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Chapter I

TI% THPACT OF THE INTERNATIONAL SITUATION ON THE
EXTERNAL SECTOR ‘ .

A. CENT DEVELOFIENTS IN THE BALANCE OF PAYMENTS

1. Exférﬁq&;&z@ﬁg

In tho economic history of Latin America, 1972-1974 will
possibly be remembered for a combination of circumstantial and
structural features, which together were the cause of particularly
favourable cevelopments in external trade. Events occurring during
this period clearly characterize the first half of the 1970s.

Beginning with events in countries which are not exporters
of petroleun, there was a sharp incréase in the value of exports
as from 1972; this remained at more than 30 per cent annually for
the next two years and reached aﬁ annual average of 21.2 per cent
from 1970 to 1974 inclusive.

If the importance of this growth is to be correctly appraised,
mention éhould be made of g few facts. = The traditional growth of
the export quantum 6id not increase, and was only mocderate, with
the result that this very large increass in the value of exports
was mainly a result of the boom in the prices of raw materials.
Latin America's exports had not had such an increase in value since
the price rises recorded during the years of the Xorean War
(1950-1951), nor indeed had the prices of primary products improved
s0 much and so rapidly, except in 2 few limited and transient
instances. The inecrease in export prices was the precursor of
the increasse in imports in 1972 and 1973. During the second half
of 1974, hovever, the prices of various important raw materials began
to drop, apparently bringing an end to the period of generalized

price increases in these vroducts (sece table 1).

/Table 1



Tebla 1

23 COUNTALIS @ LATIH ALRICAr ANMAL 7.0787108 1K EXPURTS LND TMPORIS

(voruontazes)
Exports - Imports Purchasing
Qusrtum valt Value Sunnbun tnit Valuo power of
pricas o prieccs axports
19601970 4.6 1.1 5.8 k.9 1.3 6e3 4.4
1970-1974 2.9 26.5 9002 12.5 4.5 28.8 1347
1971 0.0 3.7 37 669 k.3 11.5 ~0.6
1972 4.8 12,7 18.2 8.2 5.8 m.3 1.7
1573 72 3049 ho.1 10.7 18.2 30.9 18.5
1974 0.0 67 o4 6748 25,1 31.9 €5.0 2649
Potsoloum~exporting countries
(Venozucla, Bolivie, Ecurdor and Trinidad ord Tobago)
1960‘1970 l+.0 *res "3 3.2 [ E R ane LN 3
1570-1974 =240 5003 47.3 %1 .2 124,86 2740
1971 . 2l 17.3 8.1 66 15.2 1040
1972 «047 14,5 13,7 9.5 5el 15,1 8e3
1973 746 54.8 4.0 243 1607 19.5 2l ,2
1974 -Gt 186.6 16245 1742 3044 2.8 101.3
19 aon-petroleun-oxporting countries
1960-1570 k.7 ave .ea 4.9 see .es -
19701974 4.6 15,9 21.2 13.2 H.6 29.7 548
1971 1.9 246 ~0.7 6.6 3.9 10.5 4.2
7] 6alt 12.6 19.8 7.8 60 4.3 13.0
1973 7.0 28.8 37.8 12.7 18.7 33.8 1641
197k 3.1 26.0 31.9 269 32.3 67.8 =0e3
Large countries
(irzenting, Brazil, Mexico)
19601970 Ge2 Le0
1970-1574 5.0 18.8 124.% 1745 151 35.2 8.3
1971 1.4 1.8 2 847 4,0 13.0 )
1972 7.1 18.1 2644 12.8 6.3 19.9 1849
1973 W.2 2649 Lk,9 17,2 1943 39.8 214
1974 =le9 30.5 28.0 3246 3340 %643 w3aB
Medium~sized sountiriss
{Colombin, Chils, Peru)
1960-1970 3.l ko9
1970-197% 53 a7 15.5 73 14a1 22,4 1.2
1971 2.3 =133 -11.3 5.8 3.1 9.1 =1%.0
1572 27 2.5 5.3 1ol 599 7s1 wla6
1973 w2l 41,2 37.8 4.8 18.7 240 16,1
1974 19.9 15,1 35.4 18.2 309 54.8 Ge7
] Contral Amerienn Common Market
(Costa Rien, Bl Sclvader, Guatem~la, Hondurass Wicaragua)
19601970 8.3 8.8
1970-1597k 5.3 11.3 .2 8.8 13.9 23.9 2.9
1371 Sef -149 1.6 206 3.8 [ A «2el
1972 12,2 8.0 21.2 alof 6.8 5.1 13.5
197 1.9 20.9 23.2 13.3 18.2 33e9 4,2
197 349 2040 2.6 2266 2843 7.4 229
Snmnll eountrics, malnly exportars of sugar
{Dominican Republic, Jomricay Guysna, Barbados)
198601570
1970=1974 4,1 18.8 23°K 5.5 1240 18.2 10.4
13;1 65 0ol 6o 3.0 Be 6.1 340
1972 1.2 6o 18.3 7.8 2.9 10.%7 15.2
1973 =0u2 13.5 13.3 2.8 1349 17.1 «045
1974 -0.7 45,0 63.9 8.7 3043 hl.6 25.8
Remaining countries
(Haiti, Panama, Peraguay, Uruguoy)
1360-1970
19701574 ~1.8 2045 18.3 7.1 17 22.8 341
19 1 -re 2!3 -‘292 3.1 l“'l 7!2 -6.D
1972 ~1.3 16.6 15.0 wla2 La2 2.3 10.4
157 ~2+3 524 29,4 6.7 16.6 2l 11,0
197 09 Sk, 2 954 2049 36.8 6503 =10

Sourge: ECLA, on the basis of ufficial statisties for external trade. &n cstimate was wade for 1974
/During the



During the first half of 197% the prices of some tropical
products and others from the temperate zoné began to fall, although
the favoursble situation in the prices of sugar, vegetable oils and
cereals continued. This price trend was closely 1inkedlto_the
results of agricultural:output in the world during 197%; although
supply began to exceed cemand in some cases, in others the deficit
in‘output anc in the accumulation of reserves to cope with surplus
demand persisted. The decline in the prices of agricultural raw
materials became sharper and more generalizéd from the third quarter
onwards and. a spectacular drop in metal prices commenced, both of
these influenced by the decline in the rate of growth of the developecd
countries and the lack of stimulus ziven £o accumulating stocks as
a result of the increase in interest rates and the application of
restrictive policies in the c¢ountries.

At fhe same time, the experience of the petroleuﬁ-exporting
countries which took concerted action to increase considerably the
prices of this product in real terms in a continuing form, was a
precedent which was not automatically extended to other primary
commodities, but gave rise to some important actioﬁ being taken to
defend exPort'eafnings from some raw maferials, The importance of
such experiences lies in their.contribution to change in the basic
system of trade relafiéns of the Latin American countries with the
exterior; through the depressed prices of raw materials, which have
not servecd to increase the export quaﬁtym of such products to any
great extent, the Latin American countries have traditionally
experienced the effects of an important factor which limits their
development. An adequate use of their bargaining power through
concerted action could bring a considerable improvement in this
past state of affairs.

The unit prices of the imports of countries which do not
export petroleuin, which increased at a very moderate annual rate
during the 1960s, underwent a very considerable increase in the 1970s;
although the increasze lagged behind expdrt prices for two years, the

growth of imvorts speeded up in 1974 while the prices of many important

/exports began



exports began to decline. Thus, during the period 1970-1974, the
annual average increase in import prices was 14.6 per cent, similar
to that of exmorts; this increase, however, continued up to the end
of 197k owing to the process of world inflation, and showed prospacts
of continuing at least imto 1975 and 1976, as will be seen below.

As Tar as the volume of external trade was concermned, the
exports of these countries which do not export petroleum increased
at the relatively modest annual rate of 4.6 per cent during the
period 1970-1974, as was the case over the last fifteen years; this
rate was even lower in 1974, when the average only reached 3.1 per
cent. The import quantum, however, has been growing since the
beginning of the present descade st increasingly high rates; the volume
of imports increased to 13.2 per cent annually on average during the
years 1970 to 1974 and its annusl rate in 1974 was 26.9 per cent.

