily on the extent to which it enables
each country to expand its trade over and above the level it could attain
without the help of integration, This must, of course, be an over-2ll
evaluation, since many items now imported from third countries will gradually
be imported from other Latin American countries., But integration should,
at the same time, generate additioral exports from those countries which
have cnanged the source of their supplies, Obviously, however, a unilateral
ghift in imports would not be hammful if the Latin American countries could
secure squal or better terms in the integrated area than those obtainable
from third countries, Be that as it may, the important fact is that
latin American integration must bring about the expansion and diversification
of trade in every country of the region.

While in all probability a conspicuous change will talke place in the
composition of extra-regional imports, their volume will tend to increase and,
indeed, there are good grounds for desiring this, especially in the early
stages of integration, The experience of the European Conmon Market is
highly illustrative in this respect, Extra-area imports by the countries
of the Community went up by over 50 per cemt between 1958 and 1963, that is,
in the same proportion as the product, In spite of this, area imports
increased at a still faster pace, i.e., by 130 per cent over the same period,
according to the values expressed in current dollars, In other words, these
highly industrialized countries, in spite of having increased their reciprocal
trade to 2 level representing 4O per cent of their total trade, nevertheless
continued to import from the rest of the world without reducing the product-
growth coefficient, which reached an annual average of 6.5 per cent,

(b) Market size. productivity and efficient use of regional resources
Most of the Latin American countries have extremely small markets,

This is clear from a few comparisons using population and average per capita
income &s approximate indexes of market size, which is tantamount to
considering the product or total income of each country, On this basis,

3/ The domestie product is expressed in constant prices, and imports
in current dollars,
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Brézil, Argeﬁtina and Mexico, in that order, ﬁossess'the largest domestic
markets in the region, Brazill!s market, for insﬁance, is five times the
size of Colombia's, and eight times larger than that of all the_gemhers
of the Central American integration scheme as é whole, The ratios of
Mexicols market to the same areas is apparently three to one and nearly
five to one, respectively, Argentina occupies a middle place between
Brazil and Mexico, Some thought should be given to the huge disparities
there must be with respect to other coﬁntries of the region with smaller
. populations and income, | B

The Brazilian, Argentine and Mexican markets, large though they may be
when compared with the rest of lLatin America, also seem small when measured
- against the ma;keﬁs of the indust}ialized countries, Thus, for example,
the comparative indexes reveal that France, with its 47 million inhabitants,
has a market which might be anywhere from three to five times larger than
those of each of the three leadihg Latin American countries, The gap would
be even grester if they are compared with the Federal Republic of Gehhany;
In these rough comparisoﬁs, the Netherlands and Sweden appear to have the
same production volume as Mexico, |

In actual fact, Latln America's domestic markets are even smaller
relatively speaking, than would appear from the indexes, particularly in
regarc to manufactured products, A‘more accurate analysis shquld-take
into a2ccount such additional factors as the integration of the naticral
economies, income distribution, the structure of demand and the level of
industrial develomment, which adversely affeét the position of the Latin
American countriss. | .

The snall size of the domestic markets prevents the Latin American
countries from going shead with industrislization on tﬁe basis of productivity,
levels and production costs similar to thosélin‘%hé,indﬁstrialized countries
since they cannot establish industrial plants of 5 size and degree of
specialization required in order t6 take advantége of the economies of scale,
Investments in certain key industrial development activities can oniy be
made if strong protection is received from the State, and only at the expense
of productivity and of efficiency in the utilization of resdﬂrces.

/In most



2/CN,12/728
Page 27

In most Latin American countries the domestic market is so small that
there are a2 greét many industrial activities in which investment is not
justified on technical grounds, and conseduentiy, it is practically impossible
for imﬁért substitution to proceed any further. Major countries like
Argentina, Brazil and Mexico present more favourable prospects, and their
market potential, combined with ample resources, largely explains their
faster and more advanced stage of development. ’

The economies of scale which cannot be turned to account because of
market limitations are of 'significanft proportions in important industries
producing durable consumer goods, cépital goods and basic intermediate
'broducts. Such ecoromies depend on a number of factors, such as the
indivisible nature of invéstment, the disproportion between the increase
- in a plant 's production capacity and the cost of equipment, and the
possibility of introducing up~to-date techniques and a certain degree of
specialization when operating on an extensive scale of production,

Regional integration will play a direct part in solving all these
development problems deriving from the sige of the market, As the integration
process advances, production activities in each countfy will be able to coumt
on the potential demand of the wholewintegrated area, It will therefore be
possible to establish up~to-date plants of optimum size, with-an adequate
}evel of specialization, and to carry on with industrialization in other
sectors where nothing can be done today within the limitations of the
domestic markets,

Concurrently with broadening the market, integration will provide the
~enormous advantages deriving from the optimum location of new investment ,

‘in termms of the cheapest sources of raw materials, energy, fuels ard other
inputs with an important influence on production costs, Some highly
illustrative examples of economies in investment and reductions in costs to
be achieved through optimum regional location and through the establishment
of up~to-date plants as to specialization, techniques and size are to be
fourd in the chapter desling with regional investment policy.

The pdtential expansion of the market will assume exceptional proportions
in those countries of the region of small or medium geographic or economic

size, For example, on the basis of the aforementioned approximate indexes,
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it can be stated that the five countries of the Central American economic
community would have a potential additional market twenty-five times larger
than that of their integration area itself; as regards Colombia, the rest
of Latin America would represent a market fourteen times larger, and Chile,
twenty-two times larger.

The broader market will alse play a very impoftant part in the major
countries of the region., Thus, it may be estimated that compared with
Brazil the rest of latin America represents a population of 150 million, and
a market two and a half times larger than the local market; compared with
Argentina, the population is 205 million, and the market four times larger;
and in the case of Mexico, 190 million inhabitants and a market five times
the size of the Mexican market, It is not out of place to stress that these
comparisons give only an approximate idea of the potential market expansion,
In practice, it cannot be taken for granted that a given industry of a country,
can count on the whole economic space of the region as a market, since the
advantages inherent in location, transport costs and other general factors
will tend to limit the scope of the market within the integrated area, a
limitation which is all the more important because of the geographical size
of the region. That is why this document plays such stress on the need for
embarking forthwith on a study of transport facilities with a view to the
adoption of a co~ordinated policy for promoting integration, Whatever the
difficulties, however, the huge disparities noted between the size of the
domestic markets and the potential size of the regional market convey some
idea of the force that would be gathered by the incentives to trade expansion.
As progress is made in the establishment of a regional transport network and
in the reduction of transport costs, the geographical size of Iatin America
will become an advantage, since, concurrently with enlarging the real market,
advantage can be taken of the regionls resources in the interests of the most
suitable location and the diversification and specialization of econcmic
activities,

A matter of some concern, and rightly so, is that the reduction in
customs duties and the removal of obstacles to trade might give rise to an
investment race aimed at the expansion of existing activities and the
replacement of equipment.. OSuch action might well have adverse repercussibns

J[were it
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were it teo deflect resources from other higher-priority investments and
undermine the economic activity of the less industrialized countries or
those which cannot at once promote a process of modernization, These and
other problems which will have to be provided for in establishing the
instruments for an integration policy are dealt with later on this document,
In the meantime, it should be stated here that integration will have to
come about gradually so that the countries concerned will have time to
introduce the necessary adjustments and reformms, as and when domestic
output and income increase, In the first few years, action would be

focused primarly on the integration of dynamic industries which have a
strategic part to play in development, and in which, moreover, the economies
of scale are usually considerable,

(c) Recourse to technical progress

Technical nrogress has been the basic factor of economic growth in the
industrialized countries, Much research on the subject ascribes to it an
equal or greater dynamic influence than to the human effort and the physical
volume of capital apnlied to the production process,

Nevertheless, the Latin American countries are not taking advantage of
the potential offered by technical advances in order to step up their develop-
ment. A set of factors prevents them from so doing, pre-eminent among them,
because of their bearing on integration being the narrowness of the market,
the lack of dynamism in foreign trade and the limited resources allocated to
manpover training and to seientific and technical research,

As mentioned previously, the limitations of the market and the slow
income growth preclude the establishment of industrial plants with up-~to-date
production technigues in a broad range of activities, Even if this were
feasible, the Latin American countries feel obliged to adopt a cautious policy,
because employment indexes cannot be increased., Regional integration will
break this vicious circle since, in facilitating a faster increase in production
and income, the two objectives - i,e., the raising of productivity and employ~
ment levels -, which today are incompatible, can be pursued,

In the analyses of production in specific activities and of the economy
as & whole, an effort is made to explain the part played in the expansion of
production by each of the above-mentioned factors, i.e,, technical progress,

Jhuman effort
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human effort and capital. But in actual fact teehnical progress does not

act entirely on its own, but through better training and organization of the
human factor and a more efficient use of the new capital goods applled to

new production technlques. Therefore, as long as the Latin American countries
continue to rely on exports of primary products snd fail to increase their
external purcha.s:.no power, owing to the deterioration of the terms of trade

or the lack of external demand, they will be unable to take full advantage

of this powerful factor of development,

In removing the external bottleneck, integration will permit the
countries of the regiogqto use their export earnings mere efficiently for
the acquisition of capital goods and for the establishment of up-to-date
plants which will promote the necessary conditions for autonomous forces of
scientific and technical progress to qome into being in Latin America,
Clearly foreign scientific and technical co-operation and co-ordinated action
in regional education, training and ressarch programmes will be needed in
unsommmdmh : |
.(d)' Regional lntqggatlon and_jinternational policy aims

A8 shown above, regional integration is essential if the Latin American
countries are to speed up their economic and social development and emerge
from the stagﬁéﬁion in which they find themselves at present, However,
integration doas not represent an alternative to the aims of expansion and
diversification of trade with other regions, particularly with the ’
irdustrialized countries, ' o

The Latin American countries must take decisive steps towards
integration and at the same time press on with their internatiomal economic
policy aims, No other course is open to them since $0 per cent of their
present trade is with areas outside the region; they rely on the'industrialized

countries for suppliss of essential goods -and require foreign flnanclal and .
technical co~operation it they are to make any headway in 1ntegratlon itself,
Furthermore, it should be made plain right from the start that in the early
Btageé of integration, requirements in respect of imports from other areas
"will increase considerably, and at a later stage their structure will change,
‘though they will not diminish in absolute terms, ~On the contrary, it would
be more légical for them to continue expanding, although on a 1esser scale
than the demestic product.

/Two experiences
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Two experiences which ocewred under very dissimilar conditions
in the Central American countries and in the Buropean Economic Community
illustrate these relationships between the evolution of trade and economic
growth in an integrated area, The five Central American countries which
are making steady progress in integration increased their reciprocal trade
by a total of 150 per cent between 1961 and 1964, At the same time, their
extra-area imports grew by 40 per cent. Undoubtedly the integration process
has been helped in the last two or three years by the improvement in the
export sector of the countries concerned, which enabled external supplies
to be increased on the scale indicated above, The countries of the
European Common Market, with a cambined population of 175 million inhabitants
a market probably three times the size of Latin imericats, and a level of
industrial development which is above comparison with the average for
Latin America, increased their imports form third countries, as previously
indicated, by over 50 per cent between 1958 and 1963, notwithstanding the
tremendous growth of their reciproeal trade,

A1l these considerations point to the need to co~ordinate on an overw
all plane integration aims with trade policy ard international financing
objectives, The Latin American countries will have to pool their efforts
and work out 2 common policy vis-h-vis the industrialized countries; their
economic union would give them the negotiating power they lack individually
ard placs them on a better competitive footing, Co-ordinated action with
respect to the industrialized countries and internaticnal financing agencies
is at once urgent and imperative, because radical changes must be wrought
in the present situation so that the industrialized countries will facilitate
the expansion of trade in primary products on the basis of adequate terms
of trade, permit the entry of exports of manufactures from the developing
countries, and increase their technical and financial co-operation in
line with new systems that would be less onerous for the recipiemt
countries,

/Chapter II
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Chapter II

PROGRESS ANDILIMITATIONS OF THE LATIN AMERICAN
' INTEGRATION MOVEMaNTS
Any proposal for increasing the dynamism of the integration process
in Latin America and of ensuring that it fulfils the requirements of a
developing region should be viewed first and foremost as the development
of the two movements that are already taking place in the form of the
. Central Americen Common Market and ALALC, Both were begun with the intention
of creating more favourable conditions for the trade and development of
their member countries and both have successfully accoemplished the first
stages of their worke |
The present chapter will review the history of the two experiments
and examine their structure in the light of the conditions required of an
integration process in a develdping region,

1. Economic integration in Central America

Although covering a umch smaller area than ALALG, the integration
programme of the five Central Lmerican countries has some uséful practical
lessons to offer. DBeginning in 1950 as a network of bilateral free trade
agreements, by 1958 it had crystallized into a multilateral freé—trade'
area. In 1960 the bases for integrated regional development were laid
down with the creation of the common market and of a number of institutions
and mechanisms designed to co-ordinate the activities of the five member
countries. _ |

Some of thé results obtained in the course of these events ﬁerit
special attention, particularly for their bearing on integration problems
in the rest of Latin America, .

(a) The Central American countries have already lifted restrictions
on intra-regional trade in 82 per cent of the tariff items and have
undertaken to free all products by 1966, except for a few agricultural
exports such as éoffee,coffee extracts, cotton and sane sugar, During its
first few yearé the integration process was focussed entirely on
liberalizinz the staple items of traditional commodity trade (the stage
currently reached by ALALG)es After 1960, however, the programne was

' l/éxtended to
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extended to all ~rimary camodities and to new industrial products as well,
The selective method employec was thus a means of setting the programme in
motion and thereafter gave way to an automatic mechanism of tariff reduction
and abolition,

The adapitation of existing industries to the rapid tempo of intra-
regional trade liberalization has been fairly smooth, thus dispelling the
fears aroused in scme sectors of private enterprise during the period of
negotiation. 1ilo serious disruptions of either employment or production have
been recorded in the established plants, On the contrary, automatic trade
liberallzation assured entrepreneurs of an open regional market for their
products within not more than five years, a prospect which, combined with
the common externel tariff, acted as a powerful stimulus to the expansion
and modernization of industry. During the initial peried, the increase in
regional trade waes largely due to plant expansion and to fuller utilization
of capacity in such industries as textiles, food processing and building
materials, DMoreover, enterprises that had to adapt their production
processes to meet the new competitive requirements were able to obtain
local financial assistance through the Central American Bank for Economic
Integration,

(b) It is recognized that special rules and conditions for liberalizaticn
should be established in regpect of a number of agricultural ccmmodities
in the Oentral American Common IMarket, For instance, such staple items of
diet as rice, beans and maize should be made the subject of special
protocols for regulatinz trade, co-ordinating production and supply policies
and ensurinz the fullest possible freedom of movement. However, the
Central American countries hove not instituted special rules for their
agricultural comacdities as a whole, having found it possible io give certain
items such as meat, butter, milk, cheese and fruit juices exactly ﬁhe same
treatment as industrial products,

(¢) The five countries have standardized import charges for third parties
in respect of 98 per cent of the items in the Centrzl American tariff
nomenclature, Their task was made easier by the fact that they, unlike the
rest of the Latin American countries, had all reached more or less the same
stage of industrialization, Consequently, when negotiating rational tariff

/levels, the
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levels, the bulk of their industrial products could be classified in the
same categories throughout the area, But notwithstanding these favourable
conditions, the tariff negotiations lasted for nearly three years and--
another three years will be needed to complete the process of ratification
and bring the tariff into full forced%/

(d) Both the liberslisation of intra-regional trade and the
establishment of a common extternal tariff have been made easier by the
fact that stable eiichanze rates have been maintained in the Central imerican
countries for many years thanks to the particular structure of their
economies, It has thus been possible to avoid the use of multiple
exchange rates and similar types of exchange controls which, by affecting
relative prices, would have tended to distert the competitive position of
the regional industries, both between individual countries and between
Central America as a whole and the rest of the world,

Before the establishment of the Common Market, the Central American
countries had already taken steps towards monetary co-operation through
informal annual meetings of Central Banks and bilateral compensatory
arrangements, These arrangements were formalized in 1961 with the
establishment of the Central American Clsaring House and, more recently,
of the Central American Monetary Council, which provides permanent
machinery for regular consultations among Central Banks, joint studies of
the regionts monetary problems and the exchange of information through
the medium of its sub-committees and Executive Secretariat,

(e) The Central American countries have unified fiscal incentives
to industrial development, Their object in doing so has been to prevent
campetition for new investment from becoming over—intensive with the
establishment of free trade, and thus giving rise to unnecessary income
losses and an uneven and uneconomic pattern of industrial development in
the area, The uniform system of incentives improves on the previous
national régimes in being selective, and extending the greatest benefits

1/ By September 1963, the five member countries had ratified the special
protocols bringing stendard duties into force on approximately half
the products included in the Central American common tariff, It was
hoped that the process would be concluded at the end of 1964 or
beginning of 1965 with the formal ratification of the remaining
protocols by the two countries that had not yet taken that step.

‘/to industries
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to industries that.are of key importance for the industrial development of
Central America (e.zs producing capital goods, intermediate goods and raw
materials). By helping this kind of industry, the new system also tends
to give greater advantages to the countries that are at a relatively

less advanced staze of industrialization and have only just begun to tap
their natural resources, In this way the benefits of integration would

be spread fairly among the participating countries,

(f) The balanced distribution of such benefits has been one of the
prime objectives of the integration programme., The first step taken was
the conclusion of an agreement o a régime for Céntral american.integratiom
industries, In this it was stipulated that no country should be allocated
a second integrotion industry until each of the five countries had been
assigned their first plant, This rule was later made more flexiblg 50
that more benefits could be granted to the less advanced Central American
countries, and now permits the allocation of additional. plants to a
country irrespective of whether each of the others has received one,
provided that the additions do not belong to the same branch of industry
as the original plant. )

The Cential American Banl for Economic Integration is another
instrument that is required by its statutes to promote the balanced
economic development of the member countries, Through its loan policy,
the Bank is able to provide an effective answer to the needs of the less
advanced countries., It is specially concerned with assisting
infrastructural projects designed to correct ssrious imbalances between
the member countries,

(g) The special instruments.that have been created to ensure the
balanced develomment of the member countries also supply the necessary
institutional incentive for taking full advantage of the Common Market
potential, The régime for integration industries was planned as a bedy
of conditions and incentives aimed at opening up the Market to certain
dynamic sectors in particular, more rapidly than would be possible by "
means of genercl tariff reductions,

' /The main
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The main purpose of the Central american Integration Bank is to
provide financial assistence in a region where capital and the spirit of
enterprise are in short supply., The founding agreeement stipuiated that

_the Central American countries may not receive loans or guarantees until
they have ratified the treaties liberalizing trade and settiﬁg up the

common .external tariff, thereby ensuring that thé Bank!s resources are

lent to projects directly connected with the economic integration programmes

A prerequisite for obtaining financial assistance from the Bank is
the preparation znd technical study of the project in cuestion by such
organizations as the Central American Research Institute for Industry (ICAITI)
and other technical assistance agencies. _ _

{h) Central -imerica's experience with these mechanisms to brémpte
balanced regional development is still so recent that it wouldlbe.diffidﬁlt
and perhaps premature to try and assess their effectiveness. One'instruﬁént
the Agreement on Fiscal Incentives, has not even entered into force, asr
ratification by two of the five countries is still pending. Some comments
can however, be made which will help to determine the type of probleﬁ
that is likely to-arise durinz the early period of"regibnal co—-operation,

The instrunent that has so far proved itself to be most flexible in
practice is the Bank, since it .can act without waiting for the different _
countries to negotiate an agreement, As indicated above, its loans have
mainly been given for the expansion and modernization of existing
industries, It has also taken part in prior investment studies designed
to explore the prospects.for industrial development in Central America and
ascertain the corresponding investment requirements in transport, telecommus
nications and electric energy, In relation to new regional industries, the
work of the Bank has been limited by the small number of projects that have
Peached the financing stage, ' o

This has also been one of the main reasons for the relétively slow
application of the régime for integration industries., Few nrojects have
been sutmitted and those sent in have differed considerably as regards
thoroughness of preparation and economic importance, It has thus proved

a thorny problem to decide on their merits and to allocate them among the

/different Central
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different Central American countries, So far the Goverrments have
approved only two projects for integration industries, and three others
have been assigned in principle pending sutmission of more detailed plans,

It is to be hoped that this problem will gradually disappear as
Central American entrepreneurs become more familiar with the new industrial
opportunities oifered by the growth of the Market, with the aid of the
different fincncial and teehnical organizations that co-operate closely
in the preparation and execution of regional industrial development policy,
This policy would be made more effective if it were made part of a
development plan for the area as a whole, which would provide objective
eriteria for guiding negotiations on the location and distributien of
industry among the different countries. A plan of this kind would also
play a vital pert in determining the efficient use of the Bank!s funds,
the application of the system of fiscal incentives, the co-ordination of
public investment among the member countries and the proper chanelling of
private investment,

As a first step towards the establishment of a regional development
vlan, the Central American countries have instituted joint programming
activities on the basis of an expert mission sponsored by several
internationsl organizations. In order to circumvent the difficulty of
co—ordinating national plans that already exist, new plans are being
prepared while the targets and regional guidelines to be used as a frame
of reference for those plans are being worked out. The fact that the
Joint Programming Mission is working at both the national and regional
level is an additional guarantee that the necessary co-ordination will
be achieved,

{1} The Central American countries haive always been conscious -
of the fact that their economies were divided in the past not merely by
tariff barriers but by the lack of a regional infrastructure, Flans were
therefore made for a regionai highway network to serve the needs of the
Common Market which isAnow in process of construction. Joint electrification
projects are being prepered which will lead to huge savings in comparisen
with national electrification nlans. A regional telecommunications system
is also to be set up, since it is an essential condition for active trade.

/(3) The
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(3) The principle of unanimity is normally applied in the organs of
the Central American Common Market, but for some technical questions the
Governments have introduced the practice of ﬁecisions by majority vote;

In the course of integration, an impartial evaluation of the facts is
often recuired. The responsibility for this‘devolves on the Permanent
Secrstariat of the General Treaty on Central American Zconomic Integration
or on ICAITI, The Central American integration programme owes its dynamic
spirit to the fact that institutions exist whose work is inspired by
regional rather than national considerations. 'The Central Amelrican
Eeonowice Co-operation Committee, assisted by its sub-committees and the
ECLA secretarict, has been. the driving force behind integration and the
forum in which solutions are found for the problemé presented_bj_the
creation of a Comnon Market, | "

(k) The results so far obtained by the integration programme reveal
the existence of an untapned potential for expandiﬁg reciprocal trade in
the developing countries, Intra-Central aAmerican trade has increased from
less then 3 per cent of the zrea's total trade in 1955 (13 million dollars)
to 12 per cent in 1963 (66 million dollars), The share of industrial
products is expanding rapidly and is already nearly 75 per cent. A4s has
been mentioned before, the main results of the new trade vistas opened up
during the first feu years of integration were the utilization of idle
capacity and the improvement and expansion of existing industries. The extent
to integration furthers the development of the region will largely
depend on efficient use of the machinery that has been get up to complenent
and strangfhen the impect of free trade and the common external tariff,.

(1) The concent of reciprocity as expressed in the Central American
integration progzramme has come to acquire a broad significence, It is no
longer a matter of distributing trade benefits on an aritmmetically equal
basis, but of awareness that the capacity of economic integration to step
up the process of growth for all the member countries is more important

to their common interests than the short—~term trading results achieved.

/The Central:
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The Central American Common Market has already taken the decisions and
entered into the commitments needed to push ahead with econcmic intezration
as far as it can within the possibilities offered by the region as a whole,
From now on work must be concentrated on the application of investment and
production plans to take full advantage of the joint economic and trade
structure. The real benefits of integration for Central American
development will, in the last analysis, depend on the efforts made by the
countries acting severally and in unison to introduce the reguisite
changes in the fabric of their economic and social life.

There is, however, a new task to be undertalen: that of linking up
this sub-regional market with a broader market for Latin America as a whole,
The Central American market itself is limited in the variety of its resources
and its capacity to use economies of scale, even more so than are some
of the ALALC countries, Although much can be done throuzh the
Central american Common Market to introduce the structural changes needed
for industrialization and development, there is no doubt that the general
and systematic linking up of this market with the sort of integration
process that it is hoped to bring about in Latin America would open up new
avenues for attaining the levels of industrialization and general
preductivity that are necessary for self-sufficient development.s

2. The history of ALALC

The Montevideo Treaty is the most serious attempt made in the
history of Latin ‘merica to unify the region!s sconomic resourcesgg/ It is
essential to strengbhen this endeavour, as expressed in the Latin American
Free;trade Association, and to ensure the progressive achievement of its
ultimete aim: the establislment of a Latin American common market.

To do this, it is necessary to take stock of the progress that has
already been made by ALALC, become acguainted with the main problems that
have arisen and weigh the suitability of the present agreements as a basis
for the more ranid progress that will be demanded by the region in future,
Only then will it be possible to appreciate the complexity of the task
that lies ahead,

2/ Argentina, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru and
Uruguay have ratified the Treaty of Montevideo,

/(a) The
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(a) The scope of the undertakings embodied in the Montevideo Treaty

Although the specific undertakings contained in the Treaty of
Montevideo were appropriate for the unhurried and sober fashiop in which
the countries embarked upon their economic integration in 1940, the spirit
of the Treaty is one of resolute determination to advance towards certain
goals that, however unattainable at first, could be reached with the
passage of time.

Swifter progress was out of the question in view of the difficulties
inevitably encountered by a developing region in abandoning its restrictive
trade practices and intensifying reciprocal trade, The fact that the method
chosen was to establish a free trade area through the gradual liberalization
of traditional exports and imports on the basis of selective négotiation
offered the advantage of reconciling the region's inexperience in intrew
Latin American trade with the varied nature of its economies and the need.
to move towards a common market with the maximum stability and smoothnesse

Selective negotiations also offered the advantage of enabling items
that presented no competitive problems to be liberalized from the outset
with much greater speed than by the method of uniform linear reduction.
Moreover, the fact that the countries as a whole were allowed twelve years
in which to 1ift all restrictions on their primary commodity trade gave
them a breathing-space in which to modify their national production in such
& way as to ward off the adverse effects of an immediate or very rapid
opening of the markets,

ALALC fulfils five essential functions for Latin Americas

lﬂ.lit is the framework for negotiations on the establishment of

preferential itreatment for numercus regional commodities and the reduction
of trade protection and controls among the member countries,

2¢ It is an institutional mechanism for proposing solutions to
such problems as the lack of adequate transport facilities and of uniform
trade instruments that are acting as barriers to trade.

3« By acting in a liaison capacity between the entrepreneurs of the
region it has made for greater mutual understanding and knowledge, thereby
helping them to také their proper part in the formation of phe free~trade area.

Jhe It
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Le It has had 2 far~reaching catalytic effect on public opinion in
a number of different sectors, thereby making a valuable contribution to
the study and general umderstanding of the concept and problems of.econanic
integration in Latin Awmerica,

5¢ It is the forum in which the future stages of integrétion have
been mapped out. |

Since the entry into force of the Montevideo Treaty, ALALC has notable
achievements of every kind to its credit, An outline of these is given
below,
(b) Application of the Treaty

(i) Specifie achievements in trade liberalization and expansione The
trade liberalization commitments have been completely fulfilied, In the
course of the various rounds of negotiations, nearly 8,500 tariff
reductions were granted representing the sum of the concessions made by
each country to the other countries as a wholes Of these concessions,
a fifth consisted in the total abolition of duties and other restrictions,

The eountries have already included on their National Schedules
virtually all treditional import items, and have therefore given preferential
treatment to such products from within the Area. Five of the nine countries
have completely freed more than 30 per cent of the items on their

respective schedules, A large proportion of the concessions agreed upon
concern items that were not traded in the Area before the Treaty entered
into force and for which no agreements had previously been negotiated,
Over 50 per cent of the concessions in question are for industrial products,
mainly chemicals, machinery, electrical appliances and equipment and common
metals and metal producis,

Intra-ALSLC trade has taken on a fresh lease of life between
166). — the year that preceded the enforcement of the reductions ~ and
1963, it expanded by 4he.5 per cents 3/Ttts share in the total trade of the
ALALC countries rose from 6 ner cent in 1961 to 8.4 per cent in 1963,
With the exception of Brazil and Colombia, the member countries have
intensified their exports to the Area, in some cases doubling their mrevious

3/ " Pigures for 196} are not available, but ageregate data indicate that
© there was o further and fa.a_rly sizable increments :

/figure between
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figure between the two years in question. No less than 75 per cent of
over-all trade in 1963 (valued at 950,7 million dollars) consisted of
products that were on the National Schedules,

The liberalization programme has also been instrumental in fulfilling
the Treaty's pledge to increase the part played by the relatively less
economically advanced countries in the trade of the Area. For example, the
ALALC countries have granted Ecuador and Paraguay a total of about 1,200 and
44800 tariff concessions respectively, to which the most-favoured-nation
clause is not applicable within the Area, The importance of this treatment
is that, by givinz the two countries sole rights to a market, it enables them
to step up their exports considerably and also affords extensive opportunities
for developing investment in the industrisl processing of their primary and
resources and thus changing the traditional composition of their exports
to ALALC,

The establishment of ALALC has acted as a spur to trade among the
countries of the Area, The nreferential system that has been set up is
an incentive to such activities and strengthens traditional commodity
channels while openinz up new paths to explore

Despite the difficulties encountered, it was clear from the first
negotiations at which a start was made on the Common Schedule that the
countries intended, by 1973, to free completely and simulianeously those
products which constitute the bulk of intra-Area trade, The first section
of the Schedule, as approved at Bogota, exceeded the minimum prescribed
by the Treaty, Together with a variety of traditional commodities there
were also new trade products, the entire number totalling 175 of which
about 25 per cent consisted of articles that had not hitherto been traded
in the Area. Some of the industrial products included may shortly become
very important in view of their present incidence in the Areals total
imports, Examples of these are chemical wood pulp, semi-manufactured copper
products, machine-tools and some synthetic raw materials, The Common
Schedule has an impressive dynamic potential whose full implications are

L/  See Eveluscién de las nepociaciones de la asociacién latinoamericana
de Litrs Comereio (E/CN.12/717),:which'reviews the results of the
first two rounds of negotiations..
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hard to gauge because the products it includes will bring a great dsal

of diversity into intra~area trade and because of the very significance

attaching to the total 1ibez‘z£lization of so many traditional commodity items.