The bloc!z in the volume of exports from non-petroleum-exporting
countries in 197. was a result of the decreases recorded in the exports
from Argentina, Brazil, Honduras, the Dominican DRepublic and Paraguay
which were offset by increases in the remaining countries, in
particular those resulting from the reactivation of Chilean and
Peruvian erports. The decline in the volume of Argentina's exports
was caused by the drop in its meat sales. mainly as a result of the
closure of the markets of the Zuropean Economic Community (EEC), and
wool exports partially offset by other exports (cereals and
manufactures). In Bfazil, the poor harvest of the previous year
meant & considerable reduction in its exportable surpluses (sugar,
soybean, cotton, coffee, etc.)a The volume of exports from Honduras
decreased owing fto the damage caused by hurricanes, while in Paraguay
the volume of meat exports declined. In Bolivia, which is inclucded
in the group of petroleum-exporting countries, the volume of tin
exports declined owing to the reduced demand of the industrialized
countries.

The »urchasing power of experts, if the evolution in the volume

of exports and the evolution of their prices compared with imports

/is included



is included, only increased moderately, at a rate of 5.8 per cent
annually curing the period 1970-197%, while in 1974 it dropped by
Q.3 per cent.

For tite non-petroleum-exporting countries the improvement in
exports has lad an important link with the economic situation, which
has been associated with a temporary improvement in prices which has
already begun to change direction; the concerted policy to defenc
the prices of raw materials, although incipient, could constitute
an important structural change. The value of imporits has increased
both because of very consicerable growth in volumes and because of
an increase in prices, which would appear to be more long-lasting
than in the case of exports. As will be seen in the next section,
the result of this is that the improvement in the trade balance
experienced Dy some Latin American countries in 1973 changed its
trend in 197k with the aggravation of the trade deficit, and will
tend to deteriorate still further in 1975 and 1976 as will be seen
below. In tuis sense 1974.was a year of transition; during the first
half prices of primary products were still increasing, while in the
second half they began to deteriorate with consequent effects on
export earnings.

The case of the petroleum-exporting countries {Bolivia, Ecuador,
Trinidad and Tobage and Venezuela) is, of course, different. The
increase in jpetroleum prices was larger than that in prices of other
raw materials on average, and the purchasing power of this commocity
will probably be maintained. It was only in 1974 that the value of
the exports of these four countries increased by 162.5 per cent, and
even during the neriod 1970 to 197% an average, the annual increase
in the value of exports was 47.3 per cent. The quantum of these
exports decreased in the present decade to date, particularly
because of Venezuela's policy of reducing petroleum exports, together
with the cecrease in the volume of vetroleum exported by ZLcuader in
1974 because of breaks in the pipeline. Unlike the group of countries
mentioned above, the increase in the import prices of these four was

far below the growth of petroleum prices, with the result that the

/increase in




b

increszse in the purchasing power of exports was very marked during
the period 1970-1974 on everage (27 per cent annually) and
particularly in 1974 (L0l.3 per cent).

2. The trade balance aa “he balance of payments

The facts given in fhe last szc¢tion on the evolution of Latin
America's exports and imperts have had important effects on the
trade balance and the balence of payments of the countries; the
countries will be divided into two groups to examine these -~ exporters
of petroleun and the rest. The cass of theinonupetroleum-exporting
countries will be considered firsl {see table 2).

The external bottleneck of “he 19505 and the first part of the
1960& has slacliened off in tﬁese countries in recernt years. The rapid
growth of exports of manufactures whiqh_occurred in the second half
of the 1960s, the acquisition of more external financing and the
exceptionally favourable evolution of the prices of the raw materials
exported by the fegion as from 1972, and particulérly in 1973 and
first half of 1974, created the impression that external constraint
was tending to cease to be 2 basic limitation on the development of
the Latin American éoun*l:ries°

The increasing trend in the n»rices of basic commodities

cdntinued and reached its culmination during the first half of 197k,

with the result that although a reverse trend began in the second half

of the year with the decrease ir the prices of various commodities,
on average, the year was still = period of fairly good prices for
primary goéds.

'.During the same year, however, the increases in the prices
of the goods vhich Latin Arerica imports, both for the manufactures
and the primary wroducts which some countries of the region purchase,
end which include petroleum and focd products, were very much
intensified. This meant, as has aiready been seen, that the
prices of imports in the non-~petroleum-exporting countries

increased in 1974 at a slightly higher rate than those of exports.

/Table 2




Table 2

LATIN AMERICA: BiLANCE OF PAMMENTS, TOTAL AND BY COUNTRIES

- {Milllons of dollars)

othor not Balance of
Exports Imports servioes Trade et paymants turrent Net paymonks Percentoage variation
{roB) (c1r) not deriving balance of profits and ascount mavemens before
interast balance of eapital Exports Imports
from factors ocompensation
1973 1o/ 193 dofh 1973 1oy 1973 oM 1973 Aoz 19y 1gvM 173 1974 1973 194 1973 1974 1973 97k
Latin Amorica {23) 267305 B4 030 2637% 43210 183 1613 1624 253 5135 ~9240 3511 64706 ZU60 97 3 oMy 3088 M. €74 30.5 65,0
Potrolaum-oXporiing
sountries 7138 18 74 4 823 737 -S4 2110 2 261 11 260 -1 890 -5 000 371 6 260 397 =2 M30 768 3 830 bs.ly 16245 204 528
Venezusla, 5673 15 400 3190 4520 =132 =180 2 251 10 700 .1 691 -H 620 560 6 080 128 2 680 688 3 hoo Wb 176.3 22,7 H1.7
Bolivia 277 580 294 Lo -18 =20 35 8o -23 30 ) 50 52 50 -5 100 32,4  192.2 2.4 56.5
Beuador 74 1 150 562 Lo =36 =50 -2k 160 30 =150 =114 10 210 120 96 130 7.5  100.3 33.7 6743
Trinidad and Tobage 714 1630 777 1 usa 132 o 69 320 86 =200 =17 120 7 8o -~10 200 20.2 12843 1.8 86.6
Non-potroleum-sxporting
sountries 19 167 25290 21301 35740 1Y497 1724 637 -8 726 .3 245 h ko -3 882 -32 966 7 063 12 224 3 181 M2 4.3 31.9  33.3 67.8
Large sountrias 11 984 315340 13084 23000 1079 1 290 19 -§430 -22/4 -3030 -2255 ~9hé0 5LB1 8910 3226 -550 c3.b 28,0  98.6 76.3
Argentina 3209 38% 2241 3200 127 150 1 155 8oo «395 60 756 40 ~36 «50 720 250 68.4 17.8 11.8 42.8
Brazil 6283 785 6963 13470 -33. ;s <713 =5 400 40 -1 100 -1U453 -~6Boo 3819 5800 2366 ) 00O 57l 2.9 U5.6  93.5
Mexigo 2432 3640 3840 6 330 985 1160 H23 <1530 <1135 -1k70 -1558 3000 16498 3200 W 200 29,3 9.7 bl.3 G4.B
Mediun.sized countries 3818 5285 3876 6000 -89 .35 <47 -Blo ;) «5p0 618 -1lo0 M5B 1200 -2 -200  Mo.5 384 23,5 4.8
Calombie 1334 1%00 1150 1 &00 L5 =50 139 50 =207 =230 58 =180 191 8o 123 -100 Lo.5 7.4 268 39.1
Chile 134 205 1608 223 =30 =30 291 =225 -89 155 «380 ~380 127 270 ~253 ~1)0 637 51.1 21.5  38.7
Pord 1137 155 11118 2 170 14 =15 5 -635 175 ~205 =170 ~8k) 180 850 10 10 25.1 36.3 25,1 9.1
Spall countries 3955 hLoés W38l £ Y40 507 589 =509 -1 U486 -500 =620 1003 -2 306 1 ofh 2 14 75 8 22.1  38.5  26.0 3.8
caGy 1685 2100 166 2930 29 33 -l 91 L177 ~293 32 58k 48 1ok il 3 23,5 24.6 b 57
Costa Rlce 33 Lo Y51 710 35 35 <75 =235 A1 =50 =16 -28 127 262 1 ~25 2143 29.0  20.9 574
El Selvador 36k 450 37 510 -29 «30 A2 =90 w12 -4 Sl 33 124 ~21 20 20,9  23.6 36.5 35.3
Guatemale h) 570 k3] 700 7 1l 16 =19 M8 =57 32 176 RE] 151 79 w25 a5 2945 3.3 62
Honduras 260 260 262 k3o -7 7 = 177 =33 w26 42 =203 %] 213 Q 10 2642 0 35.7 &l
Niocaragus 280 380 3ho 580 23 30 37 «i70 IL h6 <80 =216 195 266 25 50 2.4 357 563 0.4
Small countrics, malnly ex- ) :
porters of suger and bauxite 1 019 1670 1504 2130 20 227 w280 2 237 325 =517 =558 480 7 -37 13 13.0 639 17 1.6
Dominican Republic i 660 L86 760 ':g' -10 52 110 :7% _%0—5 -’Eg -‘g'ﬁ 150 %52 20 20 27+2 9.3 315 56.%
Jama3, oz, 993 680 673 £ %5 160 135 £ <133 195 <274 =255 243 289 «31 34 3.8 73.0 8.4  33.7
Guyana 137 260 175 260 -3 -3 1 -3 =13 =15 Sl .1 2% 23 27 5 =345 18.%'8 19, ub.6
Barbados 7 73 170 210 71 8o ~52 =60 -7 =10 =59 73 &0 70 1 ] 27.0 3 19, 23.5
Remaining small countries 661 Bys 1016 1680 273 323 B2 ez .86 -l02 168 "%% 186 523 18 A 352 354 T 65.3
Hal®l 2 ) 86 110 5 3 -31 37 =5 =7 - . 31 43 =6 =1 19,2  SH.6  22.8 gg.g
;a-nama %gg iéo ggs 8s0 2 310 3 -31;60 A5 =55  -i2 «315 1’242 315 ] 0 u9'6 750 ég; d-3
Bl agusy {3 210 2 =311 2 «10 =-~11 wdl 1 23 a2 2 09 - »
Uruguay 322 3&% 285 510 6 % 43 w123 25 =29 18 -.1%?2 -13 33 % -6(0 5%.1 13.0 .6 ?5»:

Sourco: 1973: ECLA on tho hasis of date from IMFy Balance of Prynonis Yearbook, vols 26.

1974y ECLA estimatos.




The export quantumlincreased only slightly during the year while

the volume of imodrits grew at an vnprecedented rate of 27 per cent.
The rate of growth of =ae gross proiuct in these countries, together
with this increase in lmperits, wes uiso very high, and produced the
paradoxical situation that in a world ir which the industrial
countries increased their gross Hroduct by only 0.25 per ceat,

these Latin American couniries, although they d¢id not export the
vital petrolews - or even import il in many cases - increased their
product at a relatively high rats.

. It should e boras in mind, as will be seen telow in chapter 1T,
that imports have been increasing for several years, not only
because of the economy's need for intermediate and capital pgoods,
but also through a policy cf greater openness to the exterior and
appliecd by many countries, and assisted in turn by bigger flows of
external financing.

Tt may be asked what all this meant for the performance of the
trade balance of the ncn-petrcleun-exporting countries. The trade
balance cdeficit for these countries as a whole, which was 637 million
dollars in 1973, increascd to 8,726 miliion dollars in 1974. 1If to
this deficit is added the sum of %he payments of interest and
dividends on foreign investments, a total current account balance of
payments deficit of 12,966 million dollars was genérated for 1974,
which was around half the value of 2xports for that year.

This ceficit waes basizally offset by considerable inflows
of non-compensatery capital, '

In this group of ccuntries there are some particularly noteworthy
cases of which Brazil is one. Its trade deficit increased from
713 million dollars in 1973 teo 5,7CO million in 1974%; if the payments
of interest and dividends and other non-factor services are included,
its current account halance of payments deficit amounted to the
considerable figure of 6,800 million dollars, or nearly as much as
the couniry'!s exports, waich were worth 7,850 million dollars in
that year. !ven with ~n entry of 5,500 million dollars' worth of
capital, a balance-of-payments deficit of 1,000 million dollars was
produced, producing a situation wiich this country had not experienced

for several years. .
/In lexico
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In licxico the current accoﬁnt balance of payments deficit
nearly doubled between 1973 and 1974, and amounted to 3,000 million
dollars in this latter year compared with exports for a wvalue of
3,640 million dollars.

In Peru too the current account balance of payments deficit
increased markedly, from 170 million dollars in 1973 to 840 million
in 1974, i.e., wore than half the value of exports in that year,
which were worth 1,55C million dollars.. Since 1968 this country
had been having problems of access to external financing, because of
its policy of nationalizing the property of foreign enterprises; this
gituation was modified in 1974, and capital flows were reactivated
{partial use being made of Suro~dollars) in volumes which made it
possible to double its imports without decreasing its international
reserves. . C - _

Central America also had a serious deficit in 1974 which
caused concern particularly in Honduras,:Costa Rica and Nicaragua.

In these countries, the current balance of payments deficit
exceeded 50 ner cent of exports. .In Honduras it.amounted to

216 million dollars compared with 260 million dollars' worth of
exports, which were seriously affected by the hurricane Fifi. In -
Costa Rica anc Guatemala, although inflows of capitel increased they
were not sufficient to ward off the deterioration in these countries’
international reserves.

In Darbados the current external defiecit was also large, since
in 1974 it reached the sum of 70 million dollars compared with exports
for a value of 150 million (goods and mainly travel tramsactions).
Some Caribbean countries which export sugar and bauxite (the Dominican
Republic, Jamaica and Guyana) profited from the high prices of these
products which brought the increase in their export earnings to an
unprecedented level; Guyana cut its current external deficit down
sharply and Jamaica reduced its deficit to a lesser extent, although
in the Dominican Republic the diseguilibrium increased owing to the

larger grovuth of imports.

/Uruguay, Panama
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Uruguay, FPenama and Hziti also had large current account
balance of payments deficits in 1974, both in absolute terms and
in comparison with exports. In Uriguay the great expansion of
imports and the lack of dynamism ir exports as a result of disposal
difficulties came to take the form of an overall externsl deficit
with a2 reduction in tieir Intermational reserves.

Events in Argentina contrasted with all these cases; in
this country vhich does not export petroleum the movement of foreign
funds continuecd to be negative and the policy of improving the net
external position on the basis of the trade surplus persisted;
although this declined in 1974 owing to a greater increase in
imports than exports, the country was still able to strengthen its
net internationsl reserves by about 250 million dollars.

The trend of capital flows continuecd to benefit some of the
non-petrolcun-exporting countries which had large deficits in .their
current account balance of payments. In the volumes of capital
received, Jrazil and Mexico continued to be dominant: the flows of
5,800 million dollars to Brazil and 3,200 million dellars to Hexico
together accounted for 74 per cent of the total capital received
by the region. Among the small countries, support to Panama, Jamaica
and the Central American countries was maintained in amounts which
in many cases were greater than the foreign funds received by
Colombia or Chile. In the majority of the non-petroleum-exporting
countries, however, except Argentina and Colombia, capital flows in
the last year exceeded payments of profits and interest on foreign
capital, increasing import capacity compared with export capacity and
thus contributing to explain the bcom in imports.

The figures given up to novw for the current account balance
of payments deficits of all these countries speak for themselves
and show how a serioug problem in the external sector has been
aggravated. Although in-1974% imports maintained the high rate of
real growth mentioned above (27 per cent), it was basically at the

expense of considerable external indebtedness in these countries.