(1i) Other parallel achlevements. ALALC!'s achievements: in the field

of tariff reductions have been matched by important advances in other -

operational aspects that facilitate liberalization and stimulate intra-irea

. trade while paving the way for further progress, They include the following:
Ls -Pursuant to the promi.sidns‘ of the Treaty, ALALC has drawn up and

approved a standard teriff nomenclature for the presentation of trade

statistics and as-a basis for the negotiations, This nomenclature is now
being revised 4nd modified with a view to its adoptioﬁ by the membepr countries
.as a common tariif nomenclature, Progress has aisq ﬁeen made in formulating
the bases for standardizing customs procedures in the different countries,
The work done on these lines, together with the determination of comparable
levels of customs duties and charges of eouifélent effect imposed on imports
by ALALC member countr1es, is laylng the foundatlon for the future preparation
and adoption of & common external tariff, :

24 ALALC has established a body of critéria for determining and
certifying the origin of goods traded within the Area, and thus enabling
the products on which cdncessionslare granfed to be properly identifiedes
The driteria are designed to give the greatest possible encouragement to
the use of inputs from within the Area, with due regard to the nature of -
the production nrocesses there, ,

3. 4s regards the infrastructure, attention should be drawn to the
work carried out on Shlpplng questlons. Although the Treaty does not .
contain any provisions on transport, the 1mportance of , such faclllties
for intra-Ares trade has led ALALC to pay Spec;al attention to such questions
as the development of merchant marines, maritime transport conditions,. .
costs and services and port deficiencies, In addition, a draflt general
agreement on maritvime, PTiver and lake transpoft has been drawn up and is ,,
under consideration by the member Governments, Studies have also been”
undertaken on airy road and rail transporty -

R " /he ‘As
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Ls As regerds intra-irea trade statistics, ALALC has already .
set up a unlform system which will facilitate negotiations and the study
of other problems stemming from the increased share of intra-Area trade
in the total trade transactions of the member couantries as a wholes

5. It is proposed to strengthen the executive powers of the ALALC
organs through the establishment of technical committees for specific
sfctorss An endeavour is also being made to set up technical, political and
administrative machinery to be administered by the persons who are
responsible in the different countries for policy de¢isions in each of the
econcmic sectors connected with integration.
(c¢) The develomment of criteria and the search for new avenues of progress

(i) Action taken on’ specifie problems. The ALALG.organs have been
engaged in seeking solutions to the problems that have cropped up during the
implementation of the Treaty and in charting the future course of the
integration movement, A valuable contribution has been made in this respect
by the boedy of resolutions adopted at the various conferences and the work
of the Standing Executive Comittee and its secretariat, Some of the more
recent resolutions, in particular; reflect the desire to forge ahead with
the process of integration and to make every effort to fill the lacunae
apparent in the Treaty undertaldngs. A case in point is afforded by
complementarity agreements, whose conclusions has been blocked by the
unlimited application of the most-favoured-nation clause. 4n attempt has
been made to remedy this situation in resolution 99 (IV), which stipulates
that the benefits of a complementarity agreement shall not be eixtended
to countries that have not adhered to it unless they have previously
granted satisfactory compensation.

The new regulation has certain advantages over its predecessor,
because the automatic extension of benefits acted as a deterrent to countries

/that were
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that were interested in entering intd'sﬁch‘agreements,é/ However, care
should be taken that the more flexible attitude adopted to the conclusion
of agreements between groups of countries does not lead to an undue and
perhaps irrevocable fragmentatlon of the 1ntegrat10n of the industrlal
sector, ' C '

Another step forward is the retognition by ALALC that integration
presents special Droblems for the médium=size countries, and that they
must be helped to play a satisfactory part in the process, particularly
through the medium of complementarity agreements,

The difficulties that would be caused for some countries by the
camplete liberalization of agricultural commodities led ALALC to extend
the application of the agricultural saving clause beyond the time-limit
set for the formation of the Area in the hope that the development policies
of the agricultural sector would be co-ordinated and regional merkets
organized, ' ) '

In order to foster the economic growth of countries at a relatively
less advanced stage of developmeént 'and to provide additional help %o thair
exports over and above the benefits extended by the Treaty, a plan of

5/ Little attempt has been made to conclude complementarity agreements,
Up to the present only two have been signed., One, in fores since
July 1962,-deals with colculating and other punch-card machines and
has been scceded to by Argentina, Brazil, Chile and Uruguay. Ths
second, concerning electronic valves, cam® into force in April 1964,
and has been signed by the same four countries and Mexico,

The first agreement has already begun to have an effect on trade in
the goods in guestion., Argentina has exported 354,000 dollars? worth
of calculating machines to Brazil and Urugray. In addition, more
investment has been made to develop new market cpportunities,

A number of explanations are forthcoming for the scant use made

of these agreements, including the unlimited application of the moste
favoured-nation clause; the difficulties and inevitably slow tempo

of any negotiations of this kindj the lack of specific multi-national
projects in particular sectors; the want of an agency to study and
promote such agreements; the incompatibility of industrialists?! interests
those of their respective Goverrments; and lastly, the preference of
these concerned for Common Schedules as a means of liberalizing trade

in certain products,

/financial, technical
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financial, technical and other assistance was approved and it was decided
to give them the exclusive advantage of being able to dispose of their
exportable surpluses of manufactured goods within the Area. It was also
agreed to set up special credit machinery for financing the exports of such
countries.

(41) Resolution 100 (IV¥). This resolution is the most serious attempt
made by ALALC to establish a general work programme for the immediate future,

including a definition of the basic economic policy principles that should
complement commitments dealing exclusively with guestions of trade, It deals
in a fairly comprehensive way with the main aspects of a general integration
policy: the characteristics of trade policy, industrial development and
agricultural development, financial and monetary aspects, and fiscal, labour
and infrastructural questions,.

With respect to foreign trade, the resolution states that the object
is to create conditions favourable to the establishment of a common market.
With this in mind, it sets forth possible guidelines and instruments for
the adoption of a common trade policy. It requests the countries and
secretariat to carry out specific work on tariff cuestions with a view to
achieving the greatest possible egualization of duties and restrictions
on imports from third countries, and sets a deadline for the completion of
the secretariat's work on a draft common tariff ncmenclature,

It outlines an industrial development policy for the Area, with special
reference to the problems that stem from the different stages of industriali
zation reached by the members of ALALC, the nature of their respective
industrial structures and each countryls special capacity to initiale
or expand certain productive activities. More specifically, the industrial
programme endorses the work of the study groups set up and recommends that .
their sphere of action be enlarged. Furthermore, it requests the secretariat
to classify industrial activities in the Area with a view to determining
suitable sectors for complementarity agreements and those in which industrial
reorganization would have to be stimulated by a judicious amount of
competition in addition to complementarity arrangements,

/Resolution 100
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- Resolution 100 further declares that national agricultural policies
should be co-ardinated and reconciled as soon as possible and regulations
laid down for the organization of commodity markets, For this purpose
-the ALALC countries should compare their respective programmes and descide
on the sectors that offer the greatest relative advantages. The resolution
- also lays down suidelines for raising productivity and improving the use
-made of the nrea as a market for regional production, including
- regulations to systematize such trade once the period allowed for the
formation of the Area has expired, _

‘As regards financial and monetary affairs, the resolution recommends
the study of ways and means of setting up a credit system for financing
intra-Area trade, the intensification of relations between banks, an
analysis of the effects of exchange policy on trade movemenvs and the
adoption of criteria for foreign investment and capital movements within
the Area,

Other studies recomméended by the resolution deal with the
establishment of a common policy for production and trade in raw materials;
an analysis of fiscal régimes with a view to ascertaining their effects
on the programme for co—-ordinating economic policies; labour condivions
in the Area and co-operation with inter-American organizations in
examining infrastructural projects designed to further integration,
Similarly, the resolution stipulates that ALALC shall consider other
infrastructural cquestions, such as transport, the. adoption of technical
and guality standards; regulations for industrial and other copyrights -
and patents; and the interconnexion of electricity services and traffics

Lastly, in.respect of development programming and with the aim
of establishing bases for co-ordinating national programmes, the
resolution proposes that close co-operation be maintained between the
planning agencies and offices of the ALALC countries so that the
respective national policies can be compared and eventually co-ordinated
in the light of regional integration aimse

/(d) The
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(d) The main limitations of ALAIC
If ALAIC is to attain completely its aim of achieving a common

market, and play its full part in the region's development, two basic
conditions must be met: {a) the system of tariff liberalization must
lead gradually but effectively to a sufficiently free circulation of
goods within the area to permit a real specizlization of production,
an adeguate measure of competition, and full exploitation of the
opportunities for import substitution on a regional scale; and (b) a
regional investment policy must be formulated and effectively applied,
that will make possible a joint effort to meet regional production and
investment targets, an orderly solution of infrastructure problems, and
a decision on the part of all member countries to benefit fully from
the advantages offered by the integration process,

Then again, the aims should be governed by certain basic conditions.
Firstly, trade liberalization should cover all the present and potential
lines of production in the region since, as already pointed out, the
object is to establish in the region the maximum opportunities for the
full play of the factors of competition, rational use of resources, and
specialization, Secondly, liberalization must respect the right of all
countries to attain higher levels of industrialization, which means that
each country should be able to count on its fair share of the benefits
deriving from the larger market, Thirdly, liberalization must be such
as to permit the gradusl adaptation ofexisting production to the new
competitive conditions, :

It must be considered whether or not these aims can be achieved,
in the context of existing agreements, with the speed and on the scale
that the region needs, The first step is to examine the ability of
the existing negotiation machinery to achieve a general and systematic
liberalization of regional trade,

It has already been stated that the adopﬁion of this machinery
had initial advantages that were made clear during the first years
after the signing of the Treaty. In fact, as a result of the first
two anmual rounds of negotiation, rapid progress was ﬁade in the reduction

/of barriers
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of barriers to intra-ALALC trade. Subsequently there was a substantisl
decline in the number of products for which tariff concessions were

made within the Area,” In the first round 3,246 concessions were granted,
and in the second 4,347, but the number fell to 655 in the third round
and 307 in the fourth., For certain countries the decline was even more
marked, In the fourth round, one of the members of ALALC granted no
concessions, and many granted very few; thus it can be asserted that

this round provided no prospects of inereasing trade (see table 1).

Thus it is obvious that the liberalization process taking place
through the annual ALALC negotiations is slowing down, and there is a
danger that the problem will persist and become more serious as time
goes on, .Although in future negotiations countries may decide to save
the situation by offering such substantial reductions that there will
be a new stimulus to reciprocal concessions, this hardly seems probable
at present, and the more realistic view is that the difficulties that
have arisen are likely to continue in the future,

The present procedure of selsctive negotiation has certain
drawbacks that make it difficult to achieve free trade within the Area
by this means, . Above all, it is far too flexible, The present system
is baséd on a minimum average annual reduction of the tariffs applied‘in
the Area, and consequently countries are free to choose the momeht, the
form and the amount of the reduction for each individual product,

This flexibility entails two further problems. It is essential
that the liberalization process should offer the potential exporters
in the Area sufficient certainty as to when and to what extent restrictions
on trade will be reduced or abolished, together with a formal guarantee
that the reductions will be mantained. The lack of certainty is a factor
that prevents full advantage being taken of the opportunities opened up
by tariff reduction for the expansion and diversification of trade, and
delays or limits the possible investments that could result from the
process,

The fact that each country is able, undér the system of selective
negotiation, to reserve the granting of tariff reductions on ény given
product until it considers it opportune to do so reduces the possibility
that national production can prepare itself gradually for the foreseeable

reduction of competition to a minimum, /since ih
: ce the
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Since the traditional dommodity items are mainly outside the field
of negotiation, being largely the subject of previous special treaties in
the form of bilateral agreements, and possibilities of reductions are
further reduced in respect of products already produced or to be produced
in the near future in the country granting the concession, and which
may be imported from other countries in the region at world prices, it
should be recognized that under the present system the vast majority of
the tariff items in which really active trade is to be expected, and
for which the competitive factor is particularly relevant, are being
excluded from the negotiations.

Furthermore, during the transition period the present undertaking
does not ensure uniform treatment for all products, or guarantee a
standard margin of preference, The difference in the structure of the
imports of each country from within the Area, and its right to choose
what products are to be the subjeect of negotiation, and what reductions
are to be accorded, means that not all countries unﬁertake commi tments
for the same items, and moreover, the tariff reduction and preferential
treatment granted are usually different. Thus, for example, if a given
country wishes to'export an item to the Area, it will find that different
tariffs will apply according to the concessions granted by the different
ALAIC countries, Until the Common Schedule that is to enter into force
in 1973 is applied, there is no guarantee that the products covered by -
the liberalization programme will receive a standard tariff treatment.
This means that in fact there is as yet a fegional market for hérdly
any of the products already included in the liberalization programme.

The most that can be said is that certain opportunities, varying in
effectiveness, have been opened up in one or two of the presumed importer
countries,

The difficulties in calculating the weighted averages for the
reductions in customs duties and other charges of similar effect, and
consequently in establishing whether the countries have met their minimum
anmual obligations, means that the negotiations are based essentially on the
prior establishment of some balance of advantages., If a country considers that
it has met its minimum obligations, and that in addition, whatever concessions

/it has
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it hag granted are, 'in its own view, sufficient to maintain this balance,
‘it may be that the rountry concerned will either refraln from negotlatlng
in a particular round, or will grant very few concessions. This is in
.faet what has happened in ALAIC, although it cannot be asserted that it
is due solely to the defects of the negotlatlon system, _

To. judge by the course taken by the last round, progress along
this path seems to have reached a stage where the possibility of new
concessicns being granted comes into conflict with the general tendency
of the member countries to refrain from grantihg concessions on those
products that are produced internally on any censiderable scale, 6f
which imports are controlled or prohlblted for balance—of-payments
reasons, All these limitations of the present selected negotlatlon
undertakings are so serious that it can be foreseen that the aims of
the common market cannot be achieved if the neceesefy progreseive
liberalization of intra-Area trade is entrusted solely_fo é system
whose tendency to come to a standstill may lead.to future:discouragement
and frustration, '

Resolution 100 (IV) constitutes the formal recognition of the
-limitations of ALAIC, and of the need that the Treaty of Montevideo.
should be amended as soon as possible to permit more far-reaching and
ambitious agreements. - ' N

Moreover experience in ALATC has shown that the aims ofjeconomic
integration cannot be achieved through the mere 1iberalizatien of trade,
which must be accompanied by other agreements that constltute a real
regional programme for the achievement of a serles ol maJor common '
objectives, -

It cannot be said that the search for new principles uﬁdertaken
by ALALC is a sufficient answer to the main problems of in;egratioﬁ and
to the weaknesses of the present system. This ie becaﬁse ALAIC is
essentially limited by the narrow SCOpe of the spe01flc agreements
centained in the Treaty of Montev1deo, in terms of thelr ablllty to glve
impetus and significance to the 1ntegrat10n process. It is generally ‘
agreed in Latin America that the region needs new undertaklngs_that will
provide the basis for compulsory action, It is true that ALALC has

/made an
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made an effort to escape the limitations imposed by the system within
which it must now operate, but it is equally true that the programme of
action drawnup for this purpose in resolution 100 (IV) has not succeeded
in going beyond a mere listing of basic directives for an economic
policy for the area that the countries could perhaps adopt en the basis
of the studies undertaken by ALALC, This programme does not represent
the decision by the member countries that is so urgently required if
the integration process is to make effective progress.

As regards the substance of the principles adopted, it is clear
that they are so closely linked with the fulfilment of the whole body
of agreements that no progress can be made in one area unless it is
made at the same time in all the others, The result is a vicious circle
which is very difficult to break, as the past working of ALALC has shown,
Thus, for example, if progress in tariff reduction is linked with the
reconciliation of the various trade policies and instruments, the point
may be reached where the process of liberalization is weakened or
paralysed because that reconciliation has not been achieved.

The declarative nature of the basic directives and the general
aims and principles contained in ALAIC's programme of action deprives
it of any real power to stimulate integration., There is at present no
guarantee, for instance, that inthe forthcoming negotiations of ALALC
the member countries will bring their -actions into line with the
-principles laid down in that programme, and they can hardly be expected
to do so, since the basic directives have been conceived and formulated
within the narrow margin of a system which in itself is inadequate for
the purpose of encouraging the real process of integration that Latin America.
needs to solve its general economic difficulties, Thus a new stage must
be embarked on, and for this purpose the region needs to adopt forthwith
a body of new agreements at a high political level that will permit
effective action in the various fields covered by the integration process.
However great the desire to take such action, it cannot be done through
the machinery of a free-trade area,

/(e) The
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(e) The potentialities of the present institutional stricture

- In an integration process it is to be expected that national interests
will not necessarily always coincide with the interests of the commnity
of nations,:. Progress in integration cannot depend solely on negotiations
in which the temporary interests of the individual countries are the
only factors taken into aceount,, Integration requires permanent contact
between national interests and the bedies that represent the interests
of the community of nations, all the more so if integration is taking -
place “in a developing region, : The formulation of common policies implies
the existence of institutions that are responsible to the community.
Furthermore, the application and:.control of the rules of competition -
must be based on standards that, although with an eye to the decisions
.and interests of individual countries, take account of the community
interests, These considerations lead to the conclusion that integration
needs, in addition to bodies that directly represent the Governments,
others that represent the community, with the necessary powers of action
and with sufficient independence and finaneial resources to promote ~ °
the region's development, propose guarantees for the proper fulfilment
of agreements, assess the facts on which requests for exceptions are -
made, and make recommendations on methods for dealing with them,

In ALAIC the responsibility for carrying out the functions involved
in the existing agreements has been entrusted to the system's political
organs, The Conference, in addition to supervising the carrying out of
therTréaty, is also responsible for formulating the Association's policy
and adopting decisions for putting it into effect; the Standing Executive

.. Committee, composed of government representatives and answerable directly
to the Governments, carries out studies, suggests measures and submits
to.thetConference the recommendations it deems necessary for the proper
fulfilment of the Treaty. )

This system of functions does not appear the most suitable for
the effective carrying out of . the broader functions required for a new
stage of integration. This is mainly because of the nature of the two
organs, Their task is above all to represent, and defend the interests
of, the individual countries, and conaeéuently it is unlikely that they will
be able to 0arry due regard, on a continuous basis, to the aim of progressing

btowards integration. /The fulfilment



E/CN,12/728
Page 55

The fulfilment of other integration aims, such as the co-ordination
of sectoral or infrastructure policies and the formulation of a regional
development policy, is also a function that should be entrusted to bodies
answerable to the community, with suitable powers and machinery to permit
them to work effectively towards those aims,

Here again, the ALALC organs have certain problems, The adoption
of policies aimed at the promotion of regional integration calls for
the reconciliation of national interests with the over-all aims of
development of the Area, and this may sometimes be difficult for bodies
that by their very nature do not represent the interests of the community

as a whole, and do not have real powers of practical action,
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Chapter TII
THE BODY OF NEW AGREEMENTS

As explained, AIAIC's present activities in the field of regional
integration are of ungquestionable importance, »nd mey be expected to
lead to real progress, aslthough, #s h=s been shown, in future this
progress will be too slow and limited in scope,

Because of the urgent nature of Letin America's development problems,
and the likelihood thet these will inecrease progressively in the short
run, it sppears unreasonrcble in view of the trsk facing the neoples of
the region, and the hopes pimned to integrestion as a powerful driving
force of the regionts economic and socisl growth, to wait while the
present agreements of the Treaty of Montevideo grrdurlly come to fruition,
Without prejudice to the core that will be needed in deciding on the
necessary programme of action, certrin additionsl agreements of a mcre
premising nature can even now be undertsken, agreements brozder in scope
and more effective than those now in force, and which weuld also make
it possible for production in individusl countries to adspt gredually to
an increzsingly competitive situation in the region,

The circumstances thot permitted the esteblishment of the European
Common Market do not exist in the same form in Latin America. There is
no such large~scale trade.as that which took place in Western Europe
before the Treaty of Rome, nor the same experience with foreign
competition, nor the ability to respond repidly to the stimulus of a
broader market, But it is the very absence of such positive factors
that mekes it more urgently necessary, even though it is more difficult,
to aim at the outset at o full-scale integration in Istin Americe,

ATAIC!s activities in recent months in seeking new formulas to
broaden the tariff reduction agreement, and sdopt work proer-mmes aimed
at providing the basis for co-ordinating policies in various fields,
is clear proof that the Association is »lso convinced that more repid
progress towsrds iniegration is essentisl, Tt is 2 matter of urgency to
speed up progress thrcugh a more decisive approach, which will inevitably
call for new political decisions to make it effasctives

/To speed
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To speed up the pace of integration a first stage must be
envisaged, involving the carrying out of agreements more far-reaching
than those that now exist, and during which the final stege will be
prepared, There is ample room for immediste vrogress at 2 much more
rapid péce, énd on s broader scale,.than what ecould be achieved through
the present system of selective negotistion, while in the meantime
studies can be prepared end the proper conditions est-blished both to
solve the problems of a common, external teriff znd to est blish means
of co—ord¢n9t1ng monetary and exchange policies, »and national developmond
programues in general. .

Flrstly> an automatlc teriff reduction system, brosder in scope
than the nresent system, would be established, There cam be no progress
towards integratlon if the products on which tariffs are lorered are

‘those that would be traded in even without eny teriff reduction,.
Furthermore, as mere reduction of tariffs cannct sutometically bring .
about certain basic 2ims and objectives of the Latin Americen economy,
it should go hand in hend with a regional investment policy, which
gonstitutes the secénd element in the programme of action. Thirdly,
the expansion of trade will moke it essential to put ipto operation
certain specisl mechinery of » finencial »nd monetary cheracter. Iastly,
the new teriff reduction sgreements, the formulation and executionof.
a region;l investment policy, and the monetrry and financial problems,
all require institutions capable of making studies, premoting action,
and teking decisions, | :

1l, The new trade policy commitments

The new commitments would be as follows:

First, A progressive and automstic syétem of trriff reduction
for intra-Area trade would be adopted, covering all products and besed
on an annual linear reduction, whose practical and technical detrils are
exsmined lster in the present document. At the end of ten vears the
participating countries would nét Be able to apply any customs duties
to items of reciprocal trsde, including other charges of equivslent
effect, exceéding 20 per cent of the c.i.f, value of each item, except
for the relatively less developed countries, for which the time~limit

could he extended to fifteen yesrs, /To give
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To give greater impetus to the process of tariff reduction within
a fairly short period, and to pramote the gradusl increase of regional
competition, it is proposed to reduce tariff barriers to intra~ragionsl
trade fairly rapidly, so that by the end of the first five years the
maximum tariff level that countries can anply to reciprocal trade shall
not excsed 50 per cent of the c.i.f. value of each item. In this case,
too, the relatively less developed country would benefit froem a special
treatment,

Selective negotiation would continue to be used to effect more .
extensive reductions in custams cherges, vhen the countries so agree,

In addition sectoral complementarity agreements would a2lso mske 2 valusble
contribution to this more rapid reduction of tariffs,

Second, During the ten~year period there would be & graduel
abolition of the gquantitative 2nd other restrictions not eguiveslent to
customs duties now in force, so that at the end of this period the
restrictions on reciprocel trade would consist solely of customs duties
within the maximum 1imit indicated sbove,

Third, Within five years a common externsl teriff would be drawn up
and azpproved, and would be gradually put into effect in the subseguent
Yyears, However, every effort should be made to arrive at standard
tariffs in a shorter period for rew materials and intermediate products,
in order to eliminrte a major source of difficulty in relation to the
competitive footing of the individual countries, The sectoral agreements on
industrial complementarity could provide an effective means of ashieving
this aim, ;

Fourth, Until the common external tariff is negotiated, minimum
preference margins would be negotiated and established for the products
of the member countries where those resulting from the tariff reduction
process prove insdequate,

The new tariff reduction formula would ~lso make it possible to
achieve other basic aims, such as the introduction of a considersble
element of competition between the countries of the region thet, in
addition to offering new trade prospects and contributing to the adoption
of more effective criteria in the industrislization of the individual

Jcountries, would
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countries, would prepsre the ground for more advanced steges of integration,
In addition, there would be from the outset a genersl preference in favour
of area productiom, that would act ss an effective stimulus to the
substitution of imports from third countries,

These various undertekings would be supplemented by escape clauses
to permit countries to take emergency messures in cases where the fulfil=-
ment of such agreements would result in serious harm to national production
or in major balance-of-payments difficulties, Furthermore, countries
could establish domestic taxes for the purpose of restricting the
consumption of certain articles, especially luxury goods, when such.'
action was considered necessary to offset certain adverse effects of
trade liberalization or the adoption of the common external tariff, These
taxes would be of equal effect for domestic and imported goods.

2. A regionsl investment policy

More particularly when & developing region is concerned, an
agreement to reduce tariffs sutomatically and across the board is not
in itself sufficient to achieve certoin economic 2nd socisl rims, Just
a5 in the field of nationsl economic policy, the free pley of market
forces does not suffice to fill the structural gaps, »nd there must also
be planned action if the desired aims are to be achieved, Conseguently
the second major element of the new stage for ALALC would consist of the
defining of a specific series of regionsl production and investment aims
in the basic sectors., Such aims should be co-ordinated with national
plans so that in the sectors in question the most rapid progress possible
can be made towards complete tariff abolition and the full use of the
opportunities provided by a regional market, At the same time an
immediate action programme should be zdopted to solve infrastructure
problems on a regional basis, ) _

Regionerl action ean also be taken to activate the forces that
will help to achieve a progressive rise in exports to third ccuntries,
especially in the form of menufactures and semi-manufactured goods.

Consequently it will be necessary to =dopt well-founded criteris
for the achievement of regionsl investment aims, meinly on the besis of
sectoral and sub-sectoral agreements, and to agree on the genernl bases

for a regionsl investment policy.
/3. Financial
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3+ Financial and monetary action

The region urgently needs payments systems to facilitste trsnsactions
between individual countries and to increase the supply of credit for
the encouragement of exports and to help solve the unexpected problems
that mey srise, In addition there will hsve to be studies of piroblems
of exchange and of monetary policies, with a view to proposing opecifiec
measures and machinery in_relation to integration,

L. The new institutions

The fourth pillar of s new 2nd more dynsmic stage for ALAIC is the
establishment of institutions that can promote sznd supervise the fulfilment
of the new agreements and that will be capable of playing an active
part in furthering progress towards integration,

An automatic system of tariff reduction and & regional investment
policy directed towards a rerlly dynamic integration process calls for
institutions different from those of a system in which teriff reductions
are achieved through negotistions between the countries, The character
of the community orgsans is completely different: the new agreements
require an institutional framework that is more complete, has more power
of decision and more freedom of action to snalyse problems snd embark
on an organized effort to find solutions that will be of benefit both
to individual countries and to the whole camunity of nations. .

Consequently a Council of Ministers should be established, as the
highest authority on integration. In addition there should be a Beard
to lay down the lines of progress for the integration programme ond to
supervise the fulfilment and smooth working of the new sgreements,

There should also be a body that will co-operate in the promotion of
regional investment, In sddition, there should be ad hoe srbitration
tribunals,

Integration should not be based only on the psrticinstion of
Govermments and experts, but should also heve the active co-operstion of
the whole populstion and 211 the economic forces in every country,
Consecuently, there should be 2 Latin American Assembly, ond » committee

representing entrepreneurs #nd workers,
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E/CN,12/728
Page €3

Chapter IV
TRADE POLICY

l. Reguirements, scope and limitations of trade policy measures

In essence the establishment of the Latin American common market
consists of merging the individual markets of the participating countries
intec one large regional market. From the trade policy standpoint this
integration inevitasbly requires the reciprocal abolition of trade barriers,
together with the adoption of a common externsl tariff and the standardiza-
tion of other aspects of the region?!s trade policy towards the rest of the
worlds

The free circulation of goods within a common market, while it
permits the integration of national industries and provides them with
a broader market, at the same time exposes them to the competition of
similar lines of production., The creation of this competitive
sitvation, and in general the merging of the markets, gives rise to the
two main problems that a Latin Amerdican common marked will involve:
firstly, the adjustments that such industries and even perhaps an
appreciable proportion of the economy in every cowntry, will have to
face in adapting to the new situation; and secondly; the danger that
the integration of several national economies in a single markel may
have harmful effects for some of them, particularly those at a lower
stage of develomment, whose development prospects may be adversely
affected by the integration., lore broadly speaking, this second problem
is a quesiion of reciprocity, that is, the need for a proper correspondence
between what each country grants to the others and what it receives from
them in the integration process, and for the benefits deriving from the
process to be fairly distributed among all the participating countries.

In the process of establishing a common market, adjustments to the
competitive situation are ine\ritable, and sre necessary if some of the
most important benefits are to iiaterialize, such as increased specisali-
zation and more economic scales of production; expansion of the most

[efficient enterprises
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efficient enterprises and higher productivity in those that are less
efficient, or theilr conversion to other lines of production in which
they would be more competitive; the chance for industries to obtain

raw materials, intermediate products and other inputs at lower costs,
ete, Although it is to be hoped that the common market will provide

an effective atimulus to the expansion of the Latin American economies,
.there is no doubt that such benefits will only be obtained.'to the

extent that the serious distortions in those economies are' éorrected ‘
and there is consequently a more efficient use of reéourges. Fp.lr‘ the,

. very reason that these distortions are so serious, the ,édjuétlments needed
to correct them and to adapt to a competitive situation will eVentually,
but inevitably, mean the elimination or conversion to other lines of
certain marginal production operations, with the resultant conseqtienc'es
not only for the industries concerned but also for the economy as a whole,

The magnitude of these consequences will prbbably:be much less than
is generally expected. There is-a tendency to ‘exaggerate them on the part
of those who, rightly or wrongly, fear that they may suffer from regional
competition, Furthermore, it is to" be exiaected that these consequences
will be mitigated by the expansionist effect of the formation of the
common market on the Latin Ameriga{l economies, -

For the economy of the individual countries as a whole, the
consequences .will be more than offset by the benefits resulting from
the merging of the markets, However, it ls desirable to reduce the
adverse effects to a minimum, and as far as possible to facilitate
adjustments by allowing them to take place graduslly over a transition
. period, - . : o : .

But the aim of the tramsition period, in a_édition to bemitting
these gradusl adjustments, is to ensure that they do take place gradually,
-In other words, it should not be posaible for countries to avoid making
- the .adjustments or .tec delay them to the.last minute, since that would go
against the whole purpose of the 'pi-.ansition period, |

. The securing of these aims requires a formula or procedure providing
for spseific and detalled agreements for the gradwal reduction of tariffs
and other restrictions on intra-area trade, and the progressive adbption

Jfof a
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of a common external tariff applied automatically. Consequently tariff
reduction, in addition to being gradusl, should be linear and automatie,
and cover all products, '

Similar considerations apply to the savinglbléuSeso These clauges
should be limited to what is essential for the temporary reliefs, in
cases that are fully documented and justified, of a critical balance~-
of-payments situation or serious harm to a given industry or secltor as
a result of the fulfilment of ths tariff reduction agreements or any
others that may be adopted, In any case, any delays or exceptions to
measures provided for in the liberalization agreements should have a
time-limit, since the adjustments that will be needed both on the part
of the enterprises and in government policies will be made only if
there is wertainty that there will be no interruption or change in the
process of merging the markets and establishing conditions of full
competition, _ '

Furthermore, there must be sufficient-certainly with respect to
when and how fast the trade restrictions will be removed or reduced for
products of interest to'potential exporters, together with a guarantee
that, save in exceptional cases, the reductions made will be maintained,
Without such certeinty there will not be the necessary incentive to
exploit the opportunities offered by the liberalization process and
to effeet investment to establish or expand enterprises, etc,

Unless Latin imerice resigns itself to the ider that regional
integration of industries can never be achieved, no attempt should be
made to solve the provlems of adjustment to the competitive situation
resulting from the process of the gradual liberalization of reciprocal
trade by excepting from liberalization the industries that are, or fear
to be, threatened by the new competition,.

These adjustments can and should be facilitated and stimulated by
other means that will effectively help industry and labour to adapt
themselves to the new conditions resulting from the merging of markets
and the integration of the separate econcmies, Possibly the most
important and effective of these measures would be the financing of

projects for the modernization or conversion of enterprises, and the
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compensation of workers wnemployed or displaced:as a result of the
adjustments, together with arrangements to retrain them. The accent
should be not on measures that have the negative eoffect of permitiing
the continuance of an inefficient use of resources, but on positive
measures that will further the adjustments, encourage those concerned -
to take advantages of the new opportunities, and. expand trade.

Although it is not particularly difficult to find a sultable -
formula for the gradual and automatic reduction of customs duties and-
other charges of similar effect, the same does not apply te quantitative
and other restrictions whose nature precludes the recommendation of any
proc¢edurs for their gradual reduction in all cases.