/The second
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The second group to be mentioned are the petroleum-exporting
countries of the region: Bolivia, Ecuador, Trinidad and Tobago and
Venezuela. In all these countries the increase in petroleun prices
generated an unusually large increase in the value of exports; for
the countries as a whele, this value increased by 162.5 per cent in
1974, and in all the countries mentioned the increase was more than
100 per cent. The shift from a purchasing to a selling market on
account of the OPEC decision, basically chaunged the operation of the
external sector and provided these four countries with a real
opportunity of taking a decisive step in theif economic development.
Large surpluses were furthermore generated in the current account
balance of nayments, especially in Venegzuela, which became an
exporter of capital., The surplus of Venézuela's in#estment funds
may make an important contribution to.regional development, since it
will make it possible for a series of initigtives to be considered
which were not feasible until recently, and for investment agreements,
or bilateral or multilateral credits within Latin America to be
agreed upon; the recent agreements with Peru and the Central Aherican
countries signed by Venezuela are a result of very clear-cut deéisions
on the part of this country to take part in the external financing of
Latin American countries.l/ |

Although the increase in the value of expérts of these petroleun-
exporting countries-was similar, the performance of their balance of
payments revealed important differences in 1974. In Venezuela imports
grew rapidly, but still more slowly than exports, and createdAa
considerable nositive balance in the trade balance; even after malking

allowance for the large net payments of interests and profits on

- s ——— 8 A S8 Eeen

1/ It is estimated that the current external surpluses for the
petroleun--exporting countries of the world as a whole will
reach around 57,400 million dollars in 1974, i.e., two-thirds
of the total surplus of these countries. 1In 1973 the current
external surplus of the petroleum-exporting countrices wvas only
about onpe~fifth of the value of the total surpluses.

/external financing
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external financing (these incrcased on a par with petroleum exports},
it recorded a current account balance of payments surplus of
6,080 million dollars.

In Eeuador and Trinidad and Tobago, however, imports increased
so much that they absorbed a large part of the increased value of
exports; although these two countries still had surpluses in their
trade balance and in their current account balance of payments, they
were only moderate if the size and rapidity of the growth of the
purchasing nower of their exports is borne in mind.

For the npetroleum~exporting countries, which despite their
increased export earnings continue o have serious problems of
development, of shortfalls in the stiructure of domestic production
and of the standard of Living of large sectors of the population,
one of the main problems consists in making an efficient use of
these increased resources, in order to make the most of this
opportunity - which may be unique ~ to cope with situations of
backwardness which are very difficult tec deal with under conditions
of traditiomal external dependence.

Mention should be made of the impact on these four countries
of the net payments of profits on direct foreign investment and
interest on loans, which ircreased from 1,890 million dollars in
1973 to 4,350 million dollars in 974, mainly as a result of the
share of foreign enterprises in the development of petroleum
(except in Jolivia)e. These factor payments by the four petroleum
exporting countries exceeded in 1974 those made by the nineteen
remaining countries of the region. These payments accounted for
27 per cent of the export earnings of the four countries, and
absorbed nearly half their trade balance in 1974.

/B. PROSPECTS
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B, FIOSPUCTS AND PROJECTIONS OF THE PROBLE} OF EXTERNAL
RESCURCES FOR 1975-1976

It becoues immediately obvibus'from.projections'of the
trade balance nrepared in ofdgr.to analyse.the-prospec%s of the -
external sector and the'eéqnomyjof thé.Latin American countrieszg/
for the next two yearé; that thé petrdleumfexpofting countries
(Venezuela, Boli#ia, Zeuador ané Trinidad and'Tobégo) must be
separated from the rest. For the flrst-mentloned, particularly
Venszuela, one of the basic nroblems is how.to. 1nvest the additional
funds coming in from petroleum and to do 50 efflclently. This
‘problem will not he examlned in this sectlon, except insofar as the
possible part 1nvestment of these funds alsoc helps to cope with the'
problems of other countp}es of ‘the reglqn. Basically, an amalysis’ '
will be made here of'thé-prOSPects of the rest of the Latin American
countrles, iceey - -the non-exporters of petroleur. '

This analysms w111 endeavour to determlne the notentlal deficit
or surplus of the trade balance of each country for. the years 19/5
and 1976 Ja;ed on the assunptlon that they wish to achieve an annual
rate of growth of the gross domestic oroduct at constant prices equal
to the targetls of the IDS or the national development plans. These
rates fluctuate between 5.5 and § per cent annually. '

The »rojection of the trade balance 3/ for 1975 and 1976
determines the ratio'of the deficit (if it exists) to exports, so
as to have a measure of the impbrtancé of the problems which each
country may possibly he faced with and their evolution in time.

In order to determine whether a country will‘have serious
trade balance probléﬁs, account is taken of: (i) whether according

to the projection it shows a potential deficit equal to or exceeding.

g/ Twenty three countries are included, conslderlng those of the
Central american Common larket as a single unit. Cuba is not
incluced since sufficient data to make.an analysis similar to
that effecteé for the countries included here is lacking.

3/ Including non-financial services: imports CIF are considered anc
: the other non-financial services, mainly tourism, are included.

/30 per cent
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30 per cent of its exports, and (ii) whether the size of this
ratio is greater than its value for 1371.4/ '

The hypothesis used in the projections refer to the growih of
the product, the perforrance o ths exports of each of the main
primary products {quantitisze and prices) and of manufactures and the
performance of imports (quantities and prices, influenced among other
things by vorld inflation). Impcrt projsctions were made independently
of export prdjections; for each country or group of countries
consideration was given to grouth rate targets, elasticity of imports
to the gross domestic product, the structure of imports and price
increase rates postulated for the different groups of imported goods.
The export »mrojecltions were prepavec, considering basic commodities and
manufactures separately. In the case of the basic commodities the unit
values anc volumes of 42 products ware projeéted separately, using
inter alia, data provided Ly the Vorld Bank and FAO, 2nd the
traditional growth rates of the volume of exports.

Owing to the lack of accuracy in the projections, especially in
the face of the unceftain nrospects of tae international situation,
it is advisable instead of raking a single projection to specify
probable maximum and minimum-quotas within which the trade deficit
or surplus of each country may reasonably be situated. With this in
view two projections were pressnted, represented by alternatives I and II.

Alternative I. In this alterrative ~ which will possibly te ‘
closer to actual fact - & relatively slow growth rate is assumed for
volumes of exports of basic commodities (in the majority of cases
between 3 and 5 per cent ananally), while 1976 levels of between 8
and 20 per cent higher than in 1972 are taken for the prices of these
goods (expressed in dollars at curreant prices in each year).
A moderately high growth rate is assumed for exports of manufactures
(between 25 and 50 per cent annually, according to the possibilities of

the different countries).

&/ Colombia constitutes a special case,; and was included on account
of the sudden change from a surplus to a deficit country, although
the resource deficit would only be equal to 12 per cent of exports
in 1975 and 1976 according to the least favourable alternative.

/As far
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As far as imports are conéefued, the hypotheseé include annual
growth rate targets for the real Gomestic product and an elasticity of
imports to the gross domestic product similar to those of previous years.

The mrojections indicate the coumtries which will face serious
nroblems in their trade balance in 1975-1976, because their trade balance
deficit ‘is equal to or greater than 30 per cent of exports, and because
this percentage is higher than that corresponding to 1971. The countries
in this situation are Barbados, Dolivia, Brazil, Chile, Haiti,,the

+ group of the five countries of the Central American Common liarket,
Mexico, Peru and Uruguay, and to a lesser extent Colombia and the
Dominican Tepublic. The results are given in table 3.

Alternative II. As far as exports are concerned, only the growtl

rates of einorts of manufactures varied, and annual increases of between
80 and 100 ser cent according to the countries 5/ were populated. This -
was their nerformance in recent years; for this to be repeated in 1975
and 11976, the world recession would not have to have any effect on
exports of nmanufactures, or these would have to be neutralized. On the
import side, slightly lower growth rate targets for the real gross
domestic product were used as well as low elasticities of imports to the
gross domestic product. In many cases this would imply a rate df
elasticity vhich would presumably be equivalent to a zero growfh rate

in import sudstitution.6/

The results may be seen in table 4.

————

iy A o

;y' Excent in Arzentina, where the increase was taken to be 50 per cent.

6/ By a2 zero growth rate in import substituticn is understood a
situation in which all sectors of the econony domestic output
end inports increase at a rate equal to that of domestic demand,
i.e., in this case import esubstitution neither progresses nor
receces, in relative terms, in relation to the growth of
domestic demand. As is indicated elsewhere in this document,
the imports of several of the largest Latin American countries
increased in important sectors more rapidly than production
and domestic demand.

/Table 3
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RATIO OF SHORT FALL IN EXTERNAL RESDURCES TO EXPORTS

Tablo 3

{Prajeetion: Alternativa I)

Barbados

Bolivia

Brazil

Cenrtral Amerioca
Colombia

Chile

Haiti

Maxioo

Peru

Deminican Republic

Uruguay

157 1-1972

(evorage) 1975 1974 1975 1576
o782 1,103 857 J91 +989
1166 2128 Surplus o207 +410
o34k «27% 26 o555 HA73
«082 #3293 « 7 395 B3
4262 Surplis Surplus Y7 o126
«£59 w24, #111 o554 oSz
«354 B2 529 o284 M7e
«299 «288 " JH20 439 o2HE

Surplua Surplus M0 483 312

éurplua 2136 »167 $222 H50
o043 Surplus o241 M7z 2539

/Table 4
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Table 4

RATIO OF SHORTFALL IN EXTERNAL RESUURCES TO EXPORTS

{Brojeations Alternative iI)

1971~1972

1973 1974 1975 1%6
(average)

Barbados 61 1,106 857 872 1,022
Brazil o3h 214 726 396 o141
Central Americe »082 4093 377 2346 «382
Colombin , +262 Surplus Surplus +008 Surplus
Chile 059 o243 o111 ' o5 *330
Haiti o354 612 4529 «253 Ry
Mexioo +299 »288 H20 222 Surplus
PFeru Surplus Surplus H10 o33 «210
Dominican Republio Surplus »118 2167 +168 o254
Urugusy o043 Surplus o242 WHei M35

/The absolute
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The absolute values ol exports and imports of non~financial
goods and services for cach couatry and for the balance of resources
are given in table 5 for 1974 anc ailso for the two years of the
projections, including both alternatives. Argentina is also
included, and is of specizal interest since it is the only non anet
exparter of petroleum which shoulé show a surplus situation in the
next few years according to thesc projections.

In view of the results of <lhe projections and vhat is Lnouz
- in some cases only assumed - as regards thie possible evolution of
the economies of the countries for 1975 and 1976, it is possidle to
formulate comments which are a useful guide in shedding light on tiae
rature of the pfoblem Cespite their tentative and preliminary naiure.

he main elements which defins the evolution of the trace
balance of the countries which according t§ the results of these
projections will be facing serious problens, will be:

{a) The prices of exports of primary products, xpze$sed in
values of eurrent facter cost, will probably be appreciably louwer in
1975 compared with 1972k in many of the countries. In Chile, Argentina,
Peru, Ceantral America and llexico the annual decrease in the unit value
of exports should be between 32.4 and 1l.2 per cent in 1975 conmpared
uith 1974, and be particularly marked ia Chile. Uruguay, houvever,
sliould record a decrease in unit values in 1975 and 1975 but they
vould still be high in comparison with 1972. The main items
influencing these in the unit valuss of exports would he cotton,
conper, nickel, lead and ziac.

For some of these countries 1976 will bring very nodest price
improvements compared with 1975 - in monetary terms - while in others
it will produce stagnation; the increases will by no ueans olfset
the Cecreases of 1975.

The volune of exports will not offset this adverse trend in
prices, since their only significaant increase will be in Peru and
Central America (between 1974 and 1975) ard in Brezil in 1976; ia
1975 Argentina will mzlie 2 consicderable increzse in the volume of its

wports, owing in part to the revival of weat exports vwhich had

decreased in 1974 on account of the restrictive measures applied by

the 20C. ‘ /Table 5



Table §
BALANCE OF EXTERMAL RESOURCES

(illions of dollavs)

Current prices

Alternative I

Alternative 1T

Low exports and high imports

Hizh exports and
low imports

1974 1975 1976 1975 1976
Argentine
Exports FCB 3 850 5 075 5 900 5 366/ 6 7565/
Inports CIF <3 200 -3 788 292 ~3 788 M 292
Other non-fincnoial services (net) 150 165 152 165 182
Balance of raesources ' 800 1 Lsg2 1 790 1743 2 46
Barbados
Exports FOB 70 86 0 86n/ 90b/
Iz.ggorts eIF ~210 242 -276 -2a =28
Other non-financiel servieas (net) 80 ! g? é _28
Balance of resources - =G . =03 -5 6
Bolivia )
Exports F(B 60 W29 h?+
Inports CIF &0 =530 -6 E
Other non-financial services (nat} «20 =22 -2
Balence of resocurces 8o 123 ~186
Brazil . ‘
Exports FOB ) 10 2 12 22 1l 0} it 561
Tuports CI ..1§ ugg ~15 92 -7 903 ~15 2 z -16 512
Other non-finanoial services (net) =00 =833 »;Z 8 -
Balancs of resources -5 700 -5 717 -5 7 365 -2
Gentral Ameriaa .
Exports 103 2 100 2 212 2 gh 2 212b 2 3458
%gﬁorts I -2 9%0 -3 1&8 -3 ﬁ; -3 -3 2E
er non.finaneial ssrvices {not) 9 3 T i3
Balanca of resourses =791 =873 -1 133 -765 -89
Colombia
Exports FOB -1 700 146 1 848 1-8ks 2 360
Imports GIF -1 €00 -} &0 -2 020 «1 Bo5 -2 D20
Other non-finaneinl seprvicos (net) ~50 ~55 =61 -gs : w6l
Balence of resources 50 ~135 =233 ~15 27%
Chile ’
Exports FOB 20 1 1 1 626 1 892
Inports CIF 9% 2 %3 2 # -2 333 2 i85
Other nonefinansiel services {(net) =30 32 =32 =32 -32
Belance of resourcas 225 -8d6 =9t3 =739 =625
Helitl )
E +ts FOB
Inports CIF 149 198 1% 23 -1§ﬁ3°/
Other non-financial servises (net) a 3
Balance of resources .3% .2% 2 -39
Mexioco . .
Exports F0B 3 ¢ho b 578 449 5 918 8 11
Imports CIF -6 330 w! 362 ._3 l§61 - g -3 ago
Other non-financiel serviees (net) 11 27 1 Gos 2 1
Balznoe of resources =1 530 -2 00% -1 415 -1 181 1)
Paru o/ ‘ ‘
rts FOB 1 550 1 498 1 798 1 1 920
g%pgrt: c:cr;'-’1 tal s (not) - ;20 ~2 2?11 -2 glz -2 ?%3 -2 an
er non=I 1h 8e 1 - - - - -
Bale:.neie:1 of !'e?g:r:es e e ~53 -723 -56Z :665 L
Doninican Republic
Exports FCB 660 60 60
Taports CIF 80 58 2% 5;; 8
Cther non-fincneial services (nut) - =11 -1 -, =13
Balance of rescurses =110 -169 -3 -128 202
Uruguay
Exporte FOB 80 2 Lk 392b L34y
Terorts o | 3 3 I 28
Othor non-financial services (net) 7 7 8 7
Balanos of resources -123 -185 <248 =165 =205

E/ Imports do not vary in cases 1 and I1l.
b/ Exports do not vary between oeses I and II.

_e/ There is & substantial differencs between ECLA and the Boerd of the Cartagone Lgreement zs regards Peruvien
axports dus to the Boardl's more optimistic hypotheses ae rogards the prices of fishmsal and zinc ore.

/Tha price
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The nrice prospects for various primary products vary very uuch
among themselves.

Some metals may be more sensitive than foodstuffs to the drop
in the growth rate and fo the difficulties in the economies and in
the balance of payments of the developed countries; the price of
copper has already dropped considsrably in recent months. Thae diop
of metal prices in a2 pericd of recessiorn may also alffect guantities
as well as prices. The cycle of thsse procducts, unlilke that of
agricultural products, depends more on demand {and hence on tie vorld
situation) than on uaprogramned fluctuations in output. Among these
last, meantion should %»e nade of increzses connected with el Ceposits
or the nore intensified development of lnown deposits (such as the
recent increase in copper production in Chile and that announcecd in
Peru for 1976), and also of the zgrzements for controlling or reducing
production and exports in order to protect prices {such as CIPIC's
receat cdeclsion to cut down production by 10 per cent, and tihe decision
of the main coffee exporters to withhold up to 20 per cent of exnortable
production for 1974/1975).