In order to achieve the gradual abolition of quantitative
restrictions, the best procedure would therefore be to reduce their
total number year by years. This procedure offers the advantages of
being practical, simple, and easy to apply and control. In additien
it allows each coutry to choose the products or tariff items that
will be liberated from these restrictions each year, o

Such a system has the drawback that the restriction would be
completely abolished for those products that the country -concerned .-
selects, and in some cases this might. be to abrupt a measure, -This
shortcoming might be overcome by resorting to escape clauses when the
question is one of serious harmm, or relates to a major economic activity,
Furthermore, authorization ecould be granted to replace guantitative
restrictions by customs duties in-circumstances, forms and conditions
to be laid down by the community organs. : :

Another procedure would be to reduce gradually. all the restr:.c-blons,
but its application might give rise to serious practiecal problems., In
fact such a procedure would require that for each.product subject to
quantitative restrictions there must be an initial quota free of -
restrictions for imports from within the area, This quota would have .. .
to be incredsed annually by a given percentage, Apart from the problem
that would be involved in agréeing-on criteria for establishing the : -.
initial quota, the rate of its expansion:and its distribution among the -

/[various countries,
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various countries, it would be extremely difficullt and arduous to apply
such eriteria to a vast range of products, and even more so to administer
the resulting quotas. |

The second of the basie problems presented by the formation of a
common market is the danger that the benefits of integrating the natiocnal
economies in a single markelt might not be distributed equitably among
the participating cowtries,

The integration process should take place in such a way that there
is reciprociity in terms of what each participating country grants to and
receives from the others, Although this reciprocity should be understood
in the broadest terms, it is usually tazken to refer in particular; and
sometimes solely, to reciprocity of the trade type, that is, that there
should be reciprocity with respect to the prospects of each country!s
trade with the others that can be expected to result from the liberalization
process, the granting of minimum preference margins, and eventually the
standardization of the treatment of imports from third comtries,

Reciprocity must, of course, be taken in a much broader sense than
strictly trade reciprocity. The volume, and in particular the composition,
of the trade flows will constitute a most important criterion in
determining whether or not adequate reciprocity has been achieved,
‘However, this should also be assessed in the light of other factors
such as the form in which the individual economy has evolved, with
particular emphasis on differentiating between the effects imputable
to the integration process itgelf and those due to the action of lack
of action of the country concerned,

Both the liberalization formula and the other trade policy measures
that are adopted in order to achieve a common market must be drawn up in
the light of the need to ensure a minimm degree of reciprocity for the
participating countries, But it must be borme in mind that the
effectiveness of these measures is rather limited, and that in any case
the most they can achieve is to ensure some equality of opportunity.

The difficulty or practical impossibility of finding satisfactory
solutions te the reciprocity problem by means of the formula of tariff
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‘reduction and other trade policy measures is due not only to the real -
. limitations of such measures, but also, perhaps to a greater degree;
to the variety of factors that enter into the problem and the complexity
of each of them, as well as the difficulty of predicting with any
accuracy the effect of any autcmatie system of tariff reduction on
specific economies or industries, and on the trade flows within the area.

The problem of reciprecity in Latin America is particularly
- important because of the substantial differences in the level of
economic development of the various countries of the region, This
problem is more serious in relation to the relatively less developed
countries which, precisely because they belong to that category, do
not have sufficient means and resources to take full advantage of the
opportunities opened up by the integration process, The same problem
may also affect other countries in relation to particular activities
or industries, ' |

There are also other factors that may enter into the effectiveness
or value of the concessions that a coumtry grants or receives under the
liberalization programme, and affect the possibility of explolting the
opportunities offered, or the impact on the individual economies. These
factors include the distortions in the structure of the Latin American
economies and the consegquent marked differences in costs, and hence in
the competitive footing, of many industries; the great differences in
customs duties and other .charges on imports into Latin America, and the
lack of relation between these charges and the actual need for
protection; and the distortions in the competitive situation resulting
from unrealistic exchange rates and from the difference in {he internal
and external devaluation of national currencies,

' The differences in the levels and types of charges zpplied to
imports by the Latin American countries gives rise to three main
-problems: (&) they lead to marked differences in the costs of meny’
raw materials and other inputs used by industry, and consequently in
the final cost of manufactured products, thus introducing a strong
element of distortion into the competitive position of the industries
concerned; (b) they also give rise to marked differences between the
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rreference margins in each country, for imports from within the area,
that result from the process of internal tariff reduction; (c¢) they
considerably increase the risk of the diversion of trade from the
countries of the area, through the importing of a given product from
outside the area by the country with the lowest tariff, which then
re~exports it to another country in the area under the cover of the
liberalization of intra-area trade.

These problems will be more sharply felt as further progress is
made with trade liberalization,. Consequently, when liberalization
has reached a significant level, it will be advisable gradually to
eliminate the differences in the duties on imports from third countries
by the progressive adoption of a common external tariff, It will also
be necessary for any accelerated tariff reduction ~ for example, by
means of sectoral agreements on industrial complementarity - to be
accompanied by 2 more rapid standardization of the treatment of imports
from outside the area of products included in the agreements, and
particularly of inputs for those products,

If it proved impossible to standardize tariffs for third countries
with the necessary speed, other measures could be adopted -~ such as
permitting the application of compensatory charges witkin the area -~
in order to effect a temporary improvement in the cost distortions
resulting from the differences in the external tariff, when these have
a major effect on the competitive situation in a given industry.

Until a common external tariff is adopted, the other two problems
referred to above can be dealt with by the fixding of minimum preference
margins, when those resulting from tariff reduction prove insufficient,
and the establishment of conditions that must be met by products before
they can be considered as originating within the area,

The various factors referred to in the preceding paragraphs mean
that there are anpreciable differences in the ability of the various
national industries to adapt to a competitive situation, and in the
capacity of the whole economy of each individual country to take
advantage of the opportunities provided by a larger market, DMNoreover

/the progressive
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the progressive establishment of regional competition and the formation
of a common market will modify the conditions in which national economies
end individual industries are develon:mga
Hence in most cases a knowledge of the tariff structure of the

Latin’ American, countries, and of the comparative cost position of a.
given industry, will _not‘ provide a sufficient basis for correctly .-
predicting the effect of tfa.de liberalization, The differences in
the 1evels of protection enjoyed by a single industry in different
Latin American countries do not usually correspond to differences in
production costs. Furthemoie, the fact that the industry may produce
in one country at costs consmerably higher than in the others does
not mean that the industry vﬁll necessar:lly continue to be at a
competitive dlsadvantage when tariff charges are gradually reduced.
The reverse may be t.r'ue, smce under the stimulus of increasing
competition and the opportunlty to export to foreign markets, together
with the reduct:l.on of the cost of inputs reswlting from tariff
reductions, the J.ndustry may succeed in achieving a favourable coumpetitive
footing, efzpec:l.ally if its hJ,:gh‘ costs are due to factors that are easily
remédied, such as obsolete mé,qhinery, inefficient organization, or costly
raw materials, : |

' The difficulty in a,mvn.ng at a tarJ.i‘f reduction system that will
guarantee in advance an adequate measure of reciprocity between
conqéssions and benefits has been made very clear by the diametrically
opposed positions adopted in ALALC by the countries with the highest
tariffs and those with the lowest. Whereas the first emphasize the
conéidera.ble preference mafgin that they will be granting by reducing
charges on imports from within the area, and minimize the value of
concessions resulting from the reduction of tariffs that are very low,.
by asserting that the resulting' preference margin will be insufficient,
the second group stresses the fact that their congessions wiil open
access to their markets, wﬁich is not the case when there is a partial
reduction ::if charges that remain extremely high even after the reduc’oion.
This conflict shows the mpossn.b:.llty that any tariff reduction procedure
can ever i‘tﬂ.ly sat.a.sfy both groups, The differences in the treatment

/accorded by



E/CN,12/728
Page 7L

accorded by the vorious cowntries to their imports will persist during
the transition period; the most that any tariff reduction system can
hope to achieve is graduslly to reduce these differences, until they
disappear through the full liberalization of reciprocal trade and the
complete adoption of a common external tariff,

These considerations also underline the fact that it is difficult
to define or explain the actual concept of reciprocity, and that in any
case it is impossible to know in advance what degree of reciprocity will
be achieved by given trade policy measures, Although it would be
possible, within certain limits, and with the avoidance of over—complicated
formulas, to take such measures with a view to promoting reciprocity, with
due regard to the differences in economic development, tariff levels, etce,
of the participating countries, it is only after they have been taken, and
& reasonable period has elapsed, that it c¢an be ascertained whether
reciprocity has in fact been achieved, If it has not, it will be necessary
to identify the factors responsible or partly responsible for the imbalance,
in order to decide on the most suitable corrective measures.

Furthermore, the. effectiveness of trade policy measures in helping
to achieve an adequate measure of reciprocity will depend almost entirely,
as already shown, on how far they are supplemented by measures of other
kinds, such as financial and technical assistance, promotion and guidance
of production, a regional investment policy, etc,

As regards the relatively less developed countries, the tariff
reduction formula and any other trade policy measures adopted should
provide for thelr preferential treatment in tariff reduction agreements,
saving clauses, the granting of unilateral concessions, etc, Bub such
measures, although important, will not suffice in themselves to ensure
a satisfactory situation with regard to reciprocity. Reciprocity should
be essentially based less on trade policy measures than on those of the
type referred to in the preceding paragraih, in order to establish in
the relatively less developed countries the conditions needed for a more
rapid development of their economies and to ensure that full advantage
is taken of the opportunities provided by the expanded market.

/Consequently the
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" Consequently the application of reciprocity must be clearly
defined and must have an institutional framework, The functions of |
the community organs must include that of ensuring a balance of
advantages. Similarly, special treatment and measures in favour of
the rela’c.iVely less developed countries will ensure greater equality

of opportunl‘by for &ll the countries participating in the integration
' process,

" A1l the foregoing considerations should be borne in mind in any
a,tt.empt to evaluate and remedy the trade imbalances that are produced
during the application of the new agreements. There must in any case
be more clearly defined and expeditious. procedures to deal; through
the community institutions, with the problem of reciprocity during ths

“transition period, .

~ The bases of such procedure might be the following. During ‘the
first stage a country whose trade deficit with the area had increased
considerably, or one whose trade surplus had changed to. an appreciable
defieit in relation to its total volume of trade, could approach the
Board with a request for an enquiry into the reasons for the imbalances

Wihen the Board examined “the case, it would ‘take into consideration,

 intér alia, the following factors: '
' (a) 'Whethier the imbalance is due to special circumstances of a
tempora.ry nature such as poor harvests, etc, . :

(b) Whether or not sufficient time has clapsed for the effects of

the tariff reductions to have been produced and taken advantage .of,

" since it is very difficult to establish new export flows, especlally

" in a region where there are few trade contacts and trade channels between
countries, Consequently it is not easy to see how recziproci*y has

' operated until a reasonable period, such as two years, has elapsed

since the entry into force of the new agreements.

(¢} Whether or not the country cericerned has made the proper
efforts to promo"bé possible exports and abolish any unnecessary
forlhé.litiéé or other difficulties that there may be, No country
should expect the others to ‘take special measures on its behalf if
it has made no real effort of its own.

I /(d) Whether
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(d) UWhether or not the insufficient volume of exports is due
to an over~valuation of the national ocurrency.

(e) Whether or not the preference granted to the products.of _
a given country in the markets of the area is sufficient to stimulate
exports of those products. )

Once the Board has studied the situation it could recommend,
where appropriate, that the country concerned should adopt any
necessary internal measures, indicate the desirability that the
countries trading with the country concerned should provide additional
stimuli (such as a sreater margin of preference for its exports), or
suggest special measures of promotion and encouragement to benefit the
applicant country, ,

The second stage of the procedure would relate to cases where
the recommendations had not had the desired effect, or had not been
applied by the other cowmtries, In such a case the applicant country
might be exempted {rom certain of the agreements it had signed, but
only to the extent necessary to correct the imbalance, In any case,
the selection and application of the measures authorized to correct
situations of considerable and persistent imbalance in one countryts
trade with the rest of the area should bs such as to ensure that there
is no unnecessary disturbance of trade flows or introduction of elements
of instability that might affect the growth of intra-regional trade and
the process of integfation.

/2, Specific
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2. Specific apreements in the field of trade policy

The tariff reduction agreements adopted in the Treaty of lMontevideo
are limited in scope, and the procedure of :annual selective negotiation,
apart from its tedious nature, does not ensure that tariff reduction B
takes’ﬁlace gradually for all products and all types of restrictiqn.

In general the system results in concessions of a limited and piecemeal
nature, '

In order to give a new impetus to integration and make effective
progress towards the formation of a common market between the Latin
American cduntries, it is therefore essential that those countries
should adopt new agreements that will accelerate, broaden and make
automatic the process of tariff reduction, so as to ensure that the
reduction will in fact take place gradually for all products. These
agreements should be formulated in the light of the problems of
achieving reciprocity, the differences in levels of economic development,
and in the levels of imports duties, etc.

In addition to these agreements for the progressive abolition
of barriers to intra-area trade, the countries will also have ‘to adopt
others relating to the progressive reconciliation of their trade policies
towards the rest of the world, and in particular to the adoption of
a common external tariff and the establishment and effective application
of adequate margins of area preference.

In particular, the first agreEment suggested 1s that the member
countries of ALALC should consolidate their present levels of customs
duties, and other charges and restrictions on their reciprocal trade,
This is an essential requirement for any type of automatic tariff reduction,

Secondly, it is suggested that the countries should adopt the
following agreements as targets that should be attained within a ten-year
period:

(a) Gradual and automatic reduction of customs duties and charges
of equivalent effect now applied to intra-area trade, At the end of the
ten-year period these charges should not exceed, for any product, 20 per
cent of thé'CQi;f;;véiue. For the relatively less developed countries

/the period
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the period of gradual reduction could be longer, for example fifteen years.
At the proper time agreement would have to be reached on the procedure

and time-limits for advancing from this intermediate goal to the final
abolition of all duties involved in the formetion of a cormon market,

(b) Gradual and automatic reduction, within ten years, of the
quantitative and other restrictions not eguivalent in effect to customs
tariffs that apply to intra-area trade, so that at the end of the ten
years they would be completely abolished, and the only remaining
restrictions on intra-area trade would be the customs duties within the
limits indicated above.

(¢) The drawing up, during the first five years, of a common
external tariff, which would begin to be gradually put into effect at
the end of the fifth year by means of amnual percentage reductions
made by each country in the difference between the level of its national
tariff for each product and the level fixed in the common tariff., These
annual reductions should amount to at least 10 per cent of the difference,
g0 that at the end of the ten-year period the difference between the two
levels would be reduced by at least 50 per cent,

The process of standardizing the tariff in relation to the rest
of the world should be speedier for raw materials and intermediate
products, vhich are important inputs for regional industries, in order
to eliminate or minimize a serious element of distertion in the competitive
footing of those industries. The sectoral complementarity agreements
will be an effective means of determining the cases where more speedy
standardization of the treatment of imports from third countries‘is
called for,

The automatic reduction of charges and quantitative restrictions
to be undertaken by the countries in respect of their reciprocal trade
would have the aim and effect of liberalizing that trade and, in
addition, establishing margins of preferernce and thus of protection for
area preduction, which would stimulate substitution of imports from
outside the area and the developmeht of new trade flows.

/The preference
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The preference margins would eventually be consclidated at standard
levels for all the countries, when the commen external tariff is adopted
in - full, But in the meantime these preferences may be insufficient
for certain produets for the purpose of achieving the aims set forth in
the preceding paragraph., Consequently it is desirable that in those
cases the countries should agree to establish minimum preference margins,
by means either of sectoral complementarity agreements, or of decisions
relating to specific products,

‘ It will also be necessary to ensure that the preference margin is .
not changed unilaterally if this would affect intra-area trade prospects,
For this purpose it is advisable to maintain and amplify the provisions
set forth in ALALC resolution 53, that is, that countries undertake not
to reduce their customs charges on imports from outside the rea without
prior consultation with the cormunity organs as to:when this is to
be done,  Similarly, countries will undertake not to reduce or abolish,
such charges, nor to make purchases from third countries through State
or semi-public bodies, when the items in question can be obtained within
the area on satisfactory terms with respect to price, quality, delivery
dates, etc, Moreover it will be necessary to adopt provisions to ensure
that the prices of products are not ungustlflably high for the area, as
a result of the preference protection, '

A procedure to ensure the gradual and automatic fulfilment of the
agreement to reduce tariffs, as proposed above, will have to be found
80 ‘that every country can make an annual reduction of 10 per cent in
the difference between the total level of customs and other charges now
applied to every product within the area, and the 20 per cent established
as the target level. Thus an initial duty of 50 per cent (including
charges of equivalent effect) would be reduced by 3 percentage points
a year, and a duty of 130 per cent would be reduced by 11 percentage points.

This procedure will require, however, that all customs duties and
other charges be expressed in ad_valorem temms, since there is no other
form that will permit the percentage difference to be established
between such duties and the target 20 per cent, or ensure that the
reductions are proportional. Since all the Latin American countries,

[with the
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with the exception of Brazil, have mixed tariffs, end some have duties
that are almost entirely of the specific type, it will be necessary,
before the tariff reduction procedure can be applled, for the countries
to adopt exclusively ad valorem duties, or else for them to draw up a
special customs tariff for the area, in which the treatment of lmports
from within the area is consolidated in ad valorem terms, and on the
basis of which the annual reductions can be made. The conversion of the
duties would naturally be such as not to result in any less favourable
treatment for the area than that existing at present,

Even in the least difficult cases this task would take a considerable
time, and only when it had been completed could a beginning be made in
applying the procedure for the annual automatiec reduction of tariffs.
Moreover, such a method would have the drawback that the charges would
be initially very high, and during much of the ten-year period they
would be at such high levels that access to the market would be difficult,
For example, an initial duty of 200 per cent {fairly commdn in many
Latin American countries) would by the end of five years be reduced only
to 110 per cent, and by eight years only to 56 per cent,

In order to avoid these disadvantages'another procedure might be
adopted, whereby the ten-year period would be divided into two five-year
periods, and countries would undertake to make, during the first five
years, amnual percentage linear reductions in their customs duties and
other charges of equivalent effect. These reductions could be begun
immediately, since they can be applied equally to specific and ad valorem
charges. Before coming to the end of the first stage, the couniries
would agree on how the tariff reduction process would be conducted during
the second stage, with a view to attaining the generai goal proposed
above by the end of the second five years. | _

Such a procedure would have other significaﬁt advantages, since
it would make it possible to adopt, during the first stage, a fairly
rapid tariff reduction that could be put into effect immediately, Thus
one essential condition would be met for giving the integration process
the necessary dynamic force. It would also be possible to obtain during

/this first
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this first stage most valuable experience in the application of the

system,'as wéll;as regarding the effects of aﬁtqmatic_tariffkreduction

and the speed with which it Had takenplace. In addition informatioen. . -

would be gained as to the practicability and effectiveness of the other - -

measurés suggested to assist in atﬁaining the aiﬁs.pufsued through -

tariff.redﬁctioﬁ, and any possible adverse effects could be counteracted,

At the same time this first stége would permit the preparation of the

righﬁ‘cdpditibns énd the neceésary basis for further progress during

the second stage ﬁith_a view to achieving the goal set for the ten-year

period, |

' In eésence, what is suggested is that the countries undertake,

during the fifst five years, to make annual linear reductions of 12 per

cent in ﬁheir customs duties and other charges of similar effect that

are now in effect for intra-regional trade. The annual reduction would

be only é per cent for the relatively less developed countries.

Conséquently,_save for exceptions granted by virtue of escape clauées,

by the end of the first stage the level of such duties and charges would

be below the present levels by 60 and 30 per cent, respectively,

These reductions would be the minimum that could be made during this

stage, glthough for some products they could be higher if the fulfilment

of other agreements (which are suggested later in this paper) so

requiréd, of when there had been such an undertaking in sectoral

complementarity agreements or other multilateral or bilateral negotiations,
In addition to this agreement. to undertake linear and automatie

tariff reduction, it is suggested that countries also commit themselves -

to ensurihg that in no case, at the end of the five-year period, will

any'duties or other charges be applied to reciprocal trade that exceed

50 per cent of the ¢.i,f. value of any product, For the relatively less

developed countries the ceiling would be 75 per cent, The ceiling has

the aim ofﬂeliminating,_during the first stage, all excessively high -

barriers, and thus making it possible within a relatively short peried

to arrive‘ét_a nﬁnﬁmum.degree 6f‘regional competition for all products to. .

permit the tékéfoff of Latin‘American.integratiqn.;

/The obligation
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The obligation to reduce charges to this ceiling obviously means
that countries will reduce tariffs more répidly in cases where a linear
reduction in the form of the percentages proposed would not result after
five years in a level equal to or belew the ceiling. This increassd pace
can be established in an approximate and tentative form for each product,
with a view to an adjustment at the end of the period. The fulfilment
of this obligation would naturally be subject to the saving clauses
proposed later in this paper,

ﬁith respect to the quantitative and other restrictions not
equivalent to customs duties, it is suggested that the countries
undertake to abolish each year at least 10 per cent of the items in
the Brussels Tariff Nomenclature (BTN) that are subject to such
restrictions on a total or partial basis, in accordance with a list in
line with the BIN that each country will submit, Thus the number of
these restrictions will be reduced by 50 per cent at the end of the first
five years, and abolished completely at the end of the ten-year period,
At that point, in accordance with what was proposed earlier, no barriers
to intra-area trade would remain apart from the customs duties, except
for any restrictions whose maintenance, restoration or intreduction was
authorized by virtus of saving clauses, In order to reduce the possibility
that in the first years liberalization would be concentrated excessively
on items of no great interest to the other coﬁntries, or of interest
to only a few of them, the 10 per cent annual reduction in the number of
restriections should be applied separately for each and every one of the
chapters of the BIN, Furthermore, the desirability should be studied
of authorizing countries, either cn a general basis or in certain
individual cases, and in accerdance with the procedure and conditions to
be established by the community organs, to replace such restrictions
by customs duties,

‘In the case of State monopolies for the importing or marketing of
goods, and of any other State or semi-public bodies through vhich a
country directly or indirectly controls, or exerts an appreciable influence,
on the imports of particular products or groups of products, it is

/suggested that
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suggested that the countries should undertake. gradually. to:abolish all
discrimioatioo against suppliers within the area .in respect of purchases
or marketlng undertaken: by such bodies, T 1 SR R
» These tariff reduction agreements will be. supplemented by saving -
Hclauses whereby a country can. be authorized to adopt, exceptional measures
'or be temporarqu exempted from the fulflhnent of one .or more of .the -:
said agreements, 1n cases of emergency and where: there -are good grounds
for such actlon, If the fulfilment of the agreements for the liberalization
of 1ntra—area trade lead to .serious hamm to certain preductive activities
that are important to the economy of a given country, or to serious
balence—of—payments dlffloulties, the country concerned may be authorized
to impose or restore duties or quantitative restrictions on imports, but
as a tempofary emergency measure. It may also be authorized temporarily
to postpone the reductlon of the import charges on one or more products .
from third countries, when the gradual adoption of the external tariff -
'glves rise to serious problems. In addition, the relatively less
developed countrles may be authorized to maintain or increase for
certain products and for a given periocd, the customs duties on imports
from within the area, in order to provide sufficient protection for new-
"industr1es for which there are reasonable expectations that they will * .
‘be economioally viable, . . '
With respect to certain preducts such as 1uxury'1tems, for which
the liberalization process may have adverse effects on the balance of
peyments or the allocation of resources, countries may establish internal
taxes on suoh products, These taxes will have the aim of restricting
the'cohsumption of such.items, or preventing their expansion, while at
the same time they will not afford protection, since they will apply
equally to the domestically produced and 1mp0rted articles..  That is, .
they will not af ffect the competitive situation within the area or
encourgae anti-economic or otherwise undesirable forms of production,
such as may result if action is confined to import restriction,
N The countrles w1ll also be empowered to replace by internal taxes -
lany customs duties and other revenue charges on imports, but-in line with
the prov131ons of chapter V of the Treaty of Montevideo,

/Without prejudice
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Without prejudice to the right to invoke, in exceptional and
well-grounded cases, saving clauses aimed at the temporary alleviation
of a ¢ritical situation, the permanent solution of the problems posed
by trade liberalization must be sought in positive measures which
facilitate adjustment, open markets for countries that are not obtaining
a sufficient measure of reciprocity, and in general stimulate the
expansion of trade and the development of industries,

There is, of course, no reason why countries should not reduce
tariffs and other restrictions more rapidly than is established in
the agreements, either in general or for particular sectors or products,
In fact countries should expressly state their intention of doing so as
soon as the general economic situation in the country, or in its industrial
sector, makes this possible. This action could be taken either on a
wnilateral basis or through periedic negotiations, or, most probably,
through complementarity agreements,

If after the minimum percentages of automatic tariff reducticn had
been in effect for a reasonable time it was found that there was not an
adequate degree of reciprocity, the countries obtaining the greatest
benefits should increase the rate of reduction of their tariffs, either
in a general fom or for specific products, in line with decisions or
recommendations of the community organs, without prejudice to other
non-trade measures that can be taken at the same time to correct the
imbalance,

In addition to the general agreement, there will have to be other
more specific agrecments aimed at compensating for the disadvantage at
which countries with small markets may find themselves, and, even more,
those whose economic development is not sufficiently advanced to enable
them to take full advantage of the opportunities provided by the
integration process,

For the countries with small markets such measures should concentrate
on ensuring conditions that will enable them to establish or expand
particular productive activities, The sectoral agreements will no doubt
be the most appropriate means of attaining this aim, as proposed in
chapter VII of this document.

/In addition
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In addition to maintaining the AILALC provisions in favour of the
relatively less develeped;eeuntries, end to adopting the tariff reduction
agreements proposed for those countries, oeher measures. will be needed
to encourage their participation in_the_proceSS_ef integration. -With
this aim it is suggested that the most adyeneeq countries of the region
should remove any restrictiohe on.their imports of industrial products
from the relatively less developed countries,

This preferential £reetment would have the essential aim of -
stimulating the incipient industries in the less developed countries,
Hence the period\of}dﬁfaﬁioﬁ'ef such preferences should be determined
with this aim in Gieuﬂ Unlike the pfesent ALAIC procedure, the period
of the preference should be calculated from the moment vhen the first
exports from the benefitting country are made, Nevertheless, the
abolition of this treatment at the end of the period concerned shonld
not take place at once, but‘gradually, without prejudice to the
possibility that in some cases, when circumstances seem to justify such
a deecision, the preference may be extended.

- With respect to the exclusive concessions that have been granted,
or may be granted in the future, to the relatlvely less developed
countries under the terms of article 32 of the Treaty of Montevideo,
the level of tariffs established in the concessions should be subject
to the same annual automatic percentage'reduction in tariffs proposed
above for ali'countries.

These and other measures relating to trade applied in favour of
the relatively less developsd country ehquld, in any case, be supplemented
by financial and technical measures that will help and encourage those

countries to make full use of the opportunities afforded by the
integration process,

/Chapﬁef v
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Chapter V

THE SPECIAL TREATMENT OF AGRICULTURAL PRODUCTS

1. Introcuction

The situation in the sgriculturasl sector has speciasl features
that deserve sepsrste trestment, The main object of integration in
relation to agricultural products must be to make use of the resources
available in the region by means of a higher level of specislization
that can be reflected both in outpul thet increasses in line with the
growfh of demsnd, and in lower prices for food products snd agricultural
raw meterials, to the benefit of all Latin Americsn consumers,

Because of the many economic, political, social and technical
problems posed by Latin Americen agriculture, the liberalization of
the trade in sgriculturzl products ecalls for a special approach,

Among these problems are the great differences in productivity
and cost levels in the various Latin American countries, Because of
natural conditions and technicsl factors, yield per hectare varies
widely from country to country, and in addition, as a result of other
variables (wage systems, prices of imputs, tax treatment, exchsnge rates,
etc,) the competitive situation of certain basic cammodities veries
to an extraordinary degree, Thus, for exsmple, there are six-fold
differences in the price of rice, and three~fold differences in the
prices of vwheat and maize, The changes in the exchange rates mean that
the price ratios between countries fluctuate sharply from year to year,
which is a major csuse of instsability and uncertainty,

It should also be noted that the proat bulk of the population work
in agriculture, mainly at the mere subsistence level, Fither for
structural or for other reasons, a large part of the egricultural
population cultivate poor soils and use primitive technioues, and this
situation is reflected in the region's low agricultursl yields,

The fact that such o large proportion of the population work in
agriculture gives the sector an inherent rigidity, which in meny countries
is further aggravated by the lack of widespread‘knowledge of olternative

/types of



E/CN,12/728 .
Page 84 -

types of cultivation, Agricultural research, both scientific and
econamic, is still very limited, A more detailed study of existing
and potential resources would undoubtedly'?oinﬁ the Wéj to changes
that could be made in the cultivation of the land, and a study of
future Latin American demsnd for sgricultural products would indicate
Just what changes would be advissble.

. In addition there are technical reasons why & given crop should
not be eliminated altogether, even though from an economic stendpoint it
might be better to produce it elsewhsre, For exsmple, there zre aress
where for climrtic reasons the agriculturel production possibilities are
very limited, and production might even be reserded as esnti-economic
from a regional standpoint; nevertheless, it does not sppesr advisable
to break the continuity of cultivetion the type in guestlon because over
the long term it may be necessary to call on all the resources available
for the production of food and sgricultural rew materials in order to
meet the region!s future needs, )

- The same principle applies to the opening up of virgin lands, If,
for example, it proves necessary to take over new lands for erops or
livestock, in remote areas with a low yileld, the output will have to
. be treated in a speclal wzy, since it will hardly be able to compete
on the.open market from the outset. A case in point is lsnd reform, In
the first stages of modification of the agrarisn structure it will be
essential to ensure that the new farmers »nd beneficiaries of land
reform are able to compete with the more erperienced and better orgsnized
farmers of other countries, . The foregoing observations.indicate that
the process of trade liberalization for agricultur~l products must be
80 managed as not to result in a severe disruption for the existing
groups, in some countries of what might ~ppear to be marginal fermers
in comparison with other cultivators, .

From the long-term- standpoint it is essentisl thoat all the land.
available in Latin America should be used to meet the demsnd for food,
in order to avoid inroads into the capacity to import other goods, In .

- -fact, estimetes by ECLA and FAO show that the regionel demond for wheat,

. for exsmple, will by 1980 be 12 million tons:sbove its- present level,

/and amount
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and amount to about 24 million tons. For maize the increrse is expected.
to be even greater, If these higher levels of cutput are to be attzined,a
technological revelution in the countryside will be essential, in order
to achieve a significant increass in yield per hectare, since the area
under cultivation cannot expand indefinitely,

Moreover it should be noted that there is a substantial margin
for the substitution of imports from outside the region, Tt is
estimated that agricultural exports from the rest of the world now amount
to about 600 million dollars a year, slthough a considerable proportion
represent imports made under the srecial conditions of United States -
Public Law 480, The great range of climates in I2tin America justifies
the assumption thet the greater parit, if not all, of agricultural
imports from outside the region could well be obtained from within
Latin America,

2, Trade policy for agricultural products

The agreements to reduce tariffs and ruantitative restrictions
referred to in chapter IV will apply to agriculturel products, btut in
view of their special nature and their importance, there will have to
be a special system governing trade in these products, which will
supplement, and in scme cases modify, the general system of tariff reduction.

The establishment of such a special treotment is in accordance
with the provisions of chapter VII of the Treaty of Montevideo and
ALAIC resolutions 91 and 97. The speciel system will hsve the basic
aim of regulsting trade in agricultursl products through the orgsnization
of markets, and promoting an advence in line with the co~crdination of
agricultural development policies, This mesns that the system in
question must stress, not so mach the reduction and gredurl elimination
of tariff barriers to intra-regional trade in agricultural wroducts,
as the adoption of measures simed st a rapid incresse in agrieultural
output and in the substitution of imporis from oﬁtside the region,

Countries should undertake to adop® such a specisl system within
a period of five wears, together with an effective orgsnization of
markets and a co-ordinetion of their production policies, at lesst for the
main agricultursl products, For this purpose studies should begin at once
to determine the bases for the sgreements in Question, .