The possibility of organizing buffer stocks financed ith
assistance from the petroleun-exporting countries is another forn of
regulating supply.7/ Aid from the petroleum-exporting countries nay
also contribute to maintaining the quantity of foreign exchange
available in the metail-exporting countries even without the formation of
buffer stocks, thus backing-up the decision not teo increase output in
order to acqguire more foreign exchange by increasing the quantuu
exported, and contributing in this way to maintaining prices. Ac these
procducts constitute non-renewable natural resources, careful
consideration should be given to the possibility of bringing in a »poliey
to conserve stocks. The other possibility is to replace some ietal

Z/ In mid-December 197%, Venezuela signed an agreement uvith the
Tive countries of the Central American Common Marlket and Panama
in support of the policy maintained by these countries to vithhold
exports of coffee, and granted them credits from a fund of
80 million cdollars created for this purpose.

Jiaputs by



inputs by others, if the prices of sone of these drop less saarply
with the depression, and is perhaps greater than in the case ol food
products; this underiines the importaﬁce of a concerted policy aumong
the exporters of different goods (copper, aluminium and others).

Cereals may come down in ﬁriceAin 1975 and 1976, particularly
in the latter year, if the consequences of the poor harvests of
recent years are obviated and stocks restored. Iut the world food
erisis, the main feature of which is a potential defieit in supply,
augurs a sustained trend in prices in the mediwm-term. Purchases of
cereals by the Soviet Union and other socialist countries, stimulated
by the growing priority vhich they would appear to be giving to
satisfying the domestic demand for food, point in the same direction.
Up t£ill now the developed cquntfies have refused to participate in
agreements to accumulate stocks Qith'a view to providing food on a
large scale to the poorest déveloping countries; with the variations
in harvests due to weather factors in North America and the Soviet
Union, this could lead, for some years at least, to relatively large
but unstable volumes and ﬁrices in world trade in cereals. Tor
inportant reasons, commodity agreements with the participation of
exporters and importers of cereals would be advisable. In addition
to the traditional reasons, Latin America could make an important
contribution both to the rich and to the poor countries, were a food
aid policy combined with reasonable prices to be adopted at the
international level, in the form of a plan in which both the developed
countries, the petroleum-exporters and countries with a potential food
deficit would take part. Uith a policy of this type, Latin America
could count to a certain extent on stable markets on the basis of
commodity agreevients, and would alsoc obtain technical and financial
aid for agriculture in order to achieve specific targets in -connexion
with cereal output and world food production. ileat, particularly beef,
.stands in a'potentially different position from cereals, since it is
a commodity which is regarded in many cases a luxury procuct,

relatively speaking, with relatively high income and price elasticity,

/and subject
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and subject to possible impert restrictions, like those recently
adopted by the EiEC. Both in the ZEC countries and in the United States
protectionism is more wuroBable here, and could affect the import
capacity of Latin American courtries and reduce imports from these
areas.

In the case of tropical food products (coffee, cocoa and bananas)
there are no new factors of imporiance resembling those affecting goods
connected with energy or temperata zone food products. It is thus
probable that the most traditional elements of supply will have a
determining influence on prospects for the next few years. Co-orcdinated
action on the part of producers to avoid the deterioration ol the
purchasing power of prices vould appear to be particularly appropriate
in this case. If the price-elasticity of demand is not very high, a
defensive action by the producers oa prices could ensure then nore
stable and satisfactory earnings in real terms. Effected within
reasonable price margins which defend export earnings, this action,
should not aroase too nuch resistance in the cdeveloped consuner
countries, and could have a significant influence on the earnings of
developing exporter ccuutries.

The price of sugar will pcssibly tend to drop to some extent,
nore rapidly than cereal prices; in the medium-term, however, sugar
will continue <o be an important “ood procduct and for this reason sone
of the considerations already puvt forward in connexion with cereals
may be applied to it.

(b) Exports of manufactures, which in recent years have grown
congiderably in many Latin Americean countries, and which have been a
basic¢ factor in the rapid rate of growth of exports as a whole, will
very probably be affected by a more difficult international situation
in the next few years. As it drows, the growth rate of exports of
manufactures will have zan effect on the balance of payments ané also
on production and employment; this will be significant for specific
sectors of industry. A distinction should be made here bhetween two
cases which may show very different reactions: exports outside the

region and intra-area exports of manufactures. As far as extra-area

/exports are
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exports are concerned, the standstiil reached in the growth ol the
developed economies and the balance of payments difficulties in the
industrialized countries will probably have a very important eifect.
Hot only will demand drop in the industrialized countries, but at the
same time competition between them will increase and it will becone more
difficult to maintain a high growth rate of exports in countries like
thoge of Latin America, which only recently entered the international
market. Desides, as was recently'seen in fhe EEC countries anc the
United States, if they did not apply these particularly far-sighted
policies. they could well take defensive measures to fhe‘detriment of
the growth rate of their imports of Latin American manufactures. Trade
union pressure to defend employment, especially in tfaditional
industries, and the defence of the balance of payments may have an
inportant role to play here.

In the face 6f a drop or even of a standstill, in the internal
grouth rate of some sectors, the laws and regulations governing trade
in the developed countries « the United States for exanple ~ nay allow
the application of import restrictions on‘goods such as.footvare,
textile products and clothing,lwhen increases in imports may be
considered to have taken place at the expense of domestic procducers.

Naturally, voices of prudence are raised against the adoption
of defence measures by a coﬁntry or regibn, becauvse this may provoke
similar reactions by other countries and cause a cumulative tendency
towards recession in the economy. Recent cases have existed, however,
in which private considerations have prevailed over those of general
interest, owing to pressures from some one sector.§/ In the nrojections
contained in the present document at worst, a moderately large drop in
the growth rate of exports of manufactures has been postulated, aluvays
assuming that the Latin American countries will make a great effort to

maintain the growth of these exports, despite the adverse international

8/ The assembly industries recently established in Latin American

countries for the purpose of carrying out part of the process of
industrial production which corresponds to industrializecd
countries, may suffer the effects of the international problens.

/situation, and
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situation, and also assuming that they will neet with understanding
Trom the cdevelopel countries. Exporsta of nanufactures should continue
to be a very impcrtant active factor in the growth of total exporis,
unless the international situation saoulé slip into a recession on an
even larger scale than at present articipated. 1In any case, the

growth rate of total extra-area expsrts would be significantly affected
by this decline. 7

An aspect which has some comiexion with exports is the case of
the foreign labourers who work in the United States and whose
remittances are of some lmportance in the balance of payments of some
Latin American countries. 1t is poasible that these labourers, and
consequently their earnings, will be particularly hard hit by the
effect of the reduction of employment in {he United States.

Intra~area exports of manufactures are less directly connected
with the international market and the developed economies, anc also
are able to profit from the integration prbcesses in operatien, It is
thus possible that they will maintzia a growth rate more sinmilar to
that recorded in recent years; they may well play a stabilizing role,
and contribute in particular to maintaining the tempo of external trade
~ through the decisions of the Latia Amer:can countries theuselves_
rather than through extra-area exports - especially if the ILatin
American countries dellberate!y step up intra-regional co-operatioa
and trade through the integration schemes in progress aad addltloaal or
parallel nmeasures.

The increase in iutra-area trade in recent years was not so nuch
connected with iacreased eranings as with the reciprocal openiag-up of
the economies and the pregress made in tha integration processes; thus
the drop in the rate of grewth of earnings which could take place in
the next few years should have no weason to affect it to tlhie sanme
extent if this policy of expansion and integration were intensified.

In the particular case of capital zoods, it is possible that the
entrepreneurs will adopt a wmore cautious attitude fowards investment,
bearing in mind that prospects for 1975 aad 1976 are uncertain; in

particular this may affec¢t hoth intra~area and extra-area trade in these

/goads, unless
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goods, unless an energetic support policy is applied to investment
projects which will give inpetus to the integration and developnent

of the countries and also serve to maintain regional activities
producing capital goods at a satisfactory level. The possible
difficulties in internatiohal trade and the prospects of a more
prolonged econoﬁic recession in the developed countries may stinulate
integration, since both this and intra-area trade would help to face
up to the next few years under better conditions. Some Latin Anerican
countries which do not belong to any integration system, like the
Dominican Republic and Haiti, would not profit to the same extent from
this intra-area trade and would therefore be more exposed to the
fluctuations of the international market; it would therefore de
valuable to endeavour to include these countries in one of the
integration systeme in force.