/Thus, for
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- Thus, for example, there should be a detailed study of the present -
and potential use of avsilable agricultural resources in the Latin American
countries, with a view to settling upon a more rational distribution of
production within. the framework of. future estimoted demsnd., Similarly,
there should be an ‘analysis of the factors underlying the present
discrepancies in productivity and costs, and an estimerte of the dlsplace~
ment of population groups that would result frem any proposed changes,

In this connexion an estimate will be needed of the type and volume of
investment required to sbsorb the surplus asgricultural population,

‘At the some time there should elso be, during the five-yesr period,
studies to establish the bases for zn effective co-ordination of policies
on the production of and trade in sgricultural nroducts, The institu-
tional machinery proposed might well include speci~l committees to.
consider and sgree on specific nrogrammes for the rroduction of and
trade in certain products or groups of products, that would cover matters
releting to general and specific policies, as well »s technical, trade,
financisl and legal quesiions. Such committees would have the task of
recondiling national development progremme s for each product or group ‘
of products; On the basis of the specific sgreements the committees
could estzblish a common sgricultural programme that could, inter alia,
aim at avoiding possibleAﬁmbrlances in the sgricultural sector for the
region as 'a wholes ' o '

Until this specisl system is drawm up snd sdopted, agricultural
products would be governed by the general system of linear and automatic
tariff reduction and progressive abolition of ousntitative restrictions,
However;'in order to avoid any sbrupt chenges or serious ill effects
that suchta system might lead to for certain meajor items, it is
suggested that a saving clsuse should be adopted, similar to that in
article 28 of the Treaty of Montevideo, supplemented by AILAIC resoultion 97.
This saving clause would vermit countries to apply auotss to regulste
imports of the agricultursl products concerned. The clamse could be
applied by a unllateral decision of the country affected, but the

1ntention to adopt 1t should be communlcated in pdvance to the ccmmunity

organs, which
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organs, which in case of any protests on the part of other member countries,
would have to decide whether or not the applicetion of the clause was
justified, and if so, what the amount and period of duration of the

guotas should be, the procedure to be adopted for their distribution and
progressive increase, etc,

For the ssme purpose and on the same conditions, such quotas could
be used to replace import permits, import prohibiticns or existing
quotas in the latin Americen countries in respect of imports of agri-
cultursl vroducts., The replecement could be regarded as part of the
fulfilment of the agreement to abolish guantitative restrictions, as
proposed in chapter IV,

Another point is that in some Latin Americen countries there are
State agencies or enterprises that have the exclusive right to import
or market agricultural vroducts, As it is possible through such sgencies
to control and regulate imports of these products, the community orgsns
should study the possible effects of their existence in relation to the
promotion of regional trade, and to the designing of the. system %o be
finslly adopted in the field of agricultural integrstion,

3. Programme of financial assistance

In addition to the integration progrsmme for agriculture there
will have to be a regional programme of finsncial assistance to provide
the funds needed to: (2) raise productivity, especizlly in the more
backward areas, by the intrcduction of new technigues, new direct
investment, agricultural research and extension work, mechanization,
improved facilities, incressed irrigation, etc,; (b) the study of
alternative land use and the preparation and execution of the nrojects
involved; {c) the ébsorption in other emplovment of the population
displeced fram agriculture, when no alternative economic use of the
lsnd is possible, In relztion to the last point it should be noted
that there are s number of zreas of low fertility (either becsuse of
natural conditions or ss a result of erosion) that could be reforested;
this would create new sources of wealth snd employment, but only over
the long term,
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Chapter VI

REGIONAL INVESIMENT POLICY

le Aim of a regional investment policy

(a) ZIrade and invegtnent policy’

In order to speed up the rate of Latin Americals integration, it
is essential for trade and investment policies to dovebail. Trade
liberalization alone cannot achieve integration, since it would make the
regional inflow of investments dependent upon the more or less free play
of the market forcess In such circumstances it would be difficult to
ensure that sufficient resources were mobilized for the activities which
are of major importance for regional development and integrations

A& regional investment policy would consist of a body of planned
measures for the allocation and mobilization of resources to ensure a
sufficiently rapid growth in sectors considered essential to the region's
development and integration, and an increasing measure of specialization
that would open the way to the benefits of economies of scale and a more
rational use of resources, In this way a more vigorous development could
be achieved for the whole region, and every country could be assured of a
share in this more dynamic growbth, The formulation and execution of such
an investment policy would be the task of the communibty organs, in close
co~operation with the public and private agencles in every country.

Essentially, a regional investment policy provides an operational
formula that permits reconciliation of national investment policies with
regional aims, Furthermore, it permits the integration process to develop
st a level of major decisions which can help to determine in advance what
advantages and obligations are involved for each countrys

A regioml investment policy 1s also a key instrument in solving a
major difficulty in Latin American integration, namely, the problem that
some of the Latin American éountries are relatively less developed than
others, and the need to eliminate these differences by promoting a joint
development of all the countries in the Latin American system, A mere
preferential tariff reduction on the lines laid down in the Treaty of

| /Montevideo has
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Montevideo has little mesning for the relatively less developed countries,
because of their limited capzcity to promote investment, and increased
production and exports, for the items in question, The removal of regional
imbalances is therefore basically dependent on a regional investment
Policy which aims on & planned basis at achieving a more rapid growth in
the relatively less developed countries, N S

Lastly, a reglonal investment pollcy will encourage the formetion of
2 latin American common merket beceuse, without preJudloe to the liberalization
of all trade, the integrctlon of key sectors of the regionls econamy will
permit this goal to be attalned more rapldly in those ‘sectors,

However, the poss1b111ty that countries will in fact support the
regional solutlon depends on the speed with which the community system
operates in tenﬁs'of of fering immediste response to national ambitions,

The countries that have already reached 2 more advenced level of industrisl
development and 1mport substitution cannot be expected to delay their plans
in the hope of a future reglonal solution.

The reconciliztion of nationsl aspirstions with regionsl integration
oennot be bssed merely on a’ theoretical definition of the advantages of
an integreted reglonel development as compsred with s develorment conceived
on natlonal lines. There must also be speolfic and immediate proposals.in
terms of the national -plans, especislly in the basic industrial sectors,
Hence the formulation of a regional invesdtment policy, particularly in
those sectors, is the key to the reconciliation of national aims with those
of the reglon as e whole, -If Latin Americs accepts this approach, the
many advantages of an integrated development vill persusde every country
from the outset to participaste-actively in the integration process,

(v) Maintenence and stimulation of competition

The formulation and execution of a regional investment policy entails
the adoption of protectionist measures at the regiomal level for the
.ihtegrated industries, In ihe'case of large industrial investments, producers
mlght reach an understendlng likely to hamper the competition that; for
many reasons, it is 1mportant to maintain, "The public interest can be-
protected by a pollcy of vlgilence aimed at preventing monopoly agreements,
Effeotive competltlon ‘between the producers of the regional market would
stlmulate industrial efflciency) and a -common’ external tariff will have the

' same effect, /The aim
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The aim should not be for sectoral investment agreements to establish
rules that will bar the way to other individual attempls to operate in
those sectors, The purpose will be to channel investments towards the
activities proposed in the regional investment policy, In so far as this
policy is in line with the regionts real situation, and with its aspirations
for economic growth, those activities will offer the best opportunities
for the establislment and expansion of indusiries, The body of incentives
adopted should be sufficient to channel capital tbwards the sectors that
are the subject of the agreements in question,

(¢) Foreign capital and a regionsl investment policy

Foreign capital represents another problem that neseds examination,
Given the region's present conditions of under-development, the formation
of a broad regional market in itself may give rise, especially in the
technically complex industries, to an inflow of foreigh capital in
conditions and forms that may weaken the control that the region must
necessarily maintain over the basic sectors of its economy. The essence
of a balanced Latin American nationalism lies not ornly in the vigorous
promotion of the region's development and of the living standards of its
peoples, but also in encouraging regional capital to play a decisive role
and in establishing the conditions for a self-sustained and independent
developnent,

A regional investment policy must ensure that foreign capital is
absorbed on terms compatible with the region's capacity for external
borrowing, and with the independence of its developmeut process, The
policy of trade liberalization is not in itself the ideal instrument for
achieving this aim, but a regional investment policy is,

This is another fundamental advantage which makes a regional investment
policy the key to the process of regional integration,

2, IThe fields to be covered by sn investment policy

A regional investment policy must concentrape on those activities
which will accelerate Latin American integration and at the same time
strengthen the region'é economic structure. At present, as a result of
the lack of capital in the region, the shortage of technical and

/administrative staff,



E/CN.12/728
Fage 92

administrative staff, and the high proportien of investment that goes to
meet domestic demand, it would be impossible to put into practice a
policy that would cover the formation of capital in Latin America as a
whole, Hence at this stage the first priority would not be the formulation
~of a regional policy of investment in activities directly strictly to the
domestic market in each country, or in such social activities as housing
and health services, or in infrastructure projects aimed at integrating
the national markets, R
On the other hand some activities are of particular importance to
the process of regional integration, and if these activities were under-
taken within the fraiework of integration, every counfry could spéed up
its development, Thesé activities cover mainly certain manufacturing
branches, agriculture, and transport and communications, together with
other activities that relate particularly trans-frontier areas in the
region, - |

(a) Industrial investment

This includes investment in various branches of basic industry or. in
traditional industries that lend themselves to regional complementarity,
or are connected with certain specific integration aims such as the
balanced development of the region as between the different countries.

(i) Basic industries, The industries that produce industrial raw
materials and . capital goods and can be encouraged within the framework
of a regional investment policy.appear to be éteel, aluninium metallurgy,
the heavy chemical industry (fertilizers, sodium alkalis and the basic
petro-chemical industry)}, pulp and paper, the manufacture of basic industrial
equipment (for the production of steel and petroleum, the generation of
electric power and the manufacture of pulp and paper}, transport material
(for road, rail and water transport), machine tools, textile machinery and
road=building equipment, _ _ _

For many reasons the industries refefred to are of great importance
to the integration process; Latin America as a whole, and the relatively
more developed countries in particular, are alréady far advanced in the
import substitution of relatively simple industrial goods. Moreover

/projections of
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projections of the trends of the region's capacity to import on the basis
of its traditidnal exports show that it will be insufficient to meet the
demand for the imports of capital goods and industrial raw matericls
essential to the expansion of Latin America's production ecapacity. When
the region is forced to extend the process of import substitubtion to the
capital goods industries, the smallness of the nabtional markets will
raise serious problems,

The strategic nature of the basic industries and the need to encourage
their development is underlined by their valuable role in both assimilating
and disseminating modern technelogy. The external economies generated by
these industries has been one of the main pillars of the development of
the more advanced countries, In addition their expansion is an essential
condition for the diversification of Latin American production, which will
enable the region to diversify its exports and gradually to compete on
the world market in respect of the most dynamic items

Lastly, the expansion of various branches of the basic industries
such as metal~transforming and the petro-chemical industry is an essential
requirement if the region is to go beyond the present stage of exporting
raw materials (tin, copper, iron ore and petroleum) and process them in
the region for both the Latin American and world marketse

Hence the key to the integration of the basic indusiries is a
regional investment policy aimed at achieving within given periods certain
production and trade targets, and for this purpose not only must national
investment programmes be co-~ordinated, but the necessary specific projects
must be prepared,

(ii) Iraditional industries, In certain traditional industries such

as the textile industry the formulation of a regional investment policy .
could contribute effectively to increased modernization, greater efficiency,
more regional specialization, and easier access to world markets for

Latin American production, The direction of this policy, and the vigour
with which it is pursued, must be closely linked to the process of trade
liberalization,

/(iii) Spegial
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(1ii) Specia) purpese industrial projects, The balanced growth of the
region and the promotion of a more rapid growth for the relatively less

developed countries provides a third field of operation for a regional
investment policy, to the extent that the projects relating to the bqsic
and traditional industries, based on principles of efficiency and
appropriate location, may not suffice to allow those countries to develop
sufficientlye. |

The exploitation in those countries of the resocurces that can be
processed for sale in the region, or to the rest of the world, may provide
the opportunity for specific industrial programmes and.projects that will
supplement this aspect of a regional investment policy.

(b) Investment in agriculture

The need to make up the existing deficit, and to meet future increases
in demand, both in food products and raw materials for industrial use,
calls for the adoption of measures at the national level aimed at a
marked increase in agricultural oubput and productivity. OSpeecially .
important are investments in irrigation works, experimental stations,
and facilities for the storing, processing and packing of agricultural
products, to name only the most important,-

The achievement of the over=all aims of integration and economic
development should be based on the firm and steady growth of agriculture,
enabling it to overcome the structural and other obstzcles that have
hindered its progress, A regional investment policy may encourage the
execution of projects in the particular fields that will contribute to
the regionts supply. The reaching of the agreements on agricultural
products réferred to in chapter V will undoubtedly help to determine the
most important subjects for a co~ordinated investment policy in this

sector,

(¢) Investment in 1nfrastructure

As regional traqe increases as a result of the 1nvestment pollcy and
the llberdllzatlon of trade, the difficulties of communication ard transport
between the various countries will make themselves more felt, Hence there
will have to be improvements in the systems of road, rail, air, maritime

/and inland
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and inland waterway transport, which means that investments on a regional
basis must be made in each of these fields,

The main aspects of a transport policy for the Latin American cotimon
market are dealt with more fully in chapter VIII,

The growth of the flow of goods and services within the region will
make it more and more necessary to expand and interconnect the national
cormunications systems, The region should incorporate into its systems
the latest technological advances, An enterprise of this magnitude can
only be conceived within the.framework of a policy cowordinating services
and investment in this field,

An infrastructure investment pblicy should also cover the expansicn
of installed capacity for the generation of electric power to meet the
regionts needs, From this standpoint it is of the utmost importance .
to carry out joint projects for the exploitation of multinational resources,
such as certain hydroelectric resources, and for the increasing inter~

connexion of national electricity systems,

(d) Investment in trans-frontier areas
There are in Latin America many frontier zones that constitute a real

ecaonomic entity, and where the policies of the countries involved should
be co=ordinated in order to meet the specific development problems of the
whole area, This is the case, for example, with respect to the areas
bordering on the frontiers between Colombia and Venezuela, Colombia and
Ecuador, and Argentina, Brazil and Paraguays. The formulation of development
programmes for the whole of these and other arecas that go beyomd national.
frontiers, and of a common investment policy to promote their development,
is a prerequisite of their economic and social prozress,

The main responsibility for the develomment of these border areas lies
with the countries directly concerned., Nevertheless the community organs
- should lend their assistance in the formulation of development prograrmes
and specific projects for the development of such areas. In particular the
Board should bear in mind that encouraging the development of the border areas
of concern to the relatively less developed countries may be an effective way
of increasing the economic growth rates of those countries to levels closer
to those for the region as a whole,

A number of international agencies have shown gpecial interest.in
co~operating in the promotion of the development of the border areas,

/Chapter VII
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Chapter VII
-AGRJEEMENTS bN BRANCHES OF mDIJS:TRY
e 1o MQMLQQMM in the ingustria.}..c sécﬂg- |

The main barriers to the quicker and more rationsl develofment of
manufacturing indusﬁx*y"ih Latin America are the small size of the national
market.a, the shortage of capital, the limited technical knowledge ‘and the
lack of a spirit of ¢ompet1tion ‘that would put ‘a premium on the achievement
of operatlonal ei‘i‘lciency in indust.ry.

The establishment of a’common farket in this sector would make for
the necessary chéngesf‘:'ﬁi industrial structure and methods of operation, -
" and thus pave the way for Lat.in Amerlcan industry to compete on world '

markets, ‘

“The immediate benefits would be a reduct,lon in production costs’
per unit of output and ‘an apprec.lable saving in the investment needed
to reach a specific over-all rate of growth in the manufacturing sector,
The cost and investuent savings would result from the following factors:

(a) Advantages of selecting the location of productive activities

" in terus of the most economical sources of raw materials,
fuel and energy as well as ot.her inputs with a heavy incidence
on production costsy

(b) Economies of seale derived from the decreasing ratioc of plant

size to unit cost in many branches of industry;

(¢) Better utilization of production capacity; and

(d) Greater o __geratlonal efficiency.

The proportion of benefits obtained would vary according to the
branch of industry concerned, Other benefits of equal importance would
come at a later stage; these would take the form of cumulative external
economies or more rapid import substitutioh at the regional level, and
derive from the more intensive: growth of J.ndua‘bxy under the mﬂuence of
the former group of factors.

/This ’ghaptl.er' .
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This chapter does not propose to make a systematic analysis of all
the effects of market integration on industrial development, Instead it
will confine itself to examining some of the advantages that may be derived
in the particular conditions obtaining in Latin America,

There are wide differences in the availability and price of the main
industrial inputs = raw materials, fuels; energy and labour ~ in Latin
America, These variaiions are a source of sharp disparities between the
cost of the same product manufactured on the same scale and with the same
operational efficiency in different places, and thus indicate the benefits
to be obtained from regional specialization in accordance with the
comparative advantages afforded by each place, So far no atiempt has been
made to turmn these to account, because of the tendency for the whole range
of industrial products to be manufactured indiscriminately in every country.

In a common market, advantages of location would be particularly
nmarked for products whose cost is heavily influenced by raw materials or.
energy since the unit cost of such inputs varies widely in Latin Americas
The chemical industries ére a good example of the cost reductions that
could be achieved through progressive regional specialization.

The uneven distribution of natural and other resources required for
the chemical industry in Latin America would determine the most suitable
location for each product. Once this had been settled the process of
integration would enable production lines to be divided up in a more
balanced way sc that each country could specialize in the particular
branches for which it was best qualified. Some countries, for instance,
have better natural conditions for the production of natural gas derivatives,
nitrogen fertilizers, carbon black from gas, methanol and so on, others have
an abundant supply of sulphurous gases as a by-product of copper mining and
could take advantage of this cheap input to specialize in products using
large amounts of sulphurig¢ acid (triple superphosphates), while those
possessing phosphorite are well—equipped tn produce phosphate fertilizers
(phosphate bicalecium and sodiun phosphates).

The aluminium industry, on the other hand, illustrates the vital
importance of regional specialization for reducing electric energy costs.
These vary extensively in Latin America, and nearly all the middle-sized

/or larger
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or larger countries plan to produce aluminium metal if no alumina, In
i‘a{ct' their :i.ncidehce is 50 great that in two countries where the cost
per kWh is 3 and 10 dollar mills respectively, plants of the same size
and éimilar It_echnicai characteristics would have wnit costs per ton of
240 and of 360 dolia.rs. The advantage to be obtained from .optimum
loca‘l::z.on in tha.s ca.se would thus be nearly 50 per cent, In 2 region
that hopes to produce ‘the bulk of the 200,000 tons of aluminium needed

~ for its estimated apparent consunption in 1970, the extra cost incurred
| through a poor cho"'ice of site is a factor to be reckened with, quite
‘apart :t‘rom the added drawback of the inadequate scale on which national
aluminivm mdustrles would operate.

Locatlon a.lso has a notable effect on costs when the principal
input consists oi‘ raw_mater:r.als, since these, being a natural resource
and therefore closely dependent on local conditions, vary widely from
country to country, Non~ferrous metals and pulp and paper manufacture
are cases in point. In the steel industry, on the other hand, and
particﬁl'arly the pz-OCessﬁhg industries in which capital charges have |
a substantial incidence on costs_, it is econcmies of scale that tip
the balance. ’ '

”2. The steei industry

(a) location, econocmies of secale and costs
A number of Latin American countries have very favourable condlt:.ons
for steel making., The differences between these c;ountrles as regards
advantages of locatlon are not marked enough to prevail over all the
other factors, - | |
For a hypotheticel plant of the same size producing 1.5 million
tons of ingot), technical structure and operational efficiency in the
principal -steel~malking locations, Venezuela (Orinoco) would probably
offer certain advantages thanks to lower inventory costs for raw
materials, Next in order of preference would come Mexico (Monclova.) 3
* Brasil (Victoria), Peru (Chimbote) and Chile (Huachipato), although
the di'i;ferenges.‘wbuid‘ not be large enough te offset the higher transport
charges, o - | "

/Orinocots margin
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Orinocots margin of advantage as regards the estimated cost of pig
iron production would be 7 to 8 dollars over Huachipato and Chimbote and
even more in comparison with Monclova and Victoria, In view of the high
cost of transport in Latin America (notwithstanding the hope of some
improvement in this respect) which is 10 to 20 dollars per ton, Venezuela's
advantage is probably too narrow to attract the bulk of steel production
to that country, although large enough to rule out competition from such
steel fimms as San Nicolds (Argentina),

This conclusion is not applicable to the analysis of existing industry,
for which the factor of location is overshadowed by those of plant size,
economies of scale, specialization and operational efficiency, which play
a much greater part in determining the final cost of production,

In the rolling of flat products, scales varying from 300,000 to
1 millicn tons are enough to change the cost by 44 dollars, or nearly
40 per cent in relation to the level for the most economic plant size
(it drops from 156 to 112 dollars per ton) .l’/ Differences in operational
efficiency (including the internal distribution of capacity) are liable
to have an almost equally marked effect on prices,

Given the variety of scales and levels of effieiency, etec, that are
displayed by the Latin Ameriecan steel industries, complete liberalization
of trade might have, on several of them, an adverse and much more powerful
impact than advantages of location, as demonstrated by the theoretical
costs estimated for the.conditions in which thz Latin American industries
are currently operating. If opened in the immediate future, a common
steel market would place the San Nicolds, Paz del Riu, Chimbote and
Huachipats steel mills at a disadvantage, since all four are inadequate
in size, one suffers from serious imbalances in its internal capacibty
(San Nicolés), two produce an excessively large wide range of flats
(Buachipato and Chimbote) and, inh addition, Chimbote!s teelmnical structure
is unsuited to the natural resources avallable,

1/ These figures are for plants using modern %teghniques and therefore
apply to a few «ily. Where less advanced techniques are employed,
econoriies of scale lead to more pronounced disparities,

/(®) &
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(b) A _sectoral development programme
The estimated differences in cost for existing industries are too

high for transport charges-to offset them, and thus prevent competition:
by the bigger or more efficient mills from having an adverse effect on.
San Nicolds or the steel industries along the Pacific coast. ' The formation
of & common steel market should therefore be planned on & sectoral basis,
side by side with a programme for trade liberalization, In other vwords,
the regional integration of the steel industry should be conceived as the
outcome of a consistent and rational development programue, methodically
prepared and applied over a certain number of 'years, "during which the
adverse factors that leave certain countries (particularly Chile, Peru
and Argentina) 2/ ill--equipped to compete in a free ‘regional market would
be reduced or removed, The programme would pm‘u:"tde for the necessary
investment to balance the intemal capacity of some firms, improve the
operational ei‘ficiencjr of others, change the technical structure of
certain plants and increase the operational scale of those producing
less than one million tons of flats or 500,000 tons of non-flat products
to the requisite economic minimum, Not until the whole programme has
been carried out will the Latin American industry be in a position to
play its full part in a system of regional competition,

This programme could be applied in two successive stages, each
probably lasting for five years, The first would be mainly concentrated
on improving established industry, Flants would be enlarged, advantage
would be taken of the lower investment costs that would result from
industrial complenentarity and internal equilibrium as regards existing
plants, and recent technical improvements would be introduced (the use
of oxygen, ete,) to raise output substantially at very little capital
cost; no attempt would be made, however, to set up new plants. By the
second stage, the possibility of continued expansion of existing industry
will have been seriously reduced, while the increase in demand would

2/ - Paz del Rfo (Colombia) is something of a special case, since the

natural barrier sel up by high domestic transport costs protects
the industry from regional competition.

Jentail the
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entail the comstruction of new plants, These should from the very beginning
be built of minimun economic size and with all possible teshnical improve-
ments. In short, the stages for gradually setting up a common steel market,
in conjunction with a programne for modernizing existing industry, would
be as follows:
1. 19570 ¥
Introduction of technical improvements in the operation of
extsting mills
Expansion in scale
Elimination of internal imbalances in plant capacity

II. 1970-75
Establishment of new integrated industriss with a minimum
capacity of 1,5 million tons for flate and of 900,00C to
1 million tons for non~flat products, equipped for a fair amount
of specializztion in final rolled produchts and wita all possible
technical improvemepts (particularly those implying a lower
capital coefficient, such as LD, continucus casting, etCe)s

The first stage would be aimed at economizing on investment end
lowering production costs through the reorganization of the industry,
which would give it by 1970 an economic scale and level of operaticnal
efficiensy comparable with those of Weatern Europe,

The purpose of the second stage will also be capital savings and
cost reductions, but from 1970 onwards economic expansion will not be
feasivle except in one or two cases, New installations will be required,
and these should be given the right economic dimeasicns from the outset
instead of being built on a small scale to be expandsd later, as is the
current practice in Latin America.

Market integration would play an important part in putting a
programme of this kind into practice, During the modermization stage
(1965-70), integration would supply the recessary element of competition
(potential rather than real at that stagz) and emulation, in default of

3/  The dates are arbitrary, serving merely to give an idea of the time
that it will probably take to introduce the necessary changes,

Juhich there
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which there is little hope of modifying the actual state of relative
technical stagnation and serious imbalances in ecapacity, A contributory
factor would be the tariff reduction proposed in this document, =
particularly in chapter IV. Wherever expedient for enabling certain ..
industries to operate at full capacity, the reductions might be carried
further than the géneral limit, - During the stage of establishing new
plants, bigger tariif reductions combined with other measures of -
harmonization, would make it possible for them to be built to meet

the requirements of regional specialization, economic size and specialized
production programmes, : '.

In principle; it would not be necessary to conclude an agreemen'b
for regional integration.during the first stage, since the rationalizaticn
of established industry could be largely accomplished through national
programming, However, no country has yet embarked upon a radical
reorganization of its steel industry, and the creation of a common .
market may well provide the stimulue needed to rouse them from their
~ inertia, During the second stage; a commor market would be- absolutely
essential since the large~scale specialized plants to be set up would .
cut into purely national markets, particularly in the smaller couniries,

A scheme of the kind proposed would be the solution for countries
such as Chile and Peru which, while possessing advantages of location
because of the low cost of basie inputs, do not have a large enough
domestic market to warrant the scale of operations and specialization
that would make their costs comparable with those of Orinoco, Monclova
and Volta Redonda, Under the programme outlined, Huachipato should
expand its capacity to one million tons of flat products (more than
the additions it has just made) and change its rolling mill so as to
specialize in certain rolled products, Chimbote would benefit from
the recent change in its technical structure which invelves the use
~of a blast furnace for reduction instead. of an electric fumace, an
o:qrgen converter in the steel mill and continuous castmg. Tt should
also enlarge the. scale of its opera:b:.ons and spec::.alize :|.n a few products.
Tt is estimated that with this structure. and a capaclty of sl::.ght.ly over
400,000 tens of ingot, a specialized steel mill at Chimbote could produce

/non~flat products
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non-flat products for about 90 dollars which compares favourably with

the estimated theoretical cost for Volta Redorda and would make it possible
to export to world markets. It is essential for Peru to export, whether
to the regional or world markets, since its own outlets cannot absorb more
than 60 per cent of such specialized production, These examples show

that a ten-year programme for steel modernization and development can

make it possible for each of the Latin American countries to compete
freely in a regional market,

(e} Investment savings and costs

An endeavour was made to determine the effects of the programme.as
regards investment savings and the reduction in aggregate steel costs.

The results of the estimates, which are provisional and considerably
simplified, are given in tables 2, 3 and l}oy

Table 2 shows the volume of production envisaged for 1965, 1970
and 1975y The Figures derive from a projection of demand based on the
probable growth of the gross domestic product in the different countrdies
and of the industries that use steel,:é/ It was assumed that annual imports
of steel products wouid decrease to 2 or 3 million tons less than the
current flgure, The increase in output in 1965~70 would be achieved
entirely by means of additions and better operation of existing indusiry.
In 1970~75 further additions would be made if justified by an expansion
in the market (which is not expected to taks place before 1970}, but the
bulk of the increase in production would come from new plants,

Table 3 indicates the amount of investment represented by the industry
in 1965, and estimates the volume needed for expsuding and improving existing
plant, and establishing nsw facilities, The aggregate figures show the
saving that would be obtained through the implamentation of the programme,
as a result of the drop in investment per unit of producte

4/ A general study on the Latin Amerirun steel industry, prepared by
ECLA in co~operation with ILAFA, IU3 and ILPES, is shorily to be
issued,

s/ The future rate of growth for apparent steel consumption is estimated
at 7.86 per cent annually,

[Table 2
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Table 2
ANNUAL PRODUCTION CiPACITY ENVISAGED, 1963-75
_(Thousands of tons of ingots)
1963 1965 1970 1975
Projected consur ption or demand 9 356 18 148 27 259
Real or programmed production 7 211 9 971 16 35 25 202
Deficit to be covered by imports 2 245 1913. 2 057
Production in 1963 7 211 741 721 . 7241
Additions and entry into operation ‘ '
of new installations before 1965 2 760 2 760 2 760
Additions and entry into operation
of new installations between
1965 and 1970 6 264 6 264
BExpansion by 1975 of the industry
ag it exists in 1970 3 167
One new mill for flat products to
enter into operation between
1970 and 1975 (with a capacity
of 1,5 million tons) 1 500
Four or five new mills for non-flat
products to enter into operation
between 1970 and 1975 (with a
capacity of 900 0CO vo 1 million
tons each) 4 300
7211 9971 16 235 25 202

Source: CLA.

/Table 3
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-Table 3

INVESTMENT REQUIRED TO DEVELOP THE STEEL INDUSTRY AS ENVISAGED
IN THE PRCGRAMME af

(Millions of dollars, and in brackets dollars per ton of ingot
production capacity)

1965 1970 1975
Investment in total installed
capacity in 1965 L 076 L 076 L 076
(408.78) (408,78) (408,78)
Additions and entry into operation
of new installations between
1965 and 1970 757 757
Additions in 1970 to enter into
operation before 1975 243
(76.73)
One new plant for flat products
(with a czpacity of 1.5 million
tons) 318
(212,00)
Four to five new plants for non-flat
products (with a capacity of
900 OCO to 1 million tons each) 835
' (194.19)
4 076 L 833 6 229
(408.78) (297.69) (247.16)

Source: ECLA,

a/ The figures for 1963 have not been included since four of the most important
plants (San Nicolds, USIMINAS, COSIPA and Orinoco) had only just entered
into operation,

/Table &
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Table 4

TOTAL DIRECT COST OF LATIN AMIIICAN STEEL PRODUCTION AS EilVISAGED
IN THE DEVEIDE&"I:&M‘ PROGRAMME, AND AVERAGE €GBT PER TOW a _/

(Millions of dollars, and in brackets average cost_;n dollars per ton)

1965 .. 1970 oo 1975

Direct cost of total steel
production in 1965 1 313 Z/ 1313 b/ 1 313 3/
L (131.68) - (13L.68) . - (131.68)
Direct cost of additional
production resulting from
expansions and establishment
of new plants between 1965 - ‘ T - s
and 1970 .. Lo e 629b/ S Y
‘ - | (100.42) ~ (100.42)
Direct cost of additional
production resulting from
expansions between 1970 and. . , L
1975 R T o 2A3Y
(76.73)
Direct cost of produc1ng
1.5 million tons of flat
produets in the new mill
of that capacity to be set N
up between 1970 and 1975 ST S 4 ef
| | - (96,00)
Direct cost of producing
4.3 million tons of non-
flat products in four
or five new mills with
a capacity of 300 000 to .
1 million tons ' ' 405 ¢/
1 313 1 942 2 734
(131.68) (119.62) (108.48)

Source: ECLA,
a/ Including 6 per cent of the value of the equipment for amortization and 9 per
cent of fixed assets for debt servicing and repayment of share capital.

b/ Calculated from average input costs, on the assumption that all possible
-techrnical improvements -have been made to increage capacity and reduce costs
and that the industry is efficiemtly run.