(ec) INew exports coastitute an inportant aspect. In recent years
many Latin American countries have had successful experiences vith new
exports, bhoth of wmanufactured goods and agricultural or mineral producte
which despite their intrinsically traditional nature have constituted
nev items for some countries. In Brazil earnings frow exports of
soybean and sugar already exceed those from coffee, while increased
exports of cereals offset lower earnings from tropical products. Ia
the Central American countries, hovever, where traditional wnroducts
(coffee, bananas, cotton, meat) perhaps tend to grow nore slovly or
evenn to come to a standstill, new exports to the rest of the world
perhaps-have even more limited possibilities, except where agreeunents
are made with other Latin American countries vhich provide neu
oppbrtunities for expansion; the progrese of co-operation amcag the
spealking countries and those which do not belong to any iategration

system) and neighbouring countries members of LAFTA, such as Hexico,

Central American countries, the Caribbean countries (both the Gnglish-

Colombia and Venezuela, may be particularly significant here.
The ability to make new exports is an important aspect of the

countries' capacity to deal successfully with possible difficuliies.

/(&) Another



(d) Another item walich may behave ¢ifferently from other
exports is tourism. DPriczs in Hexico, lower than European prices,
may well maintain the growth rate ¢f tourism, and even increase it
if Mexico succeeds in coming to replace iu part other more expensive
tourist options, in a pericé of eccnomic difficulties. Some Central
Armerican and Caribbean couniries cculd also take advantage of these
possibilities by making use of an zppropriate policy.

(e) TUp to now factors involving exjorts have been examined.

An analysis will now be made of some of tie main factors in connexion
with prices and quantities of imports, bezinaing with an analysis of
the increase in petroleur prices and in tae prices of associated
fertilizers. As far as peiroleunm is concerned, the twvo countries
which have experienced the most adverse sffects or which have the
least prospect of obviating them are Uruguay and Chile. Brazil also
includes a high percentage of petroleum Zn its inports, but with the
discoveries of petroleum vhich havas just been made there it would
appear that in a few years' time tiese irports may decrease to a
significant extent. DLven if this reduction comes after 1975 and 1976
ané the present'analysis, the prospects ¢f coping with the problen
in part or in its entirety ir later years may also change the
situation in these next “wo years.

In Haiti and Barbados petroleum imports account for a smaller
share of their total imporis but even so they are fairly important
ant thus the effect of the price increase in this product has inportant
repercussions for thems The same occurs to a lesser extent in
Central America, but as this subregion recently reached an agreenent
witls Venezuela %o buy petrolevn with par? payments of funds which will
be deposited in each of the Centrel American countries, it may he
said that the problem has been dealt with to some extent. Tables 1,
2 and 3 only calculate what is parable to Venezuela in cash. In any
case, import requirements of petrcieum zand fertilizers will prohably
becoile increasingly considerable in Central America during the next

few years. For all these smaller countries, especially those wiich

/have a
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have a low level of development and serious problems, the co-operation
of the petroleum-producing countries of Latin America; particularly
Venezuela, will be essential in order to face up to the next few
Years.

ltexico and Peru make important imports of petroleum, but the
gituation is changing fapidly. Mexico will import little petrbleum,
in 1975 and 1976 and will even be able to export some. Peru has begun
to export on a modest scale, and will increase its exports until around
1976 when it will be &ble to offset approximately hal? its present
inports; as from 1977 it should be making large-scale exports vhich will
increase rapidly. 1In Argentina, which according to what has already
been said should not have serious problems in its trade balance over
the next few years, petroleum imports are of importance but not very
large, and they will probably tend to decrease over the next few years.

" As regards fertilizers, where they weigh most heavily in total
imports has recently been in Central America and Brazil.

According to the projections, Colombia should not have as serious
balance of payments problems as some other countries in the next feu
Years. Its petroleum output has been decreasing and consumption has
been inereasing, so that in 1975 import requirements will probably
hegin to make themselves felt. There would appear to be probabilities
of new discoveries which should keep the problem within limits, but it
will probably be necessary to import the product in 1976.

In the face of the petroleum problem it is not only the depencence
on imports which is important but also, very basically, the capacity to
deal with the larger payments, and the consequences on econowic activity
and development of a possible reduction in imports and domestic use.

It hardly seems prcbable that petroleum prices will come down very
substantially in the next few years; although they may not een up with
the growth rate of international prices in their entirety, it woulgd
seem probable that a relatively high level of prices in real terns will
be maiatained at least for some time.

/The increase
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The increase in the prices of imporled manufactures will have a
very important effect on the trade balance of the Latin American
countries in the next fev yesars. Thase manufactures, a very high
percentage of which comes from develosped countries, account for
approximately 50 to 70 per cent of total imports in all the countries
considered; evén.the moss developed countries of the region, like
Argentina, Brazil and Mexico, depend heavily on imports of manufactures.

The prices of these goods will incresse in the next few years
owing to world inflation. In fact, it will be this group of goods
vhose prices will probably increase most compared with the others
considered in the present dccument, and will have adverse eifects of
sonte consideration for Latin America ©n the terms of trade, at least
in 1975 and 1976. There would appes: to be no prospect of these
effects diminishing in the nexi few years.

The other important aspect of imports is the rate at vhich their
volume increases. In many Latin American countries, the high grouth
rate of exports in recent years has been accompanied by a smilarly
high growth rate in imports. The growth elasticity of imports to the
procduct is higher than one in all the countries which will have serious
problems with their trade balance. In soms countries - Argentina,
Barbados, Brazil, Chile and Uruguay - the value of this elasticity is
nearly two. These high rates of growth of imports partly reflect a
fuller opening-up of the economny, and it has been possible to maintain
them during periods of relatively rapid growth of exports; the situation
in the next few years will ke different. The possibility of a
readjustment of these coefficients was foreseen in alternative II of
the projections. The ckange of hypothesis as regards the elasticity of
imports has a fairly important defect on their performance and hence on
the trade balance. A considerable proportion of imports is made up of
intermediate and capital goods; the latter may be constrained for
sone time by delaying replacing eguipment. But in any case such
constraint will have adverse effects on the growth or rate of economic

activity. The same occurs with intermediate goods.

/Houever, it
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However, it would not only not be detrimental, but indeed would
be extremely advantageous to reduce the growth rate of imports fronm
outside the region by means of a Latin American concerted inport
substitution policy, in which imports from-abroad would be reduced at
the same time as intra-area trade was increased, thus establishing
on a co~pperative basis an industry of intermediate and capital goocds
for the entire Latin American market, and hence snitable conditions
for scales of production, costs and qualiﬁies, This means that an
industrialization policy concerted to some extent among the Latin
American countries way make a very important contribution to teckling
the difficulties of the external sector, by maintaining a satisfactory
rate of gfowth in the countries of the region despite the ¢ifficulties
existing in the international market.

The amount of the accumulated debf, the relative voluie of the sum:
required to service it compared with exports, and access to the
international financial markets are elements of extreme importance in
definiang the capacity of the Latin American countries to face up to
possible trade balance problems. The present situation of indebtedness
varies considerably frowm one country to another. The possibility of
access to the international financial markets also varies; the largest
countries, particularly Brazil and to some extent Mexico, have been
achieving this in recent years, but it is different for the ﬁajority
of the remaining countries. | ,

The countries most severely affected by recent international event
because of their relatively lover stage of development, have possibiliti
of access to the funds supplied through international mechanisms. There
is consensus among the developed courtries that aid should be given to
these most needy countries - of which there are few in Latin Anerica -
g0 that they will have relativelj more favourable conditions than the
rest in this respect. But although access to international aic¢ funés
is-easier for them, the problems which they have to face up to are also
nore critical, since it is the very survival of large sectors of tle
population which is at stake in such cases.