¢/ For modern structures with a coke blast furnace, steel mill with oxygen
converter (L.D, or similar), contimous casting and rolling.

[Table &4
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Table 4 presents an estimate of what has been termed theoretical
total direct cost,-é in other words, direct cost per ton in the plant
(including the cost of raw materials, fuel, energy, manpower and capital
charges) multiplied by the volume of production (or capacity) for each
year, It is clear from the table that the reduction in the unit cost
of steel under the programme will be substantizl,

The programme will lead to a saving of investment in steel plant
eand a reduction in the cost of steel, The relevant figures, which
should be taken as approximate estimates only, are contained in table 5
and are based directly on the data quoted above,

To am up, the annual savings in the total cost of steel production
in Latin America will be as follows:

1973
In steel. investment 375 million dollars
In steel costs 416 million dollars

Very considerabls investment will be needed to produce the
15,2 million tons of stesl represented by the expansion of the steel
industry between 1965 and 1975 if the industry!s structure remains
the same and its capacity continues to be under-utilized to the same
degree as at presente On such circumstances the amount required would
be 5,906 million dollars (see again table 5)e¢ The same expansion would
be more economical if the integration programme were carried out in two
stages, since investment would then be reduced to 2,153 million dollars.
The saving effected (3,753 million over the decads) is equivalent to
slightly over 60 per cent of total investment requirements "without
integration”s This testifies to the inefficient way in which capital
is now being used in the Latin American steel industry and the extent
of the benefits that would be obtained through regional co~ordination
of its future development,

b/ This has been calculated on the basis of the average cost of inputs
in Latin America, with the addition of 15 per cent for capital
charges on investment in sections that are currently in operaticn.

/Table 5
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Table 5

II\I’VESTMENT SKVING AND COST’REDUCTION UNDER THE DEVELOPMENT
" PROGRAMME,, 1965-75

(Thousands of tons and mjllions of dollars)

1965 | 1975

Production éapacity SR ' 9 971 ' .- .25 202
Total investﬁent required  '; 4 076 o - 6 229
Investment requirements for

the same structure of ‘ ‘

industry as in 1965 SR T . 9 982 a/
Investment saV1ng T

During the ten-year period - | 3 753
- Anmually - L. - 375
Total direct cost of annual o

production , 1 309 - 273
Total direct cost of annual

production based on the

same structure of industry -

es in 1965 - 3150 b/
Investment of anmual cost - - L16

Source: ECLA,

a/ The investment indicated is 320 million dollars (3.2 per cent) less than
the product of projected preduction capacity for 1975 multiplied by actual
average investment per ton, because allowance has been made for the substan-
tial investment represented by existing plant that is either not worked at
all or else on a very small scale, perticularly in Argentina, Brazil and
Mexico, a situation that is assumed to be the same in 1975,

b/ Production costs in 1975 have been estimated as 6 per cent less than the
‘product -of actugl costs multiplied by the tonnage envisaged, on the
assumption that the upward trend of product1v1ty 1n recent years w1ll
contlnue. :

" /The savings.



E/CN,12/728
Page 110

The savings that would accrue in production costs are estimated
at about 416 million dollars annually, or 13.2 per cent of the total
primary ex-plant cost of the steel produced up to 1975 (25.2 million
tons),

Production costs would be cut much less than investment because
full use will be made of plant capacity, which is currently under—
utilized, Moreover, the estimate made of the direct cost of a total
output of 25,2 nillion tons in 1975 has been strongly influenced by
the fact that 10 million tonse are already being produced in 1965, The
direct cost per ton {131 dollars) for this proportion is expected to
be just as high in 1975 as in 1965, The reductions in cost would be
greater if the expansions and new plant to be set up during the period
covered by the programme at a wniit cost of 77 to 102 dollars per ton
were to be compared solely with the new volume of production envisaged
for the same period, i.e, 15 million tons, at the present unit cost of .
131 dollars per toen. Total direct cost is postulated in the two hypotheses

as follows:

JTotal direct cosh of producing an additional 15 million tons

N et e e, Sarverey e ap——

of steel between 1965 and 1975

1, Calculated at the estimabed average cost . .
in 1965 1,965 million dollars

2+ OCaleulated on the basis of the unit cost

resulting from additions and improvement

to the capacity of exdisting plants and

the establishment of new units of economie :

size 1,431 million dollars
The resulting savings would amount to 534 million dollars, which

is slightly over 25 per cent of the highest estimate of total cost.
3. Other industries
(2)  Aluminivm metallurey

This industry exists in only two Latin American countries = Brazil
and Mexico ~ and is about to be established in Venezuels, OCurrent

production is very small in comparison with the regionts total demand,
which increases at an average annusl rate of over 10 per cent, It is

/estimated that
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estimated that by 1970 and 1975 total demand (apparent consmnpt:.on) m
Latin America will oe 200,000 and 270,C00 tons respectively.;Z/
contrast to these .m.gures, Brazil‘s two plants are turning out about
30,000 tons a year, Mexicol's recently-installed plant hes a capacity
of 20,000 tons and. projected pmduction in Venezuela w:.ll begin at
10,C00 tons a yvear, Hence, there is ample justii‘a.cat:.on for establn.ah.mg
new plants in the narb few years, and the possibility is being stud:l.ed
both in the producer countries and in Argentma, Chnle, Colombia. and
Peru, Aluminium metallurgy is d:l.stingu:x.shed by marked economles of
scale in costs and mvestment, and if the :mdustry continues to develop
on the same lines as at present, with small units in different countrles, |
Latin America would lose the benefits that it could obtain from the ‘
establishment of a few large plants located in the best pos:.tion for
supplying the reouirements of the region as a whole.,y

The investiient required for primary aluminium is provisionally
estimated to vary from 1,250 dollars per ton in plants with a capacity
of 10,C00 tons to less than half (600 dollars)in plants of 180,000 tons, .
The unit cost declines in the same proportion because of the peculiarly
heavy incidence of capital charges. As has been pointed out, the cost
of electric energy has a marked influence on the unit cost of aluminium,
As a result, the need for optimum location in terms of raw materials
and energy supplies makes it additionally important for the industry .
to be developed with an eye to the interests of the region as a. wholee

In'order to widerline the practical impoertance of such factors,
the total investiient needed to cover Latin American demand for primary
alurinium in 1975 has been estimated on the basis of two hypotheses:

1. That each country with a market larger than the absolute

minimm capacity of the plant sets up its own plants during
the next decade to cover ‘domestic demand; '

2/ At an annuel rate of increase of 2,5 per cent for the per capita
product, .

8/  See Los principales sectores de la industria latinoamericama: .
problemas ¥ perspectivas @/CN .12/718), Chapter II. = . . .

. f24 That
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2¢ That three large regional plants are established, cne in the
area formed by Mexico, Central America and the Caribbean, a
second on the Pacific coast and a third on the Atlantic
seaboard,

In order not to enlarge upon and complicate these examples,
unnecessarily, it has been assumed that the alumina would be imported
from outside Latin fmerdica; although one country is already processing
it in the region, and other countries are likely to follow in its
footsteps despite the large economies of scale that characterize this
stage of the industry as well,

Investment requirements are compared below on the basis of national
production and regional productions

Invegstment requirements for supplying
demand in 1975

National production .

Six plants (Argentina, Brazil,
Colombia, Mexico, Venezuela :
and other countries) 9/ 235 million dollars

Regional production

Three regional plants (North of
Latin America, and Pacific and
Atlantic coasts) 178 million dollars

Saving in investinent represented by
regicnal production 57 million dollars
The estimated saving is 57 wmillion dollars, or 32 per cent of the
investment required for national production, In practice, the balance
will be tipped even more sharply in favour of regional production. To
begin with, the first solution assumes that each plant will construct
one plant of a larger size than is warranted by the local market, but
experience has shown that the Latin American countries prefer to set up
several plants, even if their respective markets are smaller than the
minimum economic plant capacity, cne of their reasons being to prevent

9/ The "other countries" group corresponds to the sum of the capacities
of comtries with an apparent annual consumption of less than
10,000 tons each,

/the formation



E/CN,12/728
Page 113

the formation of monopolies. Secondly, the location of domestic plants-
would necessarily be less favourable than that of the three regional
plants, and, 25 indicated earlier, location (as regards raw materials
and electric energy) is a factor of prime importance in determining ..
production cost. Lezstly, the adoption of a regional approach at the
earlier stage of alumina production would result in a saving o_f 25 per
cent in the large additional investment that would otherwise be 'needed.' |
(b) Pulp ang_ paper manufacture

Size has an equally marked effect on unit cost and investment in
the manufacture of pulp and different kinds of paper, If a capacity
scale renging from 50 to 200 tong a day is taken as corresponding to
market sizes in Latin America, integrated paper and unbleached sulphate
pulp production would cut investment pef ton of daily capacity from
160,000 to 92,500 dollars (i.e. by slightly under 50 per cent) and
direct production costs from 256 to 145 dollars per ton (44 per cent), 10/

The possibility of reducing the investment required is of vital
inportance. for Latin Amnerica beecause of the large shortage of capa.cn.'by
foreseen for 1975 which will entail extensive additions to existing
industry, One solution is to continue to build plants with a very small
capacity (either because of the small siée olf many of the domestic marlets
or the wish to have more than one plant), while the other is to pave the
way for the construction of regional plante of economic size throuzh the
facilities afforded by a common market, The future development of the
industry on rational lines would also be vital, since a high cost structure
prevails in nearly all the latin American countries. If the sales pricea
for the major paper products are compared with world market prices (import
averages c,i,f,), the differences will be seen to vary from 50 to 150 per
cent to Latin Amerdicals disadvantage.

The additional capacity needed to satisfy the predicted inecrezse in
demand in 1970-75 has been calculated on the basis of two hypotheses, one
for a plant of the minimum size (200 tons/day) and another for a plant of
the average size current in Latin imerica, These figures will give some

_J_.g/ See E/CN ‘12/71.8, Q Eﬂ Cito, Gha-pter m.
| : | . /idea of
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idea of the extent to which the future development of the industry in

the eontext of a common market will make for reductions in investment

and costs, If the theoretical unit cost is also set against the total
volume of capacity to be installed, it will be possible to determine the
cost reductions to be obtained through the establishment of regional plants,

Total pulp Total. paper and
paperhoard
Capacity shortage expected in 1970~75
(thousand tons/year) 1,893 2,114
Average capacity of exdisting plants
(tons/day) 56 36

Investment/ton day corresponding to
average capacity of existing plants
(thousands of dollars) 127 226

Total investment needed for establish-
ing edditionald. capacity in plants of
average existing capacity (thousands

of dollars) 729,000 1,448,000
Unit cost of production in plants of
average existing capacity (dollars) 163 2L5

Total cost of additional production in
plants of average existing capacity
(thousands of dollars) 309,0C0 455,000

Investment/ton day in plants of
200 tons/day (thousands of dollars) 85 133

Total investment needed for making
capacity additions to plantsg of

200 tonz/day (thousands of dollars) 487,000 852,000
Unit cost of production in plants of
£00 tons/day (dollars) 19 133

Total cost of additional production
in plants of 200 tons/day (thousands

of dollars) 235,000 281,000
Savings: in investment (thousands
of dollars) 21,2,000 596,000
in amual production costs
(thousands of dollars) 84,000 174,000

/These are
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- These are theoretical caleulations that involve a number of
simplifications, In some cases it is inevitable that plants should be
small, vhile in others the cost of tramsport to local markets nay _
enable a small plant to compete successfully with others of more economic
size. However, the basic argument remeins valid, and the r_ésﬁlfbing: .
savings in investment and costs, which are about a third less than they
would be with national production, whether of pulp or of paper'ghd paper—
board, are an eloguent indication of the potential offered by a Latin
imerican common market for this branch of industry, h
(¢) Chemical industries

Normal production seales in the Latin American chemical industry
are very far from the optimum, and are often below the economic minimum
as regards market pric_éé that are unprotected by high tariff barriers,

The date provided in earlier ECLA studies.on the expected lack of
sufficient capacity to meet demand for the major chemical products in
1965-70, and the theoretical. costs and unit investment with different
production scales gives an idea of the savings to be obtained in
expenditure and total investment requirém‘en.’cl.'s ‘through the adoption of
a regional integration plan 4in ideal conditions for the chemical indvstry,

The reductions that would result in both production and investient
costs from the elimination of the deficit foreseen for 1965-70 have been
estimated as nearly as possible, on the basis of twe alternative solutions,
The first is domestic production, whereby each country would try to meet
domestic demand through its own efforts, and the second regional production,
vhich would make for the establishment of plants of economic size, The
method of estimation and the simplifications that had to be made have
been described in an ECLA report.-,g/ ' |

11/ las ig,itie;grias 9_1_:7 imi-éas y la integraéié_n geondmica regional -
(ST/ECLA/CONF,15/L.8/Reval), ‘

‘/I'\i"illion?s of
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Millions of dollars

Annual savings in production costs in
respect of the expansion envisaged for
1965-70 290

Annual savings in investment in respect
of the expansion envisaged for 1965~70 200

Annua) invegstment with national
production L2

Gross value of estimated production

(basic and intermediate chemical

products) in 1970 2,945

The findings relate solely to basic and intermediate chemical

products, which constitute 50 per cent of total production in the chemical
industry, since the very nature of the manufacturing processes rule out
the possibility of large economies cof scale in parachemical productsigl
and end goods. The annual savings will thus be 10 per cent in production
costs and 45 per cent in investment,

4. The reorganization of industry

The increased competition offered to local industry by the imports
flowing in fvom other parts of the region as a result of tariff
liberalization causes enterprises to react in a number of ways, The
Fremises on which integration is based assume that such reactions will
lead {0 an increase in the average productivity and efficiency of the
industrial sector and a simultaneous drop in costs., However, the process
of enhancing its efficiency will inevitably be accompanied by a series of
changes in the industrial enterprises, In extreme cases, these changes
may compel such firms to close down, or to shift to other linss of activity
thereby losing ruch of their capital., It is vital to take the pOSsibility
of such disruptions into account e7 as to determine the pace at which
tariffs and otlier barriers to trade can safely be removed.

12/ The name given by ECLA to chemical products whose processing does
not involve any change in molecular structure, such az cosmetice and
toilet preparations, paints, detergents, etc,

/The nature
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The nature and intensity of the impact on local indust.zydepen@s,
first, on the degree of the competition from imports and, secondly, on
- the conditions in which the enterprise operates, the kind of entrepreneur
who administers it and the state of the local market, With due allowance
made for variations in conditions, inefficient enterprises can be classified
into certain categories in accordance with the way they react to stronger
intra~regional competition:

(1) Inefficient enterprises that circumvent competition by producing
for local markets or supplying a highly irregular volume of
demand that holds no attraction for the more efficient concerns;

(1i) Inefficient enterprises which, prodded by competition, overhaul

their nethods or change their products on the basis of thedir
own efforts and resources;
(1ii) Inefficient enterprises that are wunable to react to the spur
© of competition but can be set on their feet through soundly-
~directed technical and financial assistance programmes;
(iv) Inefficient and economically unsalvageable enterprises that,
' for reasons of national policy, have to be kept in existence
through temporary ~ if sometimes prolonged ~ protection;
(v) Inefficient and unsalvagesble enterprises that should be
- eliminated, and partly replaced by.efficient enterprises
and those falling into categories (ii) and (iii), and partly
by an increase in trade, |

Tt emerges from an analysis of this kind that the number of en'i;,erprises
liable to becoms bankrupt is very small -~ although vauying from cne sector
- to anvther «~ and that certain steps should be taken elihar hefore on
conciwrentiy with tarifl liberalization to facilitate the reorgaﬁization
of local irdustyy gt higher levels of productivity and efficiency,

Labour productivity and operational efficiency is apt to show very
marked differences witiin a single industrial sector, For instance the
productivitiy of the cotion textile industry in Brazil .displa‘y-s a range
- of from one to twelve and that of the woollen goods industry in Uruguay
from one to eight. : The same margins of variation characterize the textile
industry in other countries and tend to be reproduced in other branches

/of industry,
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of industry, such as those that undertake processing and, above all,
those in which the worker-machine adaptation and internal organization
are of particular importance (metal-transforming industries in general),

The first factor to be teken into ‘account is that many of the
lowest~productivity enterprises do not really enter into competiition
with the more productive and efficient concerns, whether domestic or
foreign, since they manufacture spacial products for which demand is
limited or sporzdic, or depend on typical characteristies of the local
market, This frequently large group of inefficient factories has nothing
to fear from stronger competition. Although it has no direct bearing on
integration, the question may accordingly be asked how the efficiency of
that extensive group of plants could be enhanced if competition is not
an effective instrument in their case, Their efficiency is dependent,
above all, on the industrial conditions prevailing in the country in
general and in the sector in particular, and will increase as and when
the average level of education and training in the labowur force is raised
and the principles of industrial administration and management become
more wldely current and extend to the inefficient enterprises. This is
a slow process, in the course of which the frequently large group of
entrepreneurs concerned {operating primarily in the traditional and
consumer goods industries, but in a great many metal~transforming and
other manufacturing activities as well) will lag behind the rest of the
sectors

Other enterprises, which are forced to meet competition because of
the types of products they menufacture, react chlefly In two ways, Some
adapt themselves to the new market conditions, rsorganizing their working
methods, modernizing their equipment and thereby reducing their costs,
while others achieve the same end by changing their production lines and
speclalizing in one product or a very few, whereas their efforts were
formerly dispersed over too wide an assortment,

It is hard to estimate what proportion of enterprises in a given
sector have this capacity to adapt themselves, which depends, in essence,

on able and flexdble entrepreneurial management, but also, in no small
measure, on whether the right conditions for such changes exist in the

/country concerned,
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country concerned, especially as regards credit facilities during the
transition pericd. An analysis of the data on the efficiency and.
productivity of enterprises assembled in ECLA studies suggests that

the bulk of traditional industry in nearly all countries of the region
lacks the entrepreneurial capacity to effect such changes. At first
sight, traditional industry presents a picture of absolute technical
stagnation in which_ the possibilities of recovery through its own efforis
are practically nil, but a more thorough examination casts some doubt on
that diagnosis, Thiere is no denying the low levels of cperational
efficiency, but there is nothing to prove that they have existed for a
long time and will persist in the future, The detailed studies which
present the data in question, relate te a specific period and shed no
light on past or future trends, Accordingly, the hypothesis cannot be
entirely rejected that some enterprises with low operational efficiency
- indexes may, at a given moment, be in the throes of a progressive decline,
which will bring them to the point where their operation is no longer
remunerative, and the firm is deeclared bankrupt and either closes dowm

or passes into other more capable hands, and thence starts to climb the
scale of productivity and operational efficigncy; while others may be
pursuing an upward trend ensuing upon a process of. internal reorganization
or renovation of their equipment, This dual movement of enterprises
would represent a dynamic situation in which the average level of
efficiency was rising steadily throughout the sector, There are not
enough data to give a reliable idea of what is really happening in, Latin
American industry, as the searching sectoral studies available were not
carried out until very recently., But a dynamic process of that nature
right well be found to exist in various sectors and countries, at the
level of the individual enterprise, in which case the adjusiments entailed
by the expansion of regional trade could be effected with less risk of
distortion in the existing enterprises.w

. 13/ See another recent ECLA study, El_proceso de industrialgzé.cién en
hmérica Latins (E/CN,12/716), for an over-all analysis of the
Bubject. B - ' LR . -
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Subject to the foregoing reservation, it can be asserted that a
fairly large segient of traditional industry will be incapable of
adapting itself to the new market conditions through its own efforts
and resources, either for want of the necessary entrepreneurial
capacity to analyse the new situation and on that basis to determine
the changes that must be introduced in the enterprise, or because those
changes would entail additional investment for which the necessary .
funds are lacking, These concerns, which may be called salvageable,
could attain higher levels of productivity and efficiency, provided
they were backed by sufficiently large-scale and flexible programnes
of technical and financial assistance, organized with due regard for
the sector!s special. characteristics and the keener competition envisaged,
The textile industry is the best example in this categmry,1

But a similar situation exists in other branches of industry,
including the manufacture of capital goods., The machine-tools industry,
which is concentrated almost exclusively in Brazil and Argentina,
presents a disparate structure, consisting in a few largish or very
large establishments with satisfactory technical standards and high
levels of efficiency, side by side with a considerable number of small
and even tiny workshops operating less officiently at a lower technical
level, Some of these are clearly faced with the rossibility of
disappearing as industry expands and intra-regional snd national
competition grows stronger, or at best of continuing in their present
rut, as producers of simple, roughly-~constructed, low-cost machines
for which there will always be some demand, however much it shrinks
in relative terms. Recent ECLA studies on this industry have shown
that a number of these establishments will be unable to adant themselves
easily to the future requirements of the metal-transforming industry,
involving as they do a growing proportion of machines or more complex

34/ See another BECLA document, Los priascipales sectores de la industria
latincamericana: problemas y perspectivas (B/CN,12/7.8), chapter VI,
for a fairly detailed study of the nature and mode of application of
an assistance programme to facilitate the reorganization of the
textile industry when its markets are integrated.

/design and
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desigm and delicate structure for the precision work and the longer series
that are typical of the more advanced stages of the metal~transforming .
industries in general, On the other hand, there are certain establishments
possessing skilled manpower and satisfactory production equipment which
will rise to the occasion, provided that some technical assistance agency,
besides guiding them in the evaluation of future market needs, furnishes
them with the designs of heavier and more complex models of machines and
helps-them to prepare the necessary prototypes and, in the early stages,
to introduce stricter standards of quality and performanee. In this as
in other similar cases, which are fairly numerous even in the more
industrialized countrigs,‘a.technieal assistance and investment programme
for the reorganization and improvement of factories will not only make it
posaible to reap'the benefits of an increase in trade and specialization
among the countries membeérs of the common market without causing serious
maladjustments in the existing industries, but will also contribute ~
decisively to industrial progress and the hmprovement of productivity -
and efficiency, by'making a drive for better use of important factors

of productipn already applled in the manufacturing sector,

The remaining entérprises are completely unsalvageable, and the
whole technical assistance programme and investment effort would be
useless in their case, Some of them represent substantial investment,
and both on this account and for such motives as "national security”
andr"indusirial equilibrium®, hased on other than strictly econonmic
considerations whose existence must nevertheless be recognized and
respected, they cannot be abandoned to their fate, In the case of
these enter?rises, the sectoral. agreements would have to include a
temporary saving clause, based probably on a system of import quotas,
which would enatle them to subsist during such time as the above-mentioned
motives remained operative, The rest of the unsalvageable enterprises,
to which the same arguments do not apply, would represent a minor sacrifice
~ since they would clearly be few in number -~ for the sake of the benefits
that would dermve from the transformation of the whole structure whiech, at
the end of an admlttedly long transition period, will enable Latin idmerican
industry to eradlcate its present depress;ve characteristlc of systematicaﬂJur

hi@ cOs‘bS.
. /The agsets,
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The assets, even in thls extreme case, would not be wholly lost,
In the first place, tariff liberalization and the conseguent strengthening
of competition would be a deliberately slow process, which means that
for nany enterprises the expiry of the period of grace might coincide
with the end of the useful life of their production equipment. Failure
to replace that equipment would really be the net result of the process,
Secondly, in the still fewer cases of a rapid collapse under the pressure
of competition, the equipment that was still serviceable would be sold
to other concerns operating in the same branch of industry, as occurs in
any normal process of internal competition,

5. Sectoral integration within ATALC

ALALC has two instyuments at its disposal to promote the integration
of markets for manufactured products: the yearly negotiaticns to reduce
customs duties and the complementarity agreements in respect of specifie
products or groups of products.

Although the yearly negotiations have resulted in the inclusion in
the National Schedwles of a not insignificant number of manufactures,
trade in those products has not increased greatly as a result, nor for
various reasons, could it logically be expected to do so in the future,
The system of negotiation product by product, by pairs of countries,
the concessions agreed upon being extended to other countries, tends
to be centred on new products which are not yet produced in the region,
or are produced only in small quantities, and to by-pass those already
being manufactured, where regional competition might cause maladjustiuents
in the existing industries, But new investment is required before
reductions in customs duties on items that are not yet produced can be
turned to account; and this in tumm necessitates the assurance that
tariff reductions will not be withdrawn or altered in the next negotiaticns,
but will actually be extended to the point, where all obstacles to trade are
eliminateds This requirement would be met by the inclusion of products in
the Common Schedule. However, the limited number of really Llmportant
manufactured products hitherto included in the Common Schedule shows that
there are serious impediments which preclude trusting to the yearly
negotiations as a means of furthering industrial tintegration,

/The Montevideo
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The Montevideo Treaty provides for another instrument. specifically
‘intendad to proumcte industrial integration, namely, complementarity
agreements,

(a)- QQ_E; ggtaritx acreenents

These agrea1ents are dealt with in arti¢les 15, 16 -and 17 of the
Montevideo Treaty, Each agrealent should incélude a 'specific liberalization
programme and rules for malntalning the preference margins agreed on
vis—a-vis thlrd countrles, as well as provisions designed to reconcile
the treatments cccorded to imports from third countries, to co~ordinate
government programnes ‘and incentives (ineluding -those relating to the .
treatment accorded to capital and services from inside and outside the
Area) and tc establlsh regulatlons for the prevent1on of unfair trade
practices, f.' | ‘ . '

Cnly twc ccmﬁlémenéarity agreements have been negotiated and -
ratified to date, in connexion with certain types of calculating-machines
and with electronic valves. Although the results obtained seem
encouraglng, 1t is clear from “he limited field thus far covered and
the obstacles to the conclu51on of other such agreements that as regards
speeding up 11bcralizat10n for manufactured products, this ‘is not the
solution either, A ' '

The difficulties probably stem from the fact that complementarity
agreements, as’ applled in practice, 4re not very different from a normal
negotiation which culminates in the inclusion of specific tariff
reductions in the National Schedules, Although the Tréaty concedes -
that the agreements.may contain provisions over and above the mere.
reduction of duties, comnected with the establishment, wholly or in -

. part, of a single external customs tariff and the harmonizing of other
competitive ccndltlons, such as foreign capital régimes, etc.,, such:.a
procedure is not practicable for the following reasons:

(1) The Treaty fails to establish rules and procedures for -
defining sﬁch additional commitments; ,

(i1) Nor doas it lay down procedures or rules, even of a general
character, for the inclusion of promotional provisions, although the
spirit and the letter of the Treaty clearly admit them; S
R T (iii) If
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(iii) If a complementarity agreement were so formulated as to include
specific provisions for the promotion of a given industry, ALALC!s present
institutional structure would make it difficult to implement them,
particularly in regard to supervision of the fulfilment of commitments
and to the execution of investment and technical assistance programmes
designed to promote new production activities or to facilitate the
adaptation of those already existing;

{iv) Lastly, there would be no agency in a position to prepare
complementarity agreements of the required complexity, and it would
be unrealistic to.expect the interested parties to draw them up on
their own account.

This situation has long been realized by ALALC itself, which in
the last few months has adopted certain measures to remedy it. The
first important step in that direction has consisted in the establishment
of the Advisory Committes on Industrial Development {Comisién Asesora de
Desarrollo Industrial =~ CADI) and the work it has done thus far.
(b) CADI and the sectoral study groups

The Advisory Committee on Industrial Development (CADI) was
established by virtue of resolution 31 of the Standing Executive Coumnittee
of ALALC, pursuant to a recommendation made by the First Meeting on
"Planning, Promotion and Orientation of Industrizl Development, held at
ILima, Resolution 75 of the Confersnce of the Conbhraeting Parties of
ALALC, adopted at the Conferencels third session, stipulated that the
Standing Executive Coumittee should direct CADL to meke a study of
the Contracting Parties! industriasl policies and to define the problems
affecting ‘the integration of industry, CADI's first meeting, held in
May 1954, had two particularly important results: it approved a number
of bases for the formulation of the Area's industrial development policy,
and recommended to the Standing Executive Commitiee that four study
grcung should be set up, three of which would be concerned with the .
elucidation of integration problems in specific branches of industry.

The bhaseg for the formulation of an industrial develepment poliey
applicabls in the Area represent a conceptual advance with respect to

those on which complementarity agreements have thus far been established,

/and constitute




E/CN.12/728
Page 125

and constitute the first enunciation of an industrial integration policy.
This advance is manifested in three principal wayss:. .

- (i) The concept of "the programmed location of industries oi‘
importance for the Area" is accepted, "in view of the different structures
snd levels of development in the ALALC countries”, and it is recognized
that this objective requires "the adoption of a common policy in the
production sector under consideration'; :

(ii) The bases explicitly state that the aim of such programming
should be "an equitable distribution of the benefits deriving from
integration®; and -

(iii) They establish that the devices and mcen'b:Wes to be used in
the programming of integration should include not only trade policy
instruments, but "all others capable of influencing a process of industrial
integration by sectors',

Thus CADI would appear te be uphold.mg a genuinely region~wide form
of sectoral programming, which is-a far broader concept than that of -the
complementarity agreements, However, one important point remains to ve
clearly defined., Complementarity agreements have been conceived for new
. production lines and as a means of reconciling the advance of integratlon
with protection of the position reached by each. comtry" s exist:i.ng
industries, This characteristic of the approach to. complementa.rity
agreements constitutes a serdous limitation, te whlch, it would. seem,
the new bases fornylated by CADI, ambitious. as-they are in many respects,
will also be subject. Indeed, though they mention the aim of securing
"the fullest and most efficient use of regional resources" and récog-h_ize
- that Ycompetition between producers in the Area will ;stimulaie tﬁe_,
reorganization of industry in ALALC countries’,. the bases s_£i11 harp
on industrial -complementarity and place special eﬁphasis on thhe "stud,v,
installation and development of industries of mportance to. the Area."
thus clearly envisaging the development of new and as yet non—~ex:.stent
industries, rather than the real mtegrat:.on of mdustry which would
make no distinction be‘tween new and establlshed branches, except as
regards the type of measures adopted in the case of.each category.

/The ‘study
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The study groups were to be composed of technical experts from the
ALALC secretariat and from inter—American economic co-operation agencies
(BCLA, IA~ECOSOC and IIB), in addition to experts designated by the
Governments members of ALALC by way of technical co-operation rather
than official participation, Three of these groups were to be concerned
with problems affecting steel-making, the petro~chemical industries, and
the pulp and paper industry, respectively.

The three study groups met several times towards the end of 1964
to devise a method of work for compiling the data considered essential
for an analysis of integration prospects and difficulties in their
respective fields. Hecently, at its second meeting, CADI examined the
methodologies proposed by the groups, set the targets for the ensuing
stage of their work and suggested ways and means of attaining them,

In their reports the groups have recognized the full magnitude of
the task agsigned to them and the need for ample and specialized resources
with which to accomplish it. As pointed out by the ALALC secretariat in
a report presented at the second meeting of CADI, the experience of the
international agencies engaged in making descriptive studies of sectors
of industry in ALALC countries shows that, given several experts working
exclusively on one gector, and the funds required for visits to the
countries concerned, the work takes about three years,

CADI is to comment on this at its second mesting. The lines along
which the ALALC secto.ral groups will ultimately work are not yet known,
but the decisions taken will perforce be influenced by the fact that,
since the date of its first meeting, the Conference of the Contracting
Parties has adopted two important resolutions which will have a decisive
impact on the course of industrial integration activities, At the same
time, one of them in partiocular throws even more clearly into relief the
disequilibrium exdsting between the targets accepted by the member countries
and the institutional machinery available to further their attainment,

(¢) The industrisl integration policy embodied in Conference
resolution 100 (IV)

The more frequent use of complementarity agreements has been hampered,
inter alia, by the fact that they have had to conform to the general

/provisions of
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provisions of the Treaty relating to the multilateral extension of the
concessions agreed on. Only two countriee_(?afaguay ahd Eeuader), ‘
considered as being at a relatiﬁely less . advenced ‘stage of econemic
development, would be entitled to benefit by exemptlon from the mogt-
favoured-nation clause, In other words, the Montevideo Treety did not
affort scope for sub~regional agreements, and preclsely the 11kelleet
possibilities of complementarity, in a restricted sense, seemed to
exist in smaller groups of countries, often being of 1nterest to a
single -concern established in the countries in question.

Resolution 99 (IV) of the Conference of the Cohtracﬁing Parties
of ALALC opened up fresh possibilities for such subhregienal arrangements,
by admitting exceptions.te the application of tﬁe most~favoured-nation
clause, Under the terms of article XXI of this resolution, the Contracting
Parties expressly agree that those of them which are not parties to a
complementarity agreement shall only benefit by the reciprocal concessions
agreed.on between its eignatoriee, subject to the granting of fair
compensation, This compensation will have to be negotiated with the
interested parties, while it will be incumbent upon the Standing Executive
Committee to declare the agreement compatible with the general‘principles
and aims of the Treaty, .It is elee for the Committee to settle any
differences of opinion likely to arise in the course of negotiation as
to what is meant by #fair compensatlon" | )

A more liberal atiitude in regard to the fbrmatlon of sub—reﬂlonal
groups -is undoubtedly necessary if agreeents by sectors of industry are
to be more flexible adapted to the'real eonditions of a region where there
are notable disparities between the development levels and aptltudew of
the various countries, But at the same time, it would entail a risk of
undue and perhaps irrevocable fragmentatlon in the industrlal integratlon
process. To prevent this, the application of exemptlons from the most~-
favoured-nation clause would have to be strictly regulated.

The purpose of resolutlon 100 (IV) of the Conference is to fommulate,
in broad temms.and in the light of past experienee, the basic guidelines
for economic policy in.relation_teeeusteﬁs,-mqnepary; agricultural and
industrial dewelorment - questions, ae;ﬁell_as'to'dfaw ﬁp_a programme of
action for the implementation of such policies, |

L /The guidelines
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The guidelines for industrial development policy embody all the
criteria proposed by CADI, but also lay down the following bases for the
studies and work connected with industrial development in the Area:

(1) Particular stress should be laid on sectoral integration as
a means of furthering Latin Americals economic development, and it should
be made clear that this presupposes the development of the branch of
industry concerned, in line with the joint progremming schemes established
to that end;

(ii) Recourge should be had to all possible ways of achieving
oomplementarity, in the sphere of industrial production, not solely
to the agreements provided for in article 16 of the Treaty;

(i1i) Special attention should be paid to production activities as
yet undeveloped or at an incipient stage of development;

(iv) In the case of indusiries offering limited complementarity
possibilities on the basis of joint programming, fair competitive
eonditions should be established to ensure that they can take an
systematic advantage as possible of the expanded market.

It should be noted that such criterla place strong emphasis on
industrial integration through the joint programming of sectors of
industry and the use of instruments other than complementarity
agreements; bult at the same time a distinction is still drawm between
new and existing activities, joint programming being regarded as
acceptable only for the new branclies of industry, The two concepls
would appear to hamper the formulation of a policy for industrial
integration by sectors which would promise complete successa

The programme of action drawn up for the implementation of industrial
policy also seems inadeguate, despite the emphasis laid on the quest for
new procedures., It comprises the following features:

(i) Sectoral study groups, including those already established and
those to be set up by the Standing Executive Committes with
the advisory assistance of CADI;

(i1) A study by the ALALC secretariat to ¢lassify the industrial

activities of the Area according to their level of development
and the complementarity possibilities they cffer; and

/(iii) Establishment
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(iii) Establishment of the bases for securing fair competitive
.econditions for exdisting industries,

(d) .The need fox new instru mstrw&em.ﬁmmiﬁsm
The aims of industrial integratioh policy are set forth boldly
in resolution 100 (IV) and reflect a clear realization of the importance
of the wndertaking., But there are also evident weaknesses in the
proposed. progranme of action, which is clearly inadequate in the face
of such a herculean task, These weaknesses would . appear to be, briefly,
of three kinds., First, there is the insistence on differentiating
betwsen new or incipient activities and those already in existence,
and the effort to establish complétely distinct and separate means
of action in each case ~ complementarity agreements or not too clearly
defined joint programming agreements for the former rules 6f competition
for the latter, Such a distinction seems very hard to put into practicse
in a region where two or three highly industrialized countries have
nearly every conceivable type of industry in operation at some stags
or another, unless the definition of such industries is reduced to the
level of the individual product or specific model of manufacture, which
would be incompatible with the joint sectoral programming approach.
Moreover, the advisability of reserving the sectoral programming
approach to the new and dyriamic sectors is opén to gquestion, Such 2
step might result in a tendency to sanction the unprogressiveness and
virtual technological stagnation now prevalent in many of Latin Amerdea's
traditional industries, Instead of respectﬁ:ng and even accentuating the
' disparities in productivity and operational' éfficiency between the new
and the traditional 'ééctors, ‘industrial integration ought to aim expressly
at eliminating them little by Llittle, exténding to the whole of the
manufacturing sector the benefits of competition as an instrument for
promot.:l.ng efficiency and technological progress, and using sectora.l
programmmg as an efféctive means of gradually and systematically
modernizing the traditional industries, as well as of promoting
substitutlon oi‘ the new sectors' product::.on for mport.s from outside
the regmn., I ‘

/Secondly, the
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Secondly, the type of instrument to be used for establishing tariff
and non~tariff commitments with a view to sectoral integration has nov
yet been determined, although ALALC itself recognizes that complementarity
agreements as defined in the Treaty are unsatisfactory.

Thirdly, once the best instrument for furthering sectoral integration
is chosen, a method of preparing it would have to be established, with all
that involves in the way of processing and analysing technical and economic
datas The procedure of setting up study groups attempted by ALALC through
CADI has proved ineffectusl so far, and perhaps, given the nature of the
groups, could be successful only in the case of very short-term objectives,

Lastly, it remains to ascertain whether an agreement relating to a
sector of industry and representing a genuine sectoral and regicnal
development programne, in which recourse would be had to the whole range
of indispensable non~tariff instruments, could be implemented and
supervised through the existing institutional machinery.

6, The nature of sectoral agreements

The proposed sectoral agreements aimed at meeting the aforementioned
requirements constitute legal instruments designed to adapt the general
economic integration formulas and instruments to the particular conditions
of specific branches of manufacturing industry, with a view to speeding up
integration in the markets concerned,

(a) Possible lines of approach

The purpose of sectoral agreements i@ both to harmonize competitive
conditions and to promote development of the sector of industry concerneds
It would seem that all sectoral agreements should contain provisions
relating to the two objectives, but in what proportion will depend a good
deal on the approach adopted to the question, which may lay greater
emphasis on one or the other. To take the two opposite extremes, for
the sake of simplicity, two typical models of sectoral agreements might
be described as follows:

(i) Harmonization agreements, which represent a set of rules designed

to hamonize competitive conditions, institute free trade and
establish the principle that comparative advantages should be
the main consideration determining sueh trade flows;

/(ii) Promotion
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(ii) Promotion agreements, which relate primarily to the final
results desired as regards investment distribution and the
furthering of production and trade, with a view to "indicative
programming”" for the sector, .

In the first case, the prime objective of the provisions included
in the agreements is to pemmit the free play of competition, without
there necessarily being an express consensus of opinion among the
signatories as to what are the desired results in respect of trade and
of the regional distribution of investment, This ia apparently the
type of sectoral agreement which culminated in the establishment of-
the Buropean Cozl and Steel Community. Although it included technical
assistance and financing provisions in favour of enterprises which were
aexpected to suffer from competition, they were in the nature of saving
clauses designed to fé,cilita_,te the transition to completely free
competition, and did not reflect an active policy for investment and
orientation of trade flows dictated by development considerations. In
the European Coal and Steel Community treaty, attention is focused
exclusively on the question of el:im:i.na.t.ing factors of distortion in
price formation, with a view to establishing free and fair competition,
And this gave rise to the obligation to observe a great many "rules of .
competition", designed to prevent discriminatory treatment in regard
to transport rates, price fixing, ete, _ o

The second type of agreement is concerned with harmmonization only
as regards salient disparity or discrimination problems, - and devotes
special attention to the éstabiishmen"t‘ of criteria and rules for
consul‘catlon with a view to correcting, a posteriori, such unfavoura.ble
trends as may appear in the sectorfs development, These agreements
:anlude, 28 an. essent.lal factor, a set of technical and financial
assistance provisions in favour of coupt:_'ie_s. that are harmed by. competition,
owiﬁg to insufficiént basic resources, iimitec_l markets or some other. .
initial shortcomjng vhich can be menciéd by such provisions and a region-
wide co-operatnre effort, | .‘

The aims of these two types of sectoral agreemant. entail very
different requirements as rega.rd_s commitments and institutions.. A

/harmonization agreement
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harmonization agreement must establish not only formulas for the reduction
of duties, but also detailed rules of competition and provisions for
harmonizing structural features, The supervision of compliance with

all those rules and provisions calls f{ov burdensome institutional machinery.
Furthermore, il is difficult to. ensure that the increase in investment and
trade due to market integration, even if all the rules of competition and
hammonization provisions are fully and efficiently applied, will result in
the well~balanced develorment of the whole region, Considerations bound
up with external economies, with the lesser yisk of investing in large
markets that are not so dependent on exports, and with other factors,
might give rise to some concern as to the results of an integration
process based entirely on automatically operating machinery.

Conversely, an agreement aimed at programming the development of a
sector on the basis of specific commitments with respect to results (in
the fields of investment and trade flows) within periocds of five and
ten years, could dispense with rigid rules and provisions, at least in
the early stages, establishing ad hoe consultation machinery for the
solution of difficulties and the adoption of any remedial measures that
might prove necessary, This seems to be the best type of sectoral
agreement under present conditions in Latin America,

These agreements stand out because of their pragmatic character
and the way in which they subordinate trade policy formulas to certain

development eriteria,

(b) The pragmatic element in sectoral agrsements

Sectoral agreements are a method of obtaining the advantages and
solving the difficulties described in the foregoing paragraphs on the
basis of commitments over and sbove those generally applicable, which
are negotiated.pragmatically in accordance with the specific circumstances
of each sector, The reduction of internal customs tariffs is carried
beyond the targets (particularly the ceiling) which form part of the
formula applied in generals The pertinent objectives are established
in line with regional cost conditions for the products of the sector
concerned ~ especially the disparities between one country and another,
and ih some cases between enterprises -- and also with the possibilities

Jof salvaging
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of salvaging the inefficient segment of the industry, its sige, and the"
period within which the inevitable changes would have to be.introduced,
The common external. tariff is also established in terms of the minimum
required to prevent the deflection of intra=regional trade flows and to
eliminate any disequilibria in basic competitive conditions that might
result from marked differences in the import duties levied on raw
materials and parts and spares from third countries, The margin of-
difference between external and internal tariffs, which is compatible
with an increase in intra-regionsl trade on a nomal competitive footing,
varies in each case; and is closely related to the internal -tariff -
levels maintained, The more headway it is desired to make in.the :
.reduction of internal tariffs, the more necessary it will be to establish
a single external tariff, Moreover, this whole question is greatly -
influenced by the expected intemsity of intra~regional trade, the unit
value of the typical products of the sector and the effect of existing
and foreseeable transport costs on such products, '

-However, 7 competiti\jre conditions are not exclusively the result of -
the tariff framework within which trade is conducted, The sometimes.
widely differing practices that prevail in each country in respect of .
fox;éign capital have a strong impact on the pattern of investment. and, -
therefore, on the generation of new trade flows. The same applies to.
tax systems, policies for subsidizing and promoting new activities,
and 'so-forth',: The reconciliation of policies gonnected therewith,
which would be very difficult on a general plane,.over the short or
medium term, becomes feasible when action is taken within narrow limits,
care being taken to avoid very specific prbblems which can be identified
or foreseer} in each sector. This effort to interpret the minimum
essential requisites for the advance of integration in a given sector
constitutes the pragmatic element in sectoral agreements. .

Another oi‘_their salient features is that trade policy measures
and action designed to promote development are adopted simultanecusly,
Or ra,ther, the implenentation of provisions for the liberalization of -
trade is, in fact, subordinate to certain criteria and commitments . -
bound up with the development and structure of the sector concerned,
This question is dealt with more fully elsewhere in the present chapter,

/(c) Limitations
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(¢) Limitations of the sectoral approach

There now arises the problem of standardizing the criteria applied
to the different branches of industry in a sectoral approach, Uniform
bases for competition are gradually established for each separate sector
of industry, and formulas; instruments and commitments are adapted
pragmatically to the conditions prevailing therein, while some account
is also taken of the varying entrepreneurial attitudes to integration.
The tax systems of the various member countries, their policies, and
the treatments they accorded to capital and enterprises owned by third
countries, would be standardized or reconciled =~ within certain limits -
for each separate sector of industry, in line with different criteria
in each case, If this pragmatic system is followed of seeking the minimum
comnitments required for the integration of each sector, the nature and
degree of harmmonization attained might be very different between one sector
and another,

Such a procedure would entail the risk of splitting up the regional
economy into other watertight compartments and replacing the distortions
betwesn countries by sectoral distortions, That would be tantamount to
replacing one problem by another, and at the end of a long and difficult
process of sectoral integration a real Latin American agonomic community
would still be far away.

Certain precautions will have to be taken to avert this danger,

In the first place, sectoral agreements should be prepared for a fairly
large number of sectors representing a considerable proportion of total
manufacturing industry. In addition, they should be drawn up and
negotiated simultanecusly or within a fairly short span. This will
permit an over—all view of the situation and enable relatively uniform
criteria to be applied to each sector in relation to the essential
degree of harmonization and the method of attaining ite

Secondly, sectoral agreements should fit into an over—all framework
of customs tariff cormitments and harmonization of policies relating to
the economy as a whole, These general commitments cannot progress far
in the early stages, during which the specifically sectoral commitments
will be the ones to speed up integration. But in the ensuing stages

/the general
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the general commitments will have to become gradually heavier and more
specific, which will progressively reduce the margin for variation and
disparity of the sectoral commitments, To accomplish this aim, the ..
final objectives of integration will have to be established right from
the start; in other words, it will be necessary to ensure that the
particular measures devised in subsequent stages will. converge towards
a final specific target,

7. Structure and characteristics of a model sectoral agreemen£
The salient points regarding the definition of a sectoralbag}eement

are described above, the next step being to analyse more thoroﬁgﬁly the
modes of applying such agréemenfs and the characteristies they show in
operation, The study will cover the following questions: definition of
the sector and its geographical sphere of application; the structure in
outline of a modelusectoral'agreemehts a salient feature of its structure
relating to investient and technical assistance programmes; and the
application of the most—faﬁoured—nation qlause.

(a)  Definition of the sector and its geographical scope

| It ﬁould,be advisable, in principle, for sectoral agreements to
be drawn up and signed-by all countries members of the common markeb
and to’apply to broad sectors of induétny rather than to individual,”
products or groups of products. In'this way there wouid‘be more '
assurance that the agreements would be conducive to the general Lo
hamonization of condltlons of competition, without dlstinctions &s ‘-
to countries or branches of industry, whlch is the finsl aim of
integration, However, to adhere rigldly to this procedura would mean
limiting the scope of the practlcal llberallzatlon and harmonizatlon
provisions which might be included in ‘those agreements. De facto
circumstances relating to the unequal development levels of the Latin
American countries also counsel that consideration be given to
agreements of more limited scope, both in tha'géographica; sense and
as regards the products covered, | | ‘
‘ The first problem that arises concerns the relatlvely less developed
countries, There is no den31ng that there 13 a deflnlte tendency to

/concentrate certain
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concentrate certain important industries in the larger Latin American
countries and that this might render integration in some sectors less
attractive to the countries concerned, Accordingly, a determined effort
should be made to ascertain the feasibilily of sub~regional agreements
betwsen the small and medium~sized countries, followed by their integration
with the major countries,

Sub~regional. integration projects, based on an ad hog, product
by product approach. (or in relation to sub-branches within each main
branch of industry), would constitute & method of achieving faster
progress in some dirsctions and, provided they were subject to far~sighted
regulations, they could be compatible with final integration aims. Such
sub-regional integration projects should be accompanied by a gradual .
reciprocal opening up of the markets of country groups so established,
with a view to, establishing free competition throughout the region,

Secondly, there are many cases where the capacity of existing
industries is not fully utilized, which might make it advisable to
provide for the complete abolition of customs duties for short periods,.
Concessions of that kind could play a major part in ensuring that capacity
is used to the full, without requiring the country according them to .
adopt any final decision regarding its future structure of production.
Such agreements, however, should be advocated only when there are major
obstacles to more permanent concessions between countries; and once they
have lapsed, customg tariffs and other trade restrictions should be
rostored at a level not higher than that determined by the application of
the general system for reducing tariffs,

Lastly, account should be taken of the interest displaysd by many
of the Latin American countries in developing a broad range of basic
production lines, even in some extreme cases of small-scale operation
and high costs, with the object of attaining a well-balanced structure
of industry or of accunulating external savings in favour of other
activities, thereby creating exceptional situations within the broad
schemes of regional specialization..

The foregoing considerations appear to show that it would not be

an easy matter to apply the same concept or the same integration procedures

/to the
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'to the whole renge of products of each individual branch of industry,

On the contrary, some thought might be given to defining different
integration procedures for given groups of products in each branch of
industry, according to their specific characteristics as to magnituds .
of economic scale of operation in relation to the size of the domestie
markets, the incidence of raw materials in production costs, the
geographical distribution of resources, etc, There would be no reascn-
for such procedures to give rise to a great many integration agreements
by products and by groups of countries, since the same sectoral agreement
with respect to a complete branch of industry, and to all the countries
members of the integration area, could specify the different rules to be
applied in each case, that is, to specific products and groups of products
‘and to the sub-regional groupings concerned,

It seems essential to establish all sectoral agreements in two
stages: the period of transition during which industry would be reorganized
and would prepare to operate on a competitive footing, and integration
- proper when competition would be full-fledged. The duration of the
transition stage and the procedures used therein would in some respects
depend on the rules established in the general formula adopted by the
Latin American countries to strengthen the economic integration process;
during this phase the countries concerned should be provided with the
technical and financial assistance they need to be able to introduce the
necessary adjustments in their industries with a view to making them more
efficient and competitive. To that. effect, an agency specialized in the
study and application of such. assistance measures should be in operation
by the time agreements for the regional integration of industries begin
to be implemented, : :

In short, it might be said that: _

(1) The member countries, in adopting the provisions concerning
- the new stage in the process of forming a common market, would undertake
to negotiate with one another and to conclude, in the course of the
ensuing five years, integration agreements relating to a limited number
of major branches of industry;. the branches specifically listed would
represent a minimal commitment, it being desirable to prepare.and negotiate
agreements’ for other sectors of industry as well;

/(ii) The
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(1i) The minimum 1list of industries could consist of the following:
steel, aluminium, copper, pulp and paper, fertilizers, alkalis, petro~
chemicals, heavy industrial equipment (for the aforementioned sectors
and other basic industries), transport material (for road, railway and
water~borne transport), machine-~%ools, textile machinery, energy
generating equipment, mining equipment, tractors and agricultural
machinery, road-making equipment, and textiles,

(1ii) Sectorsl agreements would cover major branches of industry
instead of individual products or limited groups of products; nevertheless,
such agreements could establish different rules for separate products or
groups of products; |

(iv) The agreements would be approved by the member countries and |
would be binding upon all of them, although there might be special rules
for sub~regional groups with respect to a certain product or groups of
products, or even the whole industry; .

(v) The provisions of sub-regional scope might or might not require
exceptions to the most~favoured-nation clausej regulations covering such
excepblons will be dealt with later;

(vi) Sub-regional agreements, or agreements relating to products
or limited groups of products, could be concludsd over and above 2
general sectoral agreement, even if the parties had not undertaken to
prepare a sectoral agreement within the initial five-year period of the
new phase of integration,

(b) Structure of a model sectoral agreement

The majn feature of a sectoral agreement would be its adaptation
to the specific conditions and difficulties of a partictlar branch of
industry and, in this respect, there could not be two identical sectoral
agreements, None the less, they must all have the same structure, The
prineipal. characteristics of a model sectoral agreement would be:

(i) A develomment programme for the sector throughout the region,
designed to indicate the framework for the evaluation of trade development
and industry location trends, investment needs, etcs, in successive years,
and to constitute a diagnosis of the outstandingly weak points of the
industry considereds;

/(ii) An
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(i1) 4n investment prograime, ie.ee, an estimate of the investment
needed if the branch of industry is to grow in line with the assumptions
of the above~mentioned sample programme, and also of that required to
eradicate or correct the weaknesses of certain countries or enterprises
as regards intre-regional competition, acecording to the diagnosis of the
industry preparec and included in the development programme;

(iii) A technical assistance programme parallel with the investment
programme, aimed at helping the competitors that are likely to suffer most
when intra-regional competition is intensified, describing the procedures,
areas of application and manpower and financial resources needed;

{iv) A prograzme for the reduction of internal customs duties over and
above the targets established in the general formula, as consistent with
the specific conditions obtaining in the industry itself; and procedures
for applying the safeguard clause in case of maladjustments in existing .
concerns, adapted to the particular conditions of the industry in question
(for example, liberalization by means of quotas as applied to a growing
proportion of the market); '

(v} A programme aimed pragmatically at standardizing the external
tariff in so far as it is strictly necessary to prevent distortions in
competitive conditions and shifts in trade flows, in the light-of the
particular conditions ruling in the branch of industry concerned;

{vi) A set of cormitments for the reconciliation of certain asvwects
of economic policy which carry most weight in the branch of industry
considered (systems of incentives to industry or regulations governing
foreign capital and enterprises, tax provisions, ete.), representing
the indispensable minimum to avoid obvious distortions; and consultation
machinery to mitigate the difficulties that might arise in this comnexion
in future, since it is deemed very difficult to establish rulings, a priori,
for all the action celled for without the risk of carrying the arduous
task of reconciliation beyond the limits of future practical requirements;

(vii) A set of provisions concerning the use of exceptions to the
most~favoured-nation clause admitbed in the general formula, favouring the
aims with respect to a well-balanced rezional development set forth in

/%hé'sample‘
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the sample plan prepared for the sector; that is, provisions relating
specifically to countries abt a relatively less advanced (and medium)
stage of economic development.,

(viii) Measures for the practical implementation of the provisions and
programmes included in the sectoral agreement, use being made of the
institutional mechanisms of the common market (the Board and the Promotion
Agency) and other instruments which might be created especially for the
sector concerned (producers! counsels or advisory boards for consultation
regarding the harmonization of conditions for inflows of foreign capital,
etce); as a matter of general policy, it might be as well in the early
stages to have recourse exclusively to the general organs of the Treaty
in the way of permanent bodies, and to accept new sectoral agencles or
mechanisms only on a consultation or advisory basis.

(c) Investment and teclmical assistance programmes

A sectoral asreement should comprise, as an integral part of the
commitments and provisions relating to the sector, an investment programme
in which the capital needed to expand the industry'!s capacity during the
pericd covered by the agreement would be estimated in accordance with the
growth targets and projections of demand, These estimates would cover the
whole of the industry and all the countries members of the common market,
and would diseriminate in favour of investments designed to improve the
competitive position of particular countries or groups of enterprises,

The investient required for the sector's growth would be declded by
the countries concerned and financed essentially by the national and
international resources which each country and the region as a whole are
able to mctilize, It would be as well, however, if a proportion of the
investment were the joint responsibility of all parties to the agreement.
This proportion would be earmarked directly for eliminating the outstanding
weaknesses in the structure of the industry concerned, in one or more
countries, which would constitute an obstacle to increasing competition
or might bring about serious disruptions in existing industry., In other
words, it would be odvisable that the investment designed to remedy
shortcomings in the structure of the industry concerned - the rapid
enlargement of installations that are too small to compete, the conversion

/of means
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of means of production to other manufacturing lines, the modernization of
installations and equipment or the introduction of more. advanced’ |
techniques ~ should constitute a joint responsibility, in the sense that
the relevant international financing should be negotiated with the sunport
of all parties to the agreement, and that the application of the
commitments to reduce customs tariffs in those countries whose posxtlon
had been recognized in the sectoral agreement as being disadvantageous

and meriting technical and financial assistance should be corditional
upon the prior-or simultaneous investment envisaged.

. This point may be illustrated through the broad outline of a
possible investment programme far the steel industry, as discussed at the
begiming of this chapter. Given the preliminary and illustrative |
character of this. description, no discrimination was made between
investment for promoting the industry!s.normal growth and that needed to
improve the competitive position of certain countries, However, attentlon
has been drawn to the likely problems that would need to be solved by
means of additional investment and technical assistance in order to reach
the stage of complete tarifr lmberalizatlon in the steel industry. The
investment programme predominates over the technical assistaﬁce progfamhe
in this sector, although a large proportion of the funds envisaged‘afe
earmarked for improving the industry's technigues and operational
efficiency, . .

In other industries, including textiles, technical aséistance for
improving their internal organization>and operational efficiénqj would
be at least as. important as the remedial investments. The latter would be
used for replacinz obsolete machinery, which exists in very high
proportions in several countries of the region, tut if proper use is to
be made of the new wachinery, far-reaching and lastmng action will be
required for the complete modernization of working methods in regard. to
the organization of production, control of productivity and operation of
the equipment, etc. On the other hand, the need to obviate a mass shift
of manpower as & result of the replacement of machinery, if cérried'out
on a large scale and with a high level of autemetion, urges thet ita
renovation be programmed with the utmost cautlon and b; gradual stages.

/For all
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For all the above reasons, the technical assistance programme aimed at
raising the industryls standards of operational efficlency should be
the main instrument used to place the textile industry on a sound
footing with regard to regional competition., In other sectors which,
like textiles, have a high level of manpower absorption and low levels
of internal organization, more attention could juétifiably be paid to
technical assistance than to additional investment.

Lastly, mention should be made of the important role which the
joint financing of regional factories by several countries could play
in sectoral agreements. One of the conclusions of the Latin American
Seminar on the Integrated Development of the Chemical Industry (Caracas,
December 1964), convened by ECLA and the United Nations Bureau of
Technical Assibtance Operations (BTA0), is that the removal of obstacles
to trade in the wain chemical products should be accompanied by schemes
for the expansion of production in the best possible locations, through
large regional factories whose capital was financed jointly by the
principal consumer countries. To sum up, it would be a question of
opening up the markets to imports from other countries of the region,
while at the same time establishing multi-national enterprises backed
by intra~-regional financing, to cope with the new large-scale manufacturing
output for export. In principle, the contribution of capital from each
country would consist of its owm public or private resources., In practice,
howsver, given the shortage of capital in nearly all the countries
concerned, in all probability the contribution of importing countries
would have to be financed by international credit. This conclusion seems
to be equally applicable to other branches of industry, and is perfectly
in keeping with the investment programme of a sectoral agreement.
(d) Exceptions to_the most-favoured-nation clause

The rules zoverning the non--extension to third countries of the
concessions agreed vpon in sectoral agreements between groups of countries
might be summed up briefly as follows:

(i) In the case of products manufactured by industries not included
in the list of sectors for which the Latin American countries had undertaken
to negotiate sectoral agreements proper in the first five years, the said

/countries would
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countries would be free to conclude between ‘one another any .sub-regional
agreement that mizht be in their interests, without application of the
most~favoured-nation clause to the countries members of the common market
but no parties to the agreement, and without the need for the approval
of those countries through the organs of integrationy the establishment
of such sub-regional commitments would require only the chservance of
certain rules calculated to make the commitments in cuestion converge -
towards the final target of a common market;

(ii) As regards products manufactured by industries classified as
being subject to the negotiation of sectoral agreements of regional scope,
countries would also be free to enter into sub-regional agreements,
provided they agreed tc the extension of‘thé concessions arranged between
them to third countries of the region; the opinion of the Board would
be required if sub-regional comuitments should in any way conflict with
the sectoral agreement in course of preparation for the same branch of
industry; however, its oplnion would not be essential to the entry 1nto
force of sub-regional aareements of this kind;

' (1ii) For the products of bas;c industries;, for which sectoral
agreements were being prepared, the approval of the ccmpetent commmity
institutions would be required wherever the countries parties to the
sub~regional agreement wished to be absolved from extending the most-
favoured-nation clause to other meuber countries,

A set of rules of this type would apparently reconcile the possibility
of sub-regional agreements with sufficient incentive for countries
preferably to necotiate and enter into revlon-w1de sectoral agreements
in relation to the most 1mnortant ‘branches of iridustry.

In the case of sub—paragraphs (ii) dand (iii), once the region-wide
sectoral agreements were ééhcluﬂed and approved, the sub-regional
comuitments that had entered into force for the products or groups of
products of the sane branch of industry.would be embodied in those
agfeements in the form of spécial rules or provisions of more limited
scopes In other‘mafds, the sub-regional agreements felating to products
would retain their 1nd1v1dua11ty only mtil such time as the agreements
for the whole region and branch of 1ndustry entered into effect, Once the

' /general agreements
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general agreements were signed, the sub-regional agreements would be
incorporated in them, The compatibility between them would be assured
frem the start by the rules referred to above,

Lastly, it would be useful to establish certain conditions for
the compulsory implementation of sub-regional agreements, in order to
ensure their ultimate reconciliation with the general integration targets
and commitments and to prevent them from becoming merely provisions for
the reciprocal reservation of markets in small groups of countries, or
even understandings confined to products of exclusive concern t6 a single
enterprise or consortium of enterprises, with no real integration aims.

8¢ Preparation and imnlementation of sectoral agreements

Programmes for the regionally integrated development of major branches
of industry, like the sectorzl agreements described above, require careful
and necessarily slow preparation on the basis of a considerable quantity
of technical and economic data concerning the position of the industry
concerned in each country, its growth prospects and each country's
capacity for developing it. The preparation of such technical data would
require the esteblishment of a specialized body, such as an investment
development agency.

The preparation of sectoral agreements for each of jhe industries
agreed on, to be submitted for negotiation by Governments, represents a
gigantic task, ziven the complex nature of the agreements, the need to
accumulate and anaolyse a huge quantity of data, and the geograbhical area
covered by the work, A very corprehensive study would have to be made of
the existing sitvation and the factors conditioning the future development
and geographical location of each industry, and the necessary technical
and eccnomic data — usually not easily available - would have to be
collected and processed before such draft agreements could take shape.
Because of the need for the negotiation to be carried out on such lines as
to cover several sectors of industry at once, so as to facilitate a wellw,
balanced distribution of the advantages among the participating countries,
the task of preparing the relevant deta would have to be accomplished on
a large scale and within a relatively brief period, possibly fivs years,

/The many
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The many studies ECLA has carried out on industry in the last few
years, and the recent intensification of those studies through the '
establishment of the Joint ECLA/INST/IDB Programme on Integration of
Industrial Development, sponsored by ECLA, the Latin American Institute
for Economic and Social Planning and the Inter-imerican Development
Bank (IDB), have resulied in the accumulation of valuable data and
diagnoses on the steel, aluminium,. chemical, pulp and paper, basic
industry equipment, machine-tools, textile machinery and textile
industries, These studies, most of them well advanced, provide a
useful point of departure for the action required;1

Once the provisional versions of the sectoral agreements relating
to a certain number of industries were ready, thé Board would consider
them in the light of general integration mechanisms and commitments,
After intreoducing the amendments or additions it thought fit, it would
submit them for the consideration of the member countries, |

15/ The report Los principales sectores de la industria latinoamericanas
problemas y perspectivas, op.cit., contains a summary of those
studies from the standpoint of regional integratione

/Chapter VIII






E/CN,12/728
Page 147

Chapter VIII

TRANSPORT IN RELATION TO REGIONAL ECONOMIC INTEGRATION

Introduction

Transport and communications constitute an essential basis for economic
integration, since their function is to overcome the obstacle of distance and
enable goods, people and knowledge to circulate freely. Every market
presupposes a transport and communications system, and this requisite is
all the more indispensable in the éase of a common market. _

In several of the Latin Amerdcan countries the transport networks are so
deficient in many respects that they represemt a serious obstacle to economic
development., From the regicnal standpoint, the situation is still more
unsatisfactory, With the exception of the Central American area, where
international overland transport enjoys a measure of relative importance,
Latin dmervica’s transport system is virtually confined to shipping. By sea,
and by international inland waterways, whose relative importance is slight,
the Latin American countries carry on almost the whole of their reciprncal
trade, the volume of which accounts for barely one-fifth of the regionts total
foreign trade. Of this proportion, 70 per cent correspords to liquid fuels.
The predominance of maritime transport in intra-regional traffic is
symptomatic of the way in which economic activities are concentrated in
jsolated centres along the seabtoard of the continent.

The structure of the national networks also reflects this characteristic
of the Latin American economies, inasmuch as roads and railways converge
on the coastal centres, and such few international overland routes as exist
make no major contribution to the geographical integraiion of the region, as
they often cross areas that are marginal to the economic activity of some of
the more developed countries, or link these with the countries at less
advanced stages of development,

A basic requisite for the economic lntegration of Latin America,
especially if the long view is taken, is the gradual establishment of a
continental transport and communications network that will join up 21l the
countries of the region., For various reasons, however, including the long
distances involved, a leading role will still devolve on maritime transport,
which means that it is essential to improve port facilities and supplement
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them with au adequate network of internmational overland routes, Despite
the progress made in recent years, there are still not enough international
highways; and inter-country rail connexions, too, are few and far between,
..or even, over vast.areas, non-existent. Furthermore, advanuage should

‘.be taken of Latin Amerlca's 1nland waterway traffic potentlaJ, and 0pt1mum
air transport, postal and teleccmmunlcatlons services should be establlshed.

The avallablllty of a satlsfactony transport network, with low costs
and good—quallty 1nfrastructure and serv1ces, ‘would 1mprove exzstlng o
conditions with respect to economies of scale, esp301311J for the new

Alndustries that will have to be eutablished durlng the next few years at
the multlnatlonal level; it would fa0111tate access to raw materials and

to markets, and would influence all the factors that determine the location
of industries, It, would also be equally 1mportant for the more rational
.distribution of agricultural production in the region,

Concurrently with the gradual establishment of a regional transport and
canmunications network, Governments would have tao adopt decisions zimed at
ensuring optimum joint utilization of intennatlonal routes, 1nclud1ug
arrangements to ellmlnate possible dlscrlmnai_;lon in respect of transport
rates and conditioﬁs, as well as transport cosﬁ and tariff practicss that
might 1ntroduce artificial dlstortlons in Campeultlon among, producers in
the various countrles of the reglon.

1. Transport in the Latin American Frge-wTTade Area and,g_.g the
.Central Amerlcan common market area

The experience of ALALC in the field of transport may usefully be
reviewad in broad cutline, as well as the progress made in this respect
" under the Central American economic integration movemesut,

The Montevideo Treaty contains no provisions relating to transport,
-Nevertheless, because of the vital importance of shipping routes in
regional trade, the Conference of the Coniracting Parties and the Standing
Exscutive Committee of ALAIC have beer interesting themselves during the
last few years in the development of the mercantile marines of the member

‘countrles, maritime transport costs and conditions, measures making for
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greater flexibility, and the shortcomings of the region's seaports.

In compliance with a resolution adopted by the Conference of the Contracting
Parties, the Advisory Committee on Transport of ALALC prepared, for
consideration by the Govermnments, a preliminary draft of a general agreement
on maritime, river and lake transport.

Certain reservations and objections with respect to this prsliminary
draft have been formulated by several of the signatories of the Montevideo
Treaty, and it is at present being discussed by the Governments of the ALALC
countries. At the Fourth Conference of the Contracting Parties of ALALC
(Bogotd, 1964), it was agreed that a meeting at the goverrmental level should
be held in order to analyse the various aspects of the Association's
waterborne-~transport policy, ¢n which occasion the final text of the proposed
agreement is expected to be drawn up. This meeting is to take place early
in May 1965.

Under the terms of the draft agreement, 80 per cent of intra-ALALC trade
cargo is reserved on a bilateral basi§, for the twe countries between which
the trade flow is generated; of the remaining 20 per cent, 10 per cent wculd
be distributed on a multilateral basis among the regular shipping lines of
all the countries members of ALALG, and the other 10 per cent among the
regular shipping lines of ALALC countries and of third (including extra-
regional) countries,

Despite the initial concession, limited to the application of the
multilateral principle in relation to the mercantile marines of all the
ALAIC countries, the essentially bilateral character of the draft agreement
is hard to reconcile with the multilateralism that should prevail in a free-
trade area and still more in a common market. De facto, the draft text tends
to crystailize the existing situation, Apart from the fact that for various
technical ireasons its provisions would be difficult to apply in practice,
the principal disadvantages of bilateraljsm in this field consist in the
excessive splitting-up of a volume of cargo which is already tiny enough,
and the consequent under-utilization of available hold space, which has an
adverse effect on costs and freight charges, and might mean that the tariff
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rates dn”éértéinAroutes would rise too high, loreover, the esgéntially .
vﬁiléﬁeral(charaC€5r réferred to may lead to discrimination in intra-Area
_ transport among the ALALC countries and their merchant shipning.

As regards the Central American common market, attention may be drawn
to article XV of the General Treaty on Central American Econcmic Integration,
‘under the terms of which the slgnatories undertake to ensure full freedom
of transit through their territory, sub;ect to no discrimination or quantita-
tive restrictions, for goods proceeding to or from the other signatory States,
as well as for the vehicles transporting these goods, |
' In view of the vital importance of & regional infrastructure, the Central
American countries adopted, in September 1963, for the purposes of the
_'integratlon and development of the area, an over-all plan for the improvement
" and construction of a regional network of 13 international highways, linking
up all the countries; and representing a total invesiment of 73 million--
dollars, This network will be nearly 5,200 kilemetres long in all; more
than half is already paved, and all-weather roads constitute a substantial
“proportion of the rem51nder. '

‘ In respect of alr transport, a Central American corporation has been set
up to improve traffic condltlons, and plans are afoot for the creation of a
Central American airline consorﬁiﬁm; which will ‘involve a considerable saving
on equipment and administrative overhead, '

In"May 196&5 the Governmenﬁs conicerted a draft agreement for the
establlshment of a reglonal telecommmications system, which will necessitate
investment amounting to about 7 million dollarss Study is at present being
devoted to the possibility of adapt;ng the network as proposed in the draft
, .to a system with broader spe01f1cations that w1ll permit of inter-connexion
_‘w1th the rest of the Amepicas.

2. Qther undertakings relating té regional trénsﬁdrt broblems

Of great significance for the future is the growing interest that is
being displayed in Govermment and other circles in transport problems and
their importance for the economic integration of the .regien.

/The chief
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The chief manifestations of this interest include the establishment

of the latin American Association of Shipowners (ALAMAR), in July 1963, and the
creation, in March 1964, of a Latin American Association of Railways. Other
of recent date and worthy of mention are the conclusions of a meeting of the
Argentine-Chilean Commission on Economic Integration, held in Santiago early
in 1965, the report of an Inter-American Development Bark mission on the
integration of Colombis and Venezuela; and the stepping-up of efferts and
the progress of the studies in connexion with the construction of the Carretera
Marginal Bolivariana de la Selva, The Goverrments of Argentina, Brazil and
Uruguay have also signed agreements at the ministerial level granting reciprocal
facilities to simplify frontier formalities for loaded lorries from the
signatory countries,

3« Iransport in relstion to the acceleration of the economic
integration of the region

The acceleration of the region®s economic integration precess calls for
the adoption and execution - by the Goverrments and by the competent regional
agencies -- of a whole body of measures and commitments in the field of transport,
The transport measures which should be studied and applied to this end are |
sketched out below, The measures and commitments that could be adopted by
Goverrments, and the studies that could be carried out by the appropriate
agencies, are anhalysed separately and in succession,

(a) DMeasures and commitments for a new phase

The primary objective of such measures would be to minimize transport

obstacles to the full implementation of the set of commitments assumed in other
fields and sectors, and to establish sounder bases for more complete economic
integration in the next phase, The measures outlined are dictated by a

spirit of flexible progressiveness, and would also bte of special importance

in relation to sectoral agreements in specific basic industries and

to the situation of the countries at less advanced stages of development,

whose position is particularly unfavourable in respect of transport. Where
maritime transport is concerned, the measures proposed have already been the
subject of lengthy discussion in AIAIC, the outcome of which has been the
formulation of a preliminsry draft agreement on maritime, river and lake

transport, The measures relating to rail and road transport would include

/some what
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donie that-;have‘alreedy beeh int;oduced in other parts of the world,
particularly inAEupope,'where they were adopted even before the formation
" of the Common Market, - '

(1) Maritime transport., A regional pact or agreement oh maritime
transport should be adopted in the near future to which all the Latin American
countries could accede, It should be based, as was euggested 2 propos

of what is happening in ALAIC's case, on the muitilateral principle of the
free, although organized, participation of all the Latin American mercantile
marines in intra—regional traffic, However, the rapid and unconditional
application of this principle might give rise to difficult problems in
connexion with the competitive position and the relative operational cost
levels of the various national merchant fleets, and with the assistance,
subsidies, and other concessiOns which these are.accorded in same countries,
~In such circumstances, provision should be made, bu virtue of the principle
_of”progressivenese, for the gradval enlargement of the proportion of intra-
regional cafgo reserved on a multilateral basis for all the Latin American
lmercantile marines, until by the end of the intermediate phase a very high
‘percentage had been reached, This would give plenty of opportunity to adopt
the measures of adaptatlon and co~ordination that in the course of time
would be needed in this field., o
\ Another problem calling for long-term studles - although they would
'not cover the vhole of the intermediate veriod ~ is that of flxing the
aggregate proportlon of intra~regional traffic which should be reserved
for the Latin American mercantile marines, and, cor: elatlve]y, the proportion
that should be left open to the merchant shipping of third countries not
belonging to the region, This raises the complex problem of the degree of
protection that the mercantile marines would need in order to ensure thelr
optlmum development. The allocation of too small a share to the merchant
shipplng of third countries might - as has already been objected in
connexion with ALALG's existing draft agreenent - produce adverse effects on
freight levels in Latin Amefica's trade relations with other parts of the
world, It would be impossible to deal with this problem, however, without
more thorough research; in any case, its solution would not affect the

/adoption of
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adoption of the multilateral principle that all the Latin American mercantile
marines should participate in intra-regional traffic,

In addition, the agreement should include certain other provisions,
notably those bearing on questions which were discussed at length during
the United Nations Conference on Trade and Development. They would relate,
in particular, to the organization of consultation machinery whereby close
co-operation could be established at the regional level between shippers
and the liner conferences and shipping companies, Such a system, besides
giving shippers eomplaints s hearing would be an essential instrument
for extensive co-operation and consultation on all matters comnected with
shipping services and freight, especially in so far as they affected the
development of intra-regional trade and the c¢ontribution of maritime
transport in this field.

The ECLA Trade Committee, at its fourth session (November, 1964)
endorsed the recommendations of the United Nations Conference on Trade and
Development and recommended to the Governments of the Latin American countries
thaty, as a first step, they should adopt forthwith the measures needed to
egtablish the system of consultation referred to above, The Cemmittee also
recommended that the Governments should establish, at the Goverrment level,
with the participation of shippers and associations of national shippers,
Mumits to study problems of maritime transport® and freight, which would
meet regularly to report on the progress of their work, exchange, information
and co~ordinate their activities, and would be able to call on the advice
and assistance of the secretariat of the Bconamic¢ Commission for Latin
America,

Although these measures cover maritime transport as a whole, both
intra-regional and extra-regional, they are of particular importance in
relation to the former.

The relevant resolution of the Conference on Trade and Development also
laid considerable emphasis on the incidence of cargo handling costs
(ineluding the cost of ship's time spent in port) on the total cost of
maritime transport. The shorteomings of many Latin American ports are well
known, and all the countries of the region should therefore pledge themselves
to make in the next few years, a resolute and co-ordinated effort to

/podernize ports
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“médesnizé’ porte”and’ rationalize port operations, with the requisite.

1nternat¢onal aid ad financing, as well as the teghnical assistance,

env1saged in’ the resolution referred to, The matter had already been taken
up, on the same’ lines, ‘in a resolution adopted at Punta del Este.

| Lastly, the Governments of the region should undertake to expedite

the execcution of ‘a series of megsures, already recammencded in broad outl;ne

bj‘ALALG, to fdicilitite regional maritime transport and endow it with greater

fléiibility;'These'measures would include some relating to the - simplification

and standardlzatloq of clearance papers for inbound and outbound snlps.

(1*) ~ International railways, The progressive implementation of

the various regional trade cammitments may. lead to a considerable expansion
of international rail transport, especially in thé southern tip of South
Ame:ica, where such few international railway cpnfhexions as Latin America
pdsseéses are concentrated. The present almost negligible volume of traffic
on these lines means that they are really under-utilized, and could carry a
‘good deal more without its entailing much investment, although in several
cases they might have to be modernized or reconditioned to some extent.
'Pfojécté might be formulated for the financing of these requirements through
IDB or under the programmes of the hllisnce: for Progress., HMoreover, an
increase in the traffic on the lines in question would itself improve the
economic situation of the railways and therefore facilitate their technical
“&nd physical reconditioning. Thus great interest would attach, and in
éaveral'instanceS‘high priority should be assigned, to a specific study

on the state of the existing international railways and their needs in respect
of reconditioning and modernization, with a view to their adaptation to the
requlrements of an accelerated regional integration process.

In the railway sector, a number of problems also arise in relation to
government promotion of technical, administrative and commercial co-operatlon
among the railway companies possessing international lines, with the aim
of improviing'tﬁé dquality of the services provided, facilitating the
expan31on of internstional traffic through greater flexlblllty in every
respect - lncludlng adm*nistratlve and customs formalities -, and reducing

/operational costs
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operational costs and rail fares, Particular attention should be devoted
to rail tariffs for basic industries covered by secteral and complementarity
agreements,

It would therefore be an exsellent thing for Governments to push
co~operation in this field during the intermediste phase, Such action
could be channelled through the newly-created Latin American Association
of Railways (Asociacidn Latinocamericana de Ferrocarriles — ALAF), This
may be regarded as the embryo of a latin American organization similar to
the International Union of Railways {Union International des Chemins ds
fer — UIC), which has its headguarters in Paris, and even before the time
of the Common Market played a considerable part in the work of developing
and facilitating international rail traffic in Europe.

Furthermore, in conformity with the principles of progressivzness
governing the advance towards a latin American commom market, provision
should be made, even in the intermediate phase, for the elimination of
discriminatory practices that might interfere with the application of the
projected trade measures, Discrimination of the kind referred to would
result, for instance, from differential tariff rates depending on the
country of origin or destination of the goods transported. A4 similar
difficulty would be created by special development or support rates which
might perhaps hamper the implementation of sectoral agresments in respect
of basic industries. But for the less developed countries, recourse to
such rates - in order, for instance, to encourage their intra-regional
exports — might constitute a wise and equitable measure, It seems desirable,
in any ewvent, that provision should be made for such discriminatory practices
snd special tariffs to be submitted to the consideration ef ths institutional
agencies of the common market, which would be empowered to make recommendations
to Governments with respect to their compatibility with the requirements of
the Free-Trade Area and of the prospective common market.

(iii) International highways and motor-vehicle transport, Similar

considerations apply to the potential expansion and the possible means of
encouraging and facilitating international highway traffic, of which there

is at present very little in Latin America, except among the Central American
countries. Although several countries are already concerning themselves with '

/this problem
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this problem or-have:adopted measures to improve the operation of inter~ ..
- national services, elsewhere internationalr traffic is still carried on.
in distinctly unfavourable conditions, since the compulsory trans-shipment
of cargo at the frontiér swells the costs of international transport and
burdens it with a number of other disadvantages.. .
Ariong the feasible commitments in this field that should be envisaged
for the intermediate phase, the following deserve special mention:
The conclusion of the pacts or agreements, at the regional level,
needed to facilitate-and increase the flexibility of the customs,
administrative and -other traffic formzlities to which motor-vehicle
transport is subject at frontiers;
The establishment of uniform standards and regulations applicable to
vehicles in transit (covering, inter alia, technical requisites,
weight, and dimensions) and to the drivers of internaticnal-service
motor véhiQTeS';J
"The adoption of ‘measures' to improve operating conditions in inter-
national services and ensure that a fair share in inira-regional traffic
"is available to the transport entérprises af the countiiss ecucerned.
In this connexion, it would be as well to.bear in mind the relevant-
provisions adopted by the Furopean countries, on the basis of resolutions,
pacts and agreements concerted within the Economic Commission for Europe -
and the European Economic Community. The specizl conditions prevailing
in Latin America would of course have to be carefully taken inio account,
including the fact that because of ‘the vast distances to be covered,
international traffiec would be circumscribed for =z .considerable length
- of time to groups of neighbouring countries and frontier areas, especially
in South America, Hence saveral aspects of internationzl motor-vehicle -
transport might be the subject of agreements and arrangemenits concerted

on a bilateral or area basis, but in confermity with principles that would

1/ These matters were dealt with in the Convention on Road Traffic signed
' by the United Naticns Conference on Road and Motor Transport at Geneva
in 1949.. It was ratified by only nine Latin American countries:
_"Argentlna, Chile, Cuba, Domanlcan Republlc, Ecuador, Guatemala, Haiti,

- 'Pers and Venezuela,

/be the
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be the sane for the whole of Latin Amerlca;—/ Progre531vvness and f ex1bi11ty
woul d b'= partlcu‘arly to. the point in'this field, as it often h¢ppens that
only experlence can reveal the possible Suumbllngublocks and lay down
guldellnes for progressive liberalization agreements,

‘ At the same time, high priority would have to be glven to a flrm
commltment by virtue of which the Governments of the region would 1nten$1€y
their t@chnlcal_qnd financial co=operation, within the institutional framework
contemplated in_the present document, in the tasks of'improviﬁg the existing
internatidﬁai highways, where necessary, and speeding up the construction
-of new international routes of common interest, for which carefuliy studied
projects are or very soon may be available, and which could open up substantial
regional tr@ffic flows or break through the total or relative isclation of
regions and areas with considerable development potentisl,

Apart from the Pan American Highways several inter—governmental
agreements have already been concluded - especially between adjacent
countries ~ for the construction of international highwoys that are of
vital 1mportance fer the economic integration of the countries concerned.

| Reference was previously mads to-the projected Carretera Marginal
Boliveriana de la Selva. In the same context, attention shoﬁld bé drawn
to the ;mportance.of the prospective constriction of a stretch of the _
Pan Amsrican Highway, over 800 kilometres long, on the frontiers of Colombia.
and'Panama,|to,qover the so-called Darien Gap, which at present interrupts
road‘pommunication»befween Central and South Americée The engineering studies
;e;gting.to the selection of the route and the actual'rpad—building are under
way Oﬁger brojects of great potential signifi@aace fbr integration, which
have lately been discussed by the Pan American’ nghway Cong”eps - with
reference, inter aljz, to financing pOSSlbllitleS - are a proposed road

from Rio Branco, Cruzeiro do Sul -and Boqueirao in Brazil to Pucallpa in Peru,

2/ A resolution on thls questlon was also recently adopted by ‘the
Permanent Executive Committee of the Pan Américan Highway Congress,
in relation to a draft agreement on 1nternat10nal transit of motor
vehlcles over the Pan American nghway system.

/which would
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which would form part of the Brasilia~Lima highway, and the Pan American
Transverse Highway (Carretera Transversal Panamericana) in South America
(Lima-la Paz, hsuncién-Paranagui).

As in the case of railways, high priority should be assigned to
a specific and systematic study of the state of all the existing and projected
international highways in the region, with particular reference to their
importance and priority for the acceleration of latin America's economic
integration process. Several national road transport programmes envisage
the improvement or constructicn of international highways, but as a rule
the execution of the projects is held up for want of funds. At all events,
from the suggested study might emanate a co-~ordinated set of projects that
could be financed through IDB, the programmes of the Alliance for Progress
and the international credit institutions,

{iv) International inland waterway transport. In large under-developed

areas, Latin America has a vast river network hitherto under-utilized,
especially by international traffic, with the exception of the Rivers Parand
and Paraguay in the River Plate basin., Fuller use of this network would be
of particular interest and importance for several of the less-developed
countries, During the intermediate phase, it would be highly desirable for
the Governments to assume a firm commiiment to co-cperate more closely in
the adoption of measures whereby navigability conditions could be immediately
improved, river fleets developed, regional inland waterway transport
facilitated and better river port facilities provided, especialiy on those
reaches that might open up the way for rapidly expanding intra-regional traffic
flows. Projects with high regional priority in this field might be financed
throughIDB or the programmes of the Alliance for Progress.. In view of its:
great advantages for the development of basic industries, inland waterway
transport would also merit special attention in sectoral agreesments relating
to industries in that category that might be located in river basins.

(b) Preparation of long-term commitments: Sformmlation of e common
transpors noddlsr

Ty AR

Stress has already been laid, in the introduction to the present
chapter, on the high priority that in a long-term approach must be assigned
to the gradual establishment of a regional transport and communications

/network, as
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network, as a basic requisite for economic integration and for doing away
with the present partltlon of Latin America into what are practwcally
closed cells,

The preparation of government commitments with this end in view
should also be supplemented by the study and formulation of those to be
assumed in two complementary fields, They would be directed, on the one
hand, towards the elimination of such obstacles to the establishment of
the general commcn market and to the smoothly co-ordinated development of
the whole region as are represented by the operational conditions of
transport services; and, on the other, towards the progressive formation
of a common market for the transport servicés themselves, International
transport transactions are no different, in reality, from those relating
to other activities in a common market, which implies the free circulation
of services as well as of goods; the common market for transport services
themselves would also constitute an indispensable requisite for the optimum
utilization of the internmational network.

& common transport policy, as an integral part of over-all economic
integration pollcy, and the commitments deriving therefrom, which should
be studied and formulated within the institutional framework outlined
elsewhere in the present report; would therefore cover the basic questions
mentioned, and embrace all means of transport — meritime, inland waterway,
overland (roads and_railways) and air transport media - as well as
communications, i.e., postal and telecommunications services. The transport
and communications system in fact constitutes an organism, rather than
the mere sum of its component parts,

The great complexity of the problem is obviocus, from the fact that
a plan for a future integrated transport and communications network can
only be drawn up in close relationship with a forward--looking and dynamic
view of the geographico-economic structure of the whole region., Clearly,
an optimum Latin American transport system would be one of the most
important determinants of a more rational difision of economic activities
and of more balanced and harmonious development throughout the region,

In any event, another top-priority study would be one whose purpose
was to map out in broad outline, with possible alternatives, a future

/regional transport
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regional-trensport network for Latin.America.. Thers would:be no question

of arriving at firm cenclusions or recommendations: whlch might in the . .
near future give rise to commitments that could be assumed by the Governments.
This would. be.over-ambitious, .in'view of the complexity‘of.thewproblem and
the conjectural nature of the conelusions that cou id be drawn from an.
initial study, -:It would be a matter, in essence,_of_draw;ng up.a f:amg

of reference, indicating the main lines along which an integrated regional
netwerk might possibly be developed, and serving to guide the ppli;ydapd
decisions-of common market institutions in other fields, especially that.

of the development of regional industries,

The situation in this respect is not at all.the same in Latln Amerlca
as in the continent of Europe, where an international network had already
been developed in the .past and only needed expanding and improving, But
& point of interest in. relation to the task that has to be tackled in
:Latin America is that.as early as 1950 sixteen States members of the
Economic Commi.ssion for Europe signed a declaration relating to the
construction or reconstruction of a .Eurcpean road network, comprising
22 arterial highways and 50 secondary or approach roads, which the signatories
undertook to build as part of their;own,national.progrémmgs.. In subsequent
years, the European Conference of Ministers of Transport approved several
roads, rail and inland waterway infrastructure programmes of regional
importance, In 1960 and 1961, the Commission of the European Economic
Community submitted recommendations to Governments bearing on a}plan for .

¥

major- railways, highways and navigable waterways of interest to the Community:

3/ One of the Commission's gﬂneral recommendations contained a statement
to the effect that the nelworks had- been constructed in. terms of the
parulcular sconomie requirasments of each individual State and of
verious extra-ecohomic factors, -‘Hence the national networks constituted
. more or less watertight compartments; with defective inter-connexions,
heterogeneous infrastructurs characicristics in frontier areas,
‘deficiencies in the links between the major seaports and the 1ndustrial
areas, and a tendency for the means.of commmication to converge upon
the capital cities or certain industrial centres, which did not take
" sufficient account of the reghirements of a sound reglonal policy.
In the light .of these, observatlons, which may seem surprising at a first
glance, the problems confrontlng the’ Latln Amerlcan countrles 100m
larger still, ot s . o Co

/It should
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It should be pointed out in this connexion that in Latin America the
determination -of the location of indusiries in terms of existing factors
and conditions might consolidate the present structure of the lLatin
American economies and make it difficult to reorient them in the future,
since location decisions relate to the long term and are largely irrevocable,
Hence there would be an imperative need for close co-ordination of industrial
development and transport policies through the common market agencies,

A regional transport network that is satisfactory in respect of its
structure, density and quality may do much to ensure that the less devesloped
countries obtain their fair share of the benefits of integration. Their
position at the present time is partisular unfavourable from the standpoint
of transport. Consequently, in the formulation of a transport policy
directed towards the creation of such a network, the possibilities of
doing harm to these less developed countries must aso be borne in mind,

The improvement or construction of international routes linking such
countries or areas only with others at more advanced stages of development
might in fact expose the former to keener competition from the producer
centres already located in the more highly developed areas or countries.
To obviate this risk, an essential requisite is that the internal transport
networks of the less developed countries should be improved at the same
time, in order to strengthen their potential comparative advantages and
their ability to offer inducements for the location of industries and to
establish new focal points of development. This gozs te show once more
that in the field of transport, too, regional integration is only a single
element -~ although an important one - in the indissoluble whole formed by
national and regional development prcblems,

The foregeing remarks are likewise applicable, mutatis mubandis, to

the region's postal and telecommunications services, since any considerable
intensification of intra-regional trade would be inconceivable without an
optimum network of postal, telephone and telegraph services at the continental
level. ' _

As regards the need to eliminate the obstacles that the transport
system may place in the way of the establishment of the general common

market - partieularly practices in the transport sector which might be
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capable of distorting over-all competitive conditions « and 4h3 necessity
of forming a common market for the transport:. services théimselves, the
first steps that it would be advisable to take inthis direction have .
already been outlined in the context of commitments for the intermediate
;;phase., : . ‘ .
: The commitments that should be studied and prepared in these inter-
dependent. fields with a'view to the longer term, and with the requisite
degree of progressiveness and flexibility, would relate to the following
‘requirements: _ | | '
(i) The progressive readjustment, co-ordination and orientation
~ of national transport. systems and policies in the light of
regional. economic integration needs and objectives;
(i1)  The establishment. of. rules-and principles - as far as possible
standardized, with due ‘regard to the differing characteristics
of -the variocus transport media — for the operation of services,
~ as well as. for tariff rates.and transport conditions in regional
services; -
{iii) -Unrestricted freedom of participation in regional transport
for the enterprises and services of the variocus countries, This
liberalization would bhe effected in progressive stages until
- the final objective was attained, i.e., the constitution of
- a single regional territory within which Latin American transport
- services would operate freely but in conformity with appropriate
" regulations; and
- (Lv) Development of the mercantile marines of the Latin American
countries in the framework of a promotion pclicy based om”
special agreements, in the same way as was suggested for
industries .of regional importance, : o
Such objectives are indubitably ambitious, but as final targets they
seem indispensable for the purposes of a common market, although it is
true that the gradual and staggered implemsntation of the corresponding
measures and commitments calls for long-term studies, :From all points of
view, the introduction of such measures even by degrees would raiss a mumber
of extremely delicale problems.in relation to the progressive harmonization
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of the social, fiscal and technical factors that might affect competition
in regional services among the several means of transport and among the
various countries' enterprises. There are wide disparities between the
Latin American countries in this respect; for example, differences

~ sometimes considerable — in the relative levels of operational costs

are determined nect only by the factors indicated bub also by economie
distortions that influence transport just as they affect the other sectors
of economic activity.

The immense complexity of these problems is clearly evidenced by
the fact that the formulators of the Romz Trealy were also unable to reach
complete agreement on the subject; the provisions of the Treaty do not
precisely determine the content and underlying principles of a common
transport policyoﬁ/

Separate mention must be made of air transporh, which is perhaps one
of the fields of greatest importance for regional integration, since the
over-dispersion of national efforts and the bilateralism that still prewvails
in this means of transport are particularly self-defeating and anti-economic,
Nor has reference been madz, in the review of possible commitments for the
intermediate phase, to those that might be viable or appropriate in this
particular sphere, since from the existing studies no reliable idea can
be formed as to the precise scope of the joint integration and operational
measures, at the regional or area level, that might be put into practice
in the immediate future. In any event, it would be worth while to make
a careful evaluation of the progressive integratiocn possibilities in
respect of regional civil avizsticn, even during the intermediate phase,

Lastly, a basic feature of a common Latin American transport policy
would be the formulation of its possible principles and commitments as

regards the region's relations with other areas, This is of special importance

L/ The programme of action drawn up by the Eurcpean Economic Community
Commission in 1952 in relation to a common transport peolicy is
stil]l under discussion.

/with respect
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with respect to maritime and air-transport;.since; apart from!communications
proper, these ‘media would constitute the continentts links with the outside
world, - As regards maritime transport, at all ewents, it ‘should. be poimted
out that. the report of the meeting of government experts held at Brasilia

in January 1964, and the Charter of Alta Gracia, together with the discussions
and conclusions of. the United Nations Conference on Trade and Dewvelopment,
have laid the foundations and established the guidelines for a common

Latin American policy within the world framswork.

- /Chapter IX



E/CN.12/728
Page 165

Chapter IX

MONETARY AND FPINANCIAL POLICY

The integration process calls for a policy and instruments by means of
which each country!s monetary and financial situation can be adapted to
the requirements of intensive trade and keener competition, and which
will.meet the special needs that are bound to arise in respect of trade
and investment payments and financing,

The pressing necessity of a monetary and financial policy is thrown
into relief by the variety of situations found in Latin America, While
some of the countries of the region enjoy a healthy balance-of-payments
position and internal monetary stability, others are afflicted by chronic
foreign exchange deficits, and have to cope with high rates of inflation,
A1l this creates distortions as between the exchange rates in force and
domestic price levels, which are reflected in varying degrees of over—
valuation or under-valuation of national currencies,

Some apprehension is felt leat these exchange rates, which are
artificially high in relaticn to those of other Latin American countries,
may in many cases constitute a factor even more unfavourable to the
progress of the integration movement than the disparities caused by the
differential tariff treatments applied to third countries in respect of
raw materials, As the tariff barriers between the countries of the
region are gradually lowered, a country which persists in over-valuating
its currency will have difficulty in keeping up its intra-regional exports,
while at the same time it will tend to increase its imporis, Conversely,
an under-valuated currency implies a subsidy for exports and a disincentive
for imports, Corrective measures are not easily brought into play, sincs
the country concerned may be unwilling to revise an exchange rate which
is usually adjusted to serve its interests in relation to the bulk of
its world trade; and the regional imbalance will therefore be likely to
persist,

This state of affairs is almost inevitable as long as the inflationary
processes affecting various Latin American countries remain in operation,
In face of exchange rates which are apt to be rigid, the increases in costs
and prices that inflation brings in its train cause radioal changes in
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the international competitive relationships previously existing within
the framework of intra-regional trade,

Furthermore, a discrepancy between a countryts exchange rate and its
theoretical parity rate with other countries of the region may also emerge
in the case of countries with a high level of internal monetary stability
and a sound aggregate balance~of-payments position, In these latter,
the exchange rate is essentizlly determined by their transactions with
the rest of the world econcmy, and is the one calculated to maintain
over-all balance-of-payments equilibrium, Where export earnings create
a very high capacity to import, it almost naturally follows that the .
value of the national currency, in international terms, tends to be high
in relation to the currencies of countries with balance-of-payments .
difficulties. Thus a gap opens - somestimes widely - between the - exchange
rate required for the maintenance of over-all equilibrium, and the one *
which wpuld correspond to the other Latin American countries! different
price levels, The difference between the two rates of exchange will be
proportional to the disparities in productivity between export activities
and the other economic sectors in the country concerned. The result will
be an artificially high exchange rate with respect to the rest of Latin
America, which will minimize intra-regional sales opportunities for products
other than the traditionsl export lines, Presumably there will be some
danger that, owing to this artificially high rate, countries wherse
productivity is much higher in the traditional export activities than in
the rest of the economy may find their balance of payments with the region
invariably showing a deficit, unless other corrective factors come into-
play or continue to operates . :

This chain of disequilibria unquestionably distorts what ought to be
a steady and growing tfade, and may handicap some countries in the movemen?
towards a common mérket.' The region must therefore take this situation
into account, and expedite the preparatiocn of measures or systems to
counteract it,

Nevertheless, recognition of the danger, and of the need to devise
ways and means of lessening it, should not mean that its implications are
over-estimated or that the integration process is halted or retarded until
the problem has been fully solved. It would be s serious mistake, for~
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éxample, to contend that only when stability has been achieved, and
realistic exchange rates, consistent with a break-even level for all the
countries of the region, have been ‘established, can progress be made in
implementing liberalization cormitments, Such an attitude might vitiate
and inhibit the integration movement, which is just what could, through
competition and tie solution of balance-of-payments problems at the
regional level, effectively help to overcome the difficulties deriving
from inflation and external disequilibria,

Hitﬁerto, it has not really been possible to verify the scope of the
distortions in practice; nor has a reliable method yet been established
for defining or measuring the extent to which the currency is over-priced
or under-valuated, or the ratios between exchange distortions and rates
of inflation, First and foremost, the problem calls for much more carefully
prepared and systematic studies and investigations than have been carried
out so far,

It is safe to say that while the studies in question are being under—
taken, and until permanent and specific solutions are discovered, the
commitments suggested in the present document as means of furthering the
integration process tacitly imply sufficient correctives to prevent
serious trade disequilibria from arising in the course of the next few
years as the result of exchange distorticon, In the first place, there
are the margins of protection which will still remain in force after five
years, and even aftér the ten years corre5ponding t0 the next phase,
Secondly, one of the sssential aims of the principle of reciprocity will
be to avert or remedy marked imbalances in trade flows, Thirdly, the
proposed regional institutions will be responsible for enguring thawn
countries which have to cope with specially difficult situations (and a
serious distortion would be a case in point)} can state their problem and
secure appropriate solutions,

Again, the faclt that the distortion problem can be partly solved by
means of indirect measures during the forthecoming phase makes no difference
to the above-mentioned necessity of devising direct and permanent basic
solutions., The most decisive and constructive of these consists in the
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gradual approach to: internal. financial and monetary equlllbrlum in all
the countries of the region, This objective is unlikely to be attalnable
over the short term, in view of the formidable dlfflcultles whlch some of
the Latin American countries are at present encounterlng in the financlal
1eld, But, at all evenis, the endegvour .to adopt and mplement g
stabilization policies will lead, little by little, to a more hopeful
situstion in this respect, -

An essential requisite for the purpose is the establlshment of.
contacts among leading Latin American financiers, and, in partlcular, the :
Presidents and other senior officials,of the central hanks.c Such contacts,
besides helpihg to elucidate and define the real characterlstlcs and scope
of the distortions, may be econducive to the adoption. of realistic exchange
rates calculated to prevent them, while at the same tlma an effort can be
made to contribute to the studies, attitudes and declsions 11keky to
promote the attainment of integration objectives. ' o

The proposals now being broached, to the effect that Dlroctors of
central bafiks should meet at regular and frequent.;ntervals,.w;th a view
to the study and solution of distortion problems, constitute a deciéive
step forward, . . _ o ;: ‘-

Consideration might also be given to other expedients, There has
been some discussion, for example, of the possibiliﬁy.ofdostablishing a
gystem of compensatory rates, which could be applied by a country vhose
exchange rate was artificially high, subject to given conditions and
characteristies, Such a system might help to stabilize intra~regional
trade balances, inasmuch as; it would discourage imports. Another formla
that some experts have cutlined consists in the establishments of ad hoc
exchange rates among Latin American currencies, which might differ from

‘those in force for the:rest of the world, and would be determined in the
light of the corresponding internal terms of trade,

Both these procedures, however, call for very detailed analyoes which
have not yet been carried out, so that for the moment it is ‘difficult to
put them forward in concrete terms, . , |

- In addition to:the problem of exchange dlstortlons, another and more
universal difficulty is the shortage of foreign exchange under which almost
all the lLatin American countries labour, &n instrument that would facilitate
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jintra~regional trade payments and would thereby encourage transactions
would be one means of mitigating the effects of this shortage and
spurring on the integration process,

One of the possibilities that has been discussed of late, with
steadily increasing regional unanimity and international approval, consists
in a nunber of variants of the compensatory payments system; based on
multilateral credits, and aimed at reducing the need for the direct and
invariable use of hard currencies in all intra-regional trade transaclions,

The characteristics of a satisfactory system to facilitate inter-
Latin American payments have been considered in specialized studies
carried out by the central banks and by such instituticns as IDB and
CEMLA, apart from the efforts made in the same direction by ALALC and
ECLA. It seems unnecessary, in a general document like this, to set oub
the various technical altermatives in detail, But what is important is
to stress the desirability of a decision on the part of financial authorities
in Latin America to form, at the earliest possible date, a regional
payments union, understood as a system of compensatory payments, combined
with ¢redit margins, for intra-regional trade. Naturally, balances not
coverad by the credits would have to be settled in gold or convertible
currencies, By means of such a payments union proper attention to each
individual country!s exchange problems could be ensured, and the need to
co~ordinate exchange policies and sysiems could be met,

Another very interesting prospsct relates to the creation of a
common reserves fund, which has already been the subject of preliminary
discussion among representatives of the central tanks of several Latin
American countries, Thes constitution of such a fund would permit much
more rational utilization of the reserves maintained by all the countries
at the present time, The effects of the seasonal nature of each individval
country's exports would be minimized, and the fund might constitute a2
special sourze of short-term credit to relieve the temporary difficulties
of particular central banks, besides serving to guarantee loans from other
sources, This idea, which may have far-reaching repercussions, is being
actively elaborated,

To sum up, Latin America should consider the following possible lines
of action in relation to its regional monetary and financial policy:
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(1) Stress must be laid on the importance of continued study of
the problem of monetary distortions, in search of specific solutions
appliégﬁié”ihfthosé”phases of the integration process when the levels,
of protection $till mainteined will not be enough to compensate the -
effects of the distortions in question, The assumption of the commitments
proposed for the new phase, however, must not be conditional upon the
o dissppearance of these distortiond, so long as provision- is made for the
tariff levels to be kept high enough to offset the risks which the
distertions entail, and inasmich as in any case the application of the.
principle of reciprocity would also operate as a corrective; :

(2) Not enly in order to further the attainment of equllibrlum in
intra-regional trade, but also to enable due advantage to be taken of the
opportunities opened up by the over<all tariff reduction process.and
spééific»réquirements of regional investment policy to:be met, permanent
“instruments will have to be established which, at the highest level, will
be respongible for co-ordinating the monetary and exchange policies of the
Latin American countries, To6 procure this co-ordination will be one of
the principal functions of the new institutional system;

(3) It is also a matter of urgency for the common agencies to
expedite the adoption of the following regional measures, which, among
others, will be indispensable if the eopportunities offered by the
integration process are to be intensively exploited: A

(a) Bstablishment of a regional payments system to facilitate
transactions, reduce the need to use hard currencies and
bring down the cost of strictly financial operations in intere
Latin American trade, at the gsame time providing such

- reciprocal credit as may be appropriate and necessary;

(b) Study of the possibility of creating.a common reserves fund,
to be drawn upon in accordance with regional criterdaj

{c) Expansion of the export financing systems that IDB has

o already launched for some products;

(d) Organization and intensification of suitable liaison, arrange-
ments among commereial banks in Latin Jmerica, so that trade
operations can be facilitated to the ulmost possible extentj

(e) Organization of a regional system of insurance and reinsurance,

- as a'means of avoiding the heavy disbursements of hard
currencies at present made under these heads; and

(f) Study of the organization of a Latin American stock exchange,
with a view to channelling the capital market on regional lines,
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Chapter X

THE INSTITUTIONAL STRUCTURE

The establishment of community institutions that are effective and
adequate to the task is an important condition of the integration precess,
The obligations entailed by integration cannot all be foreseen and flxed
in advance in final form. The search for a common trade policy, the
formulation and puiting into practice of a regional investment policy,
and the co-ordination of financial and monetary policies, all call for
a great capacity to adapt to changing circumstances. Hence there must
be community institutions empowered to deal effectively with such
circumétances, since otherwise the process will be in serious danger
of coming to a halt, despite apparent activity that is, however, not
translated into deeds or positive achievements, _

‘Latin American integration cannot make any satisfactory progress
unless it has strong institutions appropriate to a new stage at which
efforts must be made not only in the field of trade, but also in such
other areas as sectoral industrial complementarity agreements, which are
the warp and woof of real integration. In a region like Latin America
economic development cannot be expected to result from automatic economic
forces. The institutional basis of integration mist be as well organigzed,
if not more so, as in the developed areas, which also need an institutional
structure capable of providing the essential politiecal impetus, within
the framework of a great regional concept formulated by an organ which
meets the needs of the community. :

Although national Governments will, of course, reserve the right to
formulate their own economic policies, participation in a common market
will oblige them to bring these policies into line with the interests,
of the region and to consider the views of the other countries, In addition
the freedom of the market needs to be supplemented by a planned development
policy, both at the regional level and within each country, since freedom
of trade can and should go hand in hand with the pursuit of economic and
social aims, Some of those aims will form part of the common purpouse of
integrated development, while cthers will continue to be the responsibility
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of the individual countries, since all will continue to make their own
efforts, decide on the social policies that suit them and encourage the
sectors of production that they consider most promising., All this involves
. the co-ordination of national development policies, and the establishment
of commnnlty institutions responsible for this task, |
The instltutlonal structure should reflect a balance betwean the
national 1nterests of the individual countries and the common interests
of Latin America. - It would not work, for example, if it consisted only
of an organ at a high political level without a technical body to voice
the interests of the community. Such a lack of institﬁtional balancé‘
could hamper, weakéh and even briné to & halt the whols process of integration,
What is proposed is not a pélitical integration but the establishment
of community institutions that are more independent, and havénmpre.ffeedom
and scope for action, than the existing ALALC organs,'but would at the
same time have the same Latin American character as those organs, without
prejudice to any co—opefation that might be received ffom inferhﬂmerican
or international institutions, :
: At the first stage of integratioﬁ the community'institutions.should
fulfil specific practical purposes, including the following: .
(2) In many cases, before establishing how the new abreenents yould be
~applied, or proposing solutions for particular problems for the countries
,ié:decide on, it would be-necessary to make evaluations based on an
objective study of the facts, This objective evaluation could not be
sqkﬁdtted to an agency concerned mainly with negotiations based on
feciprocal concessions, .
(b) As integration progresses the need will arise for new obligations to
be assumed in fields or respects not covered in the initiai agreemeints,
If the continﬁity of the integration process is to be preserved, there must
be an 1nst1tut10n that can.fbrmulate and study new agreements from the
standp01nt of the interests of the communlty, and subsecuently'suhmlt them
to the Govermments. Suca an institution could make specific recommendations
on the basié of which the Governments could negotiate.
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(¢) Tn addition, it is essential to have agencies to promote and
encourage actively, and on a continuing basis, the full and prompt
exploitation of the new trade and development opportunities provided
by the agreements signed.
(d) [ILastly, there must be a high-level organ than can adopt decisions
relating to the execution of the agreements concluded, and propose
amendments to the Goverrments,

To fulfil these functions, the community organs should be:

1, The Council

2, The Board

3+ An agency to promote investment

4o A comnitiee of entreprensurs and workers

5. The parliamentary assembly

6. Ad hoc arbitration tribunals,

l, The Council

The Latin American community should have a high-level political
organ, the Council, which would be responsible for taking the decisions
required for the progress of integration., It would not only supervise
the satisfactory fulfilment of the agrements signed, but above all it
wouvld decide on the new agreements that would be needed to promote
integration, ith an organ of this nature the intesration process
would be under the immediate and contimued supervision of the Goverrments
concerned, through their Ministers for Foreign Affairs or other Ministers
who would take their place when certain special subiscts were considered,
The Ministers, by virtue of their posts, would have direct access to the
head of State, Congress and the parliamentary ccnmittees., This would
make government action in support of integration much more rapid and
effective,

The Council would consist of representatives of the various countries,
and conseguently, aithough it would be a community organ, it weuld also
provide expression for national interests, within the context of the aims
of Latin American solidarity, It would be a linisterial organ, consisting
of the Ministers for Foreign Affairs of all the member countries, who could
be accompanied, and in some cases repladed, by other Ministers with
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jurisdiction over any special questions that might come up., The Council
would be the highest organ of the community, and would meet at least twice

a year, or more often if necessary, - In any case the Ministers_fop Foreign
Affairs would be represented by alternates to deal ﬁdﬁh the_dayato-daj
problems of the Association, If the Council's operational requireﬁents made
it necessary, esch country could appoint a speciai Minister in charge of
integration affairs, , _ ‘_ | _

The Council would have the following basic powers in relstion to the
integration process: , :

(a) To decide on any formulas for advencing the process of tariff
reduction submitted to it by the Board that would reguire the adoption of
new agreements, .

(b) To take a decision on the regional investment policy formulated
by the Board. _ _

(¢} To take decisions on the financial, monetary and payments policy,

(d) To take decisions on a policy covering cultural matters and
questions of scientific and technical development,

(e) To rule on all questions submitted to it for decision by the Board.

() To adopt a1l the decisions and provisions necessary for the
fulfilment of the agreements concluded,

(g) To decide on programmes of future action,

" (h) To represent the Association in dealings with third countries,
and international asgencies or bodies, on questions of community interest,
The Council would alsc represent the community in signing contracts and
other documents of public and private law, o

(i) To elect s for a period of one year, a President and two
Vice~Presidents,

(j) To elect the members of the Board,

(k) To approve the Association's amnual budget, -

The decisions and resolutions of the Council should be adopted
unanimously, but could be reached by a simple majority in the following
cases: :

(a) I deciding on requests for exception to the rules in force, in
the Iight of the Board!s recommendations, If the Council does not teke a
decision within a certain period, the applicant country may act in accordance
with the Board's recommendation until the next meeting of the Council, when
the Council would have to take a final decision,

/(b) In
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(b) In dealing with disputes between Contracting Parties arising out
of the application of the agreements. The Council would have a specific
time-1imit for deciding on any question submitted to it, and if this period
expires before a decision is taken, the Parties can apply to the arbitration
tribunal for a decision on the question, Similarly, the parties can appeal
to the tribunal against decisions of the Council,

The Council would be empowered to establish technical committees
camposed of goverrment officials to advise the Board in particular fields
in order to facilitate its work and expedite its decisions.

2, The Board

Experience in Iatin America and in other countries shows that it is
essential to have an organ that represents the interests of the community
and encourages the integration process, with powers tc make studies amd
propose action with complete freedom from any kind of limitation, This organ,
that could be known as the Board, would be the prime mover of integration,
The interests of the community can only find expression in a collegiate body
on which all members have the same standing, The same purpose cannot be
fully achieved by means of a secretariat, however broad its powers, since
it would necessarily consist of a subordinate technical body and a single
chief who would be finally responsible for establishing the ruling principles,
In the Board, on the contrary, the exchange of views would take place between
members with absolutely equal rights and powers, If agreement could not be
reached, the divergent views should be reconciled in a form that genuinely
reflects the interests of the comnmunity,

The Board would essentially represent the interests of the community,
but it would not be a supranational authority, since it would not impose any
new obligations on the Parties, However, in expressing the interests of the
community, it would adopt a supranational approach, The Board would consist
of a few persons appointed by the Council on the basis of their general
suitability. The members would be elected for specific periods, and they
could be reappointed for cone or more additional periods, They would elect
a Chairman for the same number of years as their own period of office, The
Board would have its own technical services and secretariat,
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.. The Board -should include representatives ‘of the various groups of
countries- that can be distinguished from the standpoint of level of develnp—
ment, and only nationals of members states could be ap01nted. The members
of the Board would act with complete independence, without seeklng or
accepting instructions from any Goverrment or from any national or 1nternational
organization, The members of the Board should refrain from any attitude
incompatible with their position as representatives of the community. The
Contracting Parties, for their part, would refrain from seeking to influenée
the members in the discharge of their responsibilities, The Board would take
decisions by a simple majority.

It is believed that only a body composed of persons of high reputation
in Latin America would havé the necessary authorlty to fulfil the basic
function of representlng the community interest both present and future,
of the Parties.

The Board would have the following functlons.

(a) A supervisory function, in watching over the faithful and strict
fulfilment of the agreements concluded and of decls1ons adopted by the
Council and the tribunal, .

{(v) The dynamic function of proposing projects, programmes or
provisions to the Council, and fbrmulating any recommendations it deems.
‘desireble for the better fulfilment of the agreements and for the conclusion
of new agreements, In this connexion, in the lighf oi the general aims of
integration, the Board would undertake to carry out certain spécific‘
activities such as the following:

(i) Formulating and submitting for the approval of the Council a

' regional investment policy, and promoting its implementation..

" This function would include seeking to achieve a suitable |
balance of the advantages resulting from integration;,as between .

-‘all:meMberlééunfries, and hence special attention to the needs
‘of the reletively less developed countries.,

(ii) Submitting %o the Council, for its approval, programmes, neasures

and provisions in the field of trade policy aimed at facilitating
and'accelerating'integratioﬁ.

/{iii) Submitting
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(iil) Submitting programmes and measures to reconcile the trade and
tariff policies of the member countries with respect to third
countries,

(iv) Proposing to the Council the bases for a common agricultural
policy,

(v) Formulating and proposing to the Council a cultural and
educational policy, and promoting its implementation,

(vi) Studying how far the discrepencies in other national policies
(for example, in the monetary, social and tax fields) are,
important factors in distorting the compstitive situation,
and proposing measures to deal with them,

(vii) Proposing to the Cowncil projects aimed at avoiding the
harmful effects of the lack of uniformity in national
legislation, for example, those relating to the treatment
of foreign investment,

(viii) Submitting an annual report on the progress of integration,
and on the measurss that should be adopted to encourage and
support integration,

(e) A promotional function in furthering economic development
within the framework of the regional investment policy., For this purpose
the Board would wmdertake:

(1) To encourage sectoral complementarity agresmente and projects
for the establishment of new industrics as & joint operation
by several countries. Such projects wpuld cover not only
manufacturing, but also infrastructurs, especially.transport
and the supply of electric power between countries, For the
less advanced countries the Board should work out aund support
develorment projects in the strict sense.

(i) To encourage programmes for the reconversion of industrial and
agricultural activities, or forr the modernization and renewal
of machinery in undertakings or sectors adversely affected by
the removal of barriers te imports,

(iii) To study specific projects prepared by the investment promotion
agency.

/{d) A



E/CN,12/728 - . -
Page 178 ..

~ (4) ‘A co-ordinating function, by virtue of which the Board would
“"aet as & Iink betveen national agencies.for the planning and promotion
of development, and would facilitate and encourage the consideration,
and pfdﬁota the complementarity, of projects of common interest to several
countries, )

(e} ‘An evaluating function, in .determining and considering the

facts on which are based requests for exepption from the general rules
~in forﬁe; and in making recommendations -on how such requests shall be
dealt with, - : N o

(£) A conciliatory function, in relation to disputes that may
arise from the application of the agreements, through the recommendation
of solutions. . : |

The Board would be empowered to establish committees to deal with
specific subjects, such as trade questions, The Board should encourage
meetings between the Central Banks of the member countries with a view
to establishing the principle of co~ordination between monetary, credit
and exchange policies, ‘

The Board could play an important part in solving the many problems
that arise from the participation of foreign capitsl in the integration
process, In general foreign enterprises would have more funds and easier
access to sources of finance. Hence they would be at an advantage in
participating in multinational projects. The fear of the financial,
technical and administrative superiority of such enterprises might lead
to resistance and hamper the conclusion of certain agreements, Consequently
the basic activities of the Board should include the promotion of the right
eonditions to enable Latin American enterprise to take full advantage of the
benefits of integration, and in particular of sectoral complementarity
agreenents, 2nd to compete with foreign enterprises, or associate with

" them on terms of real equality. This kind of support may take various
forms, VUWhen deciding on formulas for sectoral integration or multinational
projects the Board should take into account the position of the existing
Latin American enterprises and the interests of Latin American investors,

'in order to ensure that they can make-full use of the new opportunities,

/For this
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For this purpose the Board could take part in joint efforts to convinhce
" Governments of the need to co-operate in establishing a given system of
tax or tariff incentives, ’

The safeguarding and promotion of Latin American interests in an
enterprise would be considerably facilitated if a Latin American community
agency could acquire shares and hold them temporarily. The agency could
acquire temporarily whatever shares reserved for private subscription
were not subscribed and paid for, and could later make them availsble
to the public again. The national development agencies could acquire
part of whatever shares the community agency ecould retain. Some
proportion would have to be established between the shares to be sold in
the country where the industry would have its headquarters, and the
volume of shares to be offered to the other Latin American countries,
as well as the total that could be subscribed by investors outside the
region., By empowering the commnity agency to acquire shares, the danger
would be avoided that, because of the fear of private investors of running
certain risks, Latin America would be unable to establish the enterprises
or undsriake the activities needed for integration. A system that would
thus safeguard the integration process would effectively protect the real
interests of latin America, ,

A balance and harmony between strictly national interests and the
interests of the latin American community could be achived through an
exchange of views and through the functional relation between the Council
and the Board. The existence of the Board, with its dynamic and
promotional functions,'will permit the systematic and serious study of
long-term problems and the establishment from the outset of the bases
that would allcw an extension of the agreements concerned at the subsequent

stages,

3¢ The investment promotion agency

Integration does not automatically achieve the reduction or abolition
of obstacles to trade between nations, but is the fruit of a great collective
effort in the field of investment and of production in general, with a view
to taking full advantage of the new opportunities offered by a broader

/market, Hence
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market, Hence there must be a promotional machinéry;to<préuide~anf Do
active stimulius to investment through the preparation of $pecific - -
projects, which should be conceived within the general: frame of
reference afforded by the regional investment policy formulated by

the Board and approved by the Council, '

Theé agency in question should be established by an agreement
betiieen the Board and the Inter—American Development Bank (IDB). - This -
agreement woitid lay down the Agency's terms of reference, which. should
include - ‘serving the interests of the Latin American community in
accordance with thie" géneral principles and directives established by ..

-the Board, - IDB would provide the Agency with the funds needed to

begin and continwe its activities and to meet, inter alia, preinvestment
costs. - The Agency would be directed and administered by a governing
council on which the Board.and IDB would be’ represented, and to which.
only nationals of member countries of the Latin American economic

' community - could be appointed.:.The. Agency would carry out the regional

- investment policy by translating it into specific projects. Although -

-the initiative in preparing stich projects. could come from the Board, the

- member countries or the Agency, the latter would be responsible.for making
the necessary studies and conducting the discussions and:consultations.
with the authorities and entrepreneurs of the countries concerned until
the technical and economic aspects of the project took final shape, In

- discharging its functions the Agency would have the assistance of technical
advisers and the co-operation of other institutions such as ECLA, the-
Latin American:' Institute for Economic and Social Flamning, ete, The Board
would examine all the projects prepared by the Agency, whatever their .
prior origin, and would verify that they were in line with integration-
aims, the regional investment policy, and trade poliecy, and the directives
laid down by the Board 1tself and by the Counc1l. The Board would then

7 proceed with the promotlon and negotlatlon of the pro;ects.

o The AgencJ would act Bpec1flcally in relatlon to the follow1ng°

(a) The preparatlon of draft projects of sectoral agreements-"

(b), .The adv131n0 of countrleS'and of the Board in the negotlatlon of

" such agreementsvsx‘ S o e AR B
/{ec) The
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{(¢) The execution of particular aspects of sectoral agreements, when
the Board so requests, in particular those relating to technical
assistance; :

(d} Advice to the Board to ensure the correct functioning of the
sectoral agreements and the fulfilment of the obligations they
involve, -

With respect to the special support that should be given to Latin
American enterprise, the functions of the Agency may be of particular
importance., Thus, for example, it could provide Latin American investors
with technical assistance to enabie them to take advantage of the
opportunities opened up by the process of integration, and could
co-operate with existing latin American industry in improving its

production conditions and competitive footing,

4o The committee of entrepreneurs and workers

This organ would provide expression for national economic forces,
in particular entrepreneurs and workers, In co-operation with the Board,
the Committee would assist in clarifying and d=fining the region's
problems and interests, It would consist of a given number of representatives
of the entrepreneurs and workers of each of the Contracting Parties, and
its members would be appointed by the various Governments for a given
period, and could be re-elected,
The Committee would be of an advisory nature, and would meet in
plenary session twice a year, although at the request of the Board it could

appoint advisory committees on a temporary basis for special problems.

5 The parliamentery assembly

The Latin American parliamentary assembly would consish of
representatives of the Congresses of each of the member countries, This
body could perform a valuable task in that it would permit the estzblishment
of a group of persons who would act in their respective national
parliaments on the basis of a direct and detailed knowledge of integration
problems.

/Its functions
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. Its functions would include submitting to the Board projects for
the unifying of national legislation in fields:where the existence of
provisions that conflict, or are not sufficiently consistent, hampers
trade and integration. The Assenbly would receive the Board's anmal
report.

The legislators of the various countries have already given
evidence of their desire: for such a development by meeting in Lima in
December 1964 and establising the latin American Parliament. If it were
thought advisable, this Parliament could be 1ncorporated 1nto the proposed
new institutional structure,’ - '

6. The ad hoc ibratio ribl

No tribunal would exist és a permanent organ, but one would
be established every time it pfoved necessary.

In each case the tribunal would consist of members of different
nations appointed by lot from a five-member panel submitted by each
country. It would be competent to deal, in the first instance or on
appeal, with complaints relating to non-complisnce by one of the Parties
with agreements or obligations entered into under the Treaty, or other
instruments deriving from the Treaty. If the country affected by the |
veridict does not comply with it, the complainant would be able to adopt |
vhatever compensatory measures the tribun2l considers appropriate for o
restoring the balance of advantage,

The tribunal could serve as the legal advisory body to the other
community institutions, ' o

/Chapter xf
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Chapter XI

ALALC AND THE NEW COMMITMENTS

The new comzitments herald the beginning of eanother stage in the
evolution of the Montevideo Treaty. Consequently they represent a necessary
improvement upon the existing system rather than the creation of a different
systema

In the preamble to the Treaty, the Contracting Parties state their
determination "to persevere in their efforts to establish, gradually and
progressively, a Latin American common market®, In other words, they
recognize that a common market has to be reached by successive stages, at
each of which certain work is done, the accomplishments of the preceding
stage are consclidated and Latin America is brought a step nearer to a
common market and the integration of its economies,

As indicated in chapter IT, ALALC!'s activities have had far-reaching
results in terms of the number of concessions granted, the reversal of the
downward movement that had brought intra-trade to very low levels and the
more than satisfactory fulfilment of its basic tariff reduction conmitments,
Moreover, ALALC has made Latin America generally aware of the vital role
that integration can play in developing the economy and raising the levels
of material and cultural welfare, This awareness, which has become equally
widespread among entrepreneurs, Government circles and the public in general,
provides the social and political background to the new commitments in
default of which it would hardly be possible even to visualize the fulfilment
of other stages of improvement and progress in the integrabtion movement,

When new obligations and nrocedures are evolved for satisfying the aim
of the Contracting Parties to advance progressively towards the establisiment
of 2 Latin American common mearket, the criteria and methods adopted should
be those indicated in the Treaty itself. At the same time the new
commitments should be a true and faithful reflection of the demands of the
new stage in so far as they should expedite, invigorate and strengbhen the
process of integration while creating more favourable conditicns for a
common markete. In Article 54 of the Treaty, the Contracting Parties undertake

Jto make
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to make every effort to direct their policies with a view to the creation
of such conditions, Article 61 provides that on the expiry of the twelve-
year term starting on the date of entry into force of the Treaty, the
Contracting Parties shall study the results of its mplementat.lon and
~dipitiate negotiations w:l.th a view to fulfilling the purposes of the

- Treaty more effectively and, if des:.rable, adapting it to a new stage of
economic integration. The fact that this examination must be carried out
without fail at that time does not prevent the Contra,ct:.ng Parties fram
proceeding to do so earlier, if they deem 1t expedient.

This imper:.ous need is the outcome of t.he different factors and
circumstances that have been analysed in the course of the present document,
The Montevideo Treaty exp_ressly states the form in which amendments are
to be coucheds On Article 60 it is specified that such amendments should
be set out in protocols that would enter into force upon ratification by
all the Contracting. Parties and after the corresponding instruments have
been deposited with the Goverment of Uruguay. This procedure might also
be adopted for the new commitments since this would comply with the spirit
~ and letter of the Treaty and ab the same time manifest the continuity of
Latin America'ls effor’gé to bring about the establislinent of a common market
and integration. ) -

This element of continuity should not be limited to the formal or
legal aspects of the development of ALALC!s present system; it must become
part of its basig achievements and of the utilization of the abilities and
experience which, at every level, have made such é.chieveménts possible,

The Montevideo Treaty.not only provides for ‘the gradual and progressa.ve
fuli‘:l.lment of the commitments directed towards the establisrnnent of a common
‘market, but aims at the incorporation of all the Lat.m American countries
into that market. There is also a practical reason for redoubling the
efforts made to ensure that the new commitmgnt‘é form the basis for an ,
understanding into which all the countries of the region can emter, In fact,
the greater the progress made towards a ¢ ommon ;:narket, the gzjeater the"
concessions agreed upon by the member countries of ALALGC, This undoubtedly
militates against. the accession of new members which would probably be

/expected to
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expected to reciprocate all previous concessions granted, For this
reason, every effort should be uade to bring into the Association those
countries that have so far not joined, The way to accomplish this has
been set forth in Article 58 of the Treaty. The Central American
countries:are in a different situation because they already form a separate
system, and are bound by the Treaty of Managua not to accede unilaterally
to new treaties that might affect the principles of Central American
economic integration, Suitable conditions would have to be created to
enable these couniries to join the Association as a single unit. The
coalition of the two systems would entail separate negotiations and
formulas, but would in no way prejudice the past achievemenits of the
Central American community or the future course of integration in that

ared.