Sorie important aspects may be mentioned here as final comments:

/(a) In
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(af In addition t¢ examining each of the aspects separately
(probable evolution of the prices of the main pfimary export goods,
impact of the increase in petroleum prices and of imports of
manufactures, etc.), the overall paiorama of each country cannot be
omitted. OCn the one hand some adverse elements may find themselves
offset by other positive asnpects; on the other hand, the capacity of
the countries to react s not homogenous.

{b) The correct appraisal of the trade balance problems which
the countries will face in the next few years and the approach vrovided
in possible solutions may be very Jdifferent according to whether a
duration of one or two years is postulated for them, or whether they
are attributed a more psrmanen: status. Projections for 1975 aad 1976
only have been prepared in the present dosument. HNevertheless, it is
obvious that if it is assumed that the dificulties would only be those
connected with the present situaticn, specific solutions may be resortec
to - lilke the increase in external indebtiess - to a greater extent and
with less risk of creating otler problems than if it is assumed that
the difficulties will persist for a lengse tinme.

(¢) The price increases in the devzloped countries, which 1ill
presumably reach fairly high levels over the next few years compared
with periocds of historiesl importance in the last few decades, introduce
into the Latin American economy an element of imported inflation which
has only been present in the last few years. This gives a different
importance to national stabilizatisn objectives, since it would hardly
appear realistic to adopt over-strict nationsl targets in the face of
a world situation of inflation.

(d) The effect on domestic sociail and political aspects of a
possible decrease in the rate of growih c¢f the gross domestic »roduct,
stemming from problems in the trade balance, should be considered.
Internal social pressures and the soluticn of conflicts, as vell as
aspects of income distributicn are reveslied in a different light uhen
the growth rate of the product is high tran when it is seriously limited

by trade balance problems.

/In brief
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In brief, it would seem that the countries facing the nost serious
difficulties in their trade balance in the next few years, botn on
account of the amount of the potential deficit compared with exports
and because of their capacity of reaction and longer-term prospects,
are Uruguay, Chile, Haiti and some Céntral,American countries. 1a Peru,
the problems have not ceased to be serious, but this country has
prospedts of petroleum exports in a few years' time, and exports of
this commodity have actually materialized to a partial but important
extent, which places the problems which the country may face ia the
innediate future in a different light. As far as Brazil and llexico
are concerned, future prospects are still a matter of concern, but
their réaction capacity is greater than that of the ahove-mentioned
countfies, and in Mexico the prospects of a change in the situation as
regards petroleun also bring in a favourable elemeat of great
importance. Lastly, in Colombia the situation requires care, but is
apparently manageable unless the evolution which-actually does take

place is less favourable thian what has been foreseen here.

/Chapter II



Chapter II
TOREIGH TRADD
A. TED INTEDNATIOFAL COLlODITY IARKE

1. 1971-1974: deciine and recovery

The picture presented Hy irternational trade in primary

commodities during the first four years of the United Nations
Development Decade is marked by sharp contfasts- The first phase
shoved a trend towards contraction, with falling market prices for
a coansiderable number of Latin Anerica's staple export products, a
situation which in some cases persisted until mid-1972. The fact .
that the total value of exports decreas:d in ten countries of the
region during 1971, and increased at a rate of less than 6 per cent
in six others, was largely Jdue to the wafavourable evelution of
export prices in that year. "ith the rzsurgence of economic expansion
in the industrialized countriss, commodity markets brisked up again
g0 that in the courss cf 1972 some products began to recoup the losses
suastained in the-preceiing year. Diverse as were the conditions
prevailing in the markets for the various products, it was nevertheless
clear that by the end o¢f 1972 thz »hase of market decliné was over
for a good many connmodities, and that the 1971 price depression could
be considered to have had less iacidence on Latin American exports than
any other in the past tvo decades. |

The rising trend in commodity markets gained inpetus as from
the early months of 1973, no longer merely in coansequence of the
contractions that were becoming apparent in available supplies of
certaln export products, but also under the influence of more general
factors, such as the new officizl devaluation of the dollar, and the
aggravation of monetary instability with the ensuring proliferation
of speculative transactions in certain commodities and of purchases
for stockpiling. Furthermore, tie intensification of inflationary
pressures in the industrialized economies, and the steady depreciation
of the dollar in relation to other countries currencies, faced the
developing exporter countries with the need to consider measures

/that would
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that would offset the loss in the purchasing power of the dollar.
The first to attain this objective in part were the developing
countries exporting petroleum, which succeedéd in negotiating with
the producér companies a method of periodic adjustment of the
reference prices of the petroleum exported, based on the changes

in dollar quotations in relation to the currencies of the leading
incdustrialized countries. Howvever, exporters of other products

(for exampls, coffee) were unable to follow suit, despite the fact
that coffee quotations in dollars at current prices had fallen below
their 1970 levels, and in addition the effect of the devaluations

in 1971 and early in 1973 had to be reckoned with. In the meantinme,
sone of the products exported mainly by the developed countries
(particularly cereals) had recorded substantial price increases,
while others - from developing countries - were in seriously short
supply. It was a combination of factors (such as the high level of
demaird for certain commodities, limited supplies for export in the
case of others, and monetary instability) that was largely responsible
for the boou which characterized the markets for many primary commoditie
as from the beginning of 1973, and which, in the course of that year
and the early months of 1974, culminated in the period when prices
rose for the largest number of products, in some instances to their
highest level in monetary terms, since 1950-1951, at the time of the

outbreal of hostilities in Xorea (see figures 1 to 4).

/Tigure 1
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Figure 1

PRICZS OF PRTMARY COMMONITIES
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Figure 2

PRICES OF PRIMARY COMMODITIZES
(Dollar cent per pound)

Semi-logarithmic scale
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PRICTS OF PRIMARY CO.MODITIES
{Dollars pe: ton)
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Figure 4

PRICIS OF PRIMARY COMODITI:ES
Semi-logarithmic scale
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Buring the later wonths of 1977 the general scene in worlad
conuocity markets was over~shadowed ty a neu factor: the ‘petroleum
erisis’, as it is called, which for = shori time implied the application
of restrictions (for pre~eminently pclitical. reasons) to supplieg for
certain developed countries, but whica basically consisted in the
decision of the producer countries grouped in the Organization
of Petroleum Exporting Countries (OPEC) to aise the reference prices
of petroleum considerably. These reference prices serve as the
basis for determiniug taxation, royaliies and the participation of
goveraments in the profits of the petroleum companies, and therefore
influence the level of prices of petroleum Hroducts in the importer
countries. On the other hand, the upsuring in petroleum prices
served to correct the unfavouradle trend vhich had persisted from
1956 until 1971, with only slight fluctuations in the latter year and
in 1972. But the scale c¢f the orice increases fixed by the exporter
countries in the last twe months of 1973 complicated the situation
on the commodity marlkets, which felt the effects of increases in the
cost of power, transport and other innuts.

In point of fact, in the case of CIF quotations for sone
products,part of the increase reflected higiaer maritime freight
charges. The decision acopted by the petroleum exporting countries
however, also eacouraged other developing countries exporting different
conmocdities to consider the nossibility of taking concerted action
that would enable them to exsrt some influence on the export prices
of certain commodities whose positioa had not appreciably improved
during the overall hoom. Those particularly concerned were the
exporters of bauxite, bananas and irocr ore, and, up to a point, coffee
exporters as well. The results of their endeavours will be discussed
later. TFor the moment, the point to he stressed is that the boom in
the marlets for certain products continued throughout the first half
and even during the third quarter of 1974, although in the latter
period quotations for soune commodities had already fallen in relation
to the earlier months. The average however, remained higher than in

the preceding year. To make an accurate zssessment of what the

/increases meant
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|
increases neant for the exporter countries, price trends for each

individual commodity nust be studied, but use can also be made of
the overall evaluation afforded by an index including the most
important of Latin America's export products, with the exception
of petroleum 1/ (see table 1). ,

In terns of dollars at current prices, world quotations
for Latin Awerican products certainly reached distinctly high
levels in a relatively short space of time. The significance
of these inéreaseé_ié less, howevér, ifﬂother factors are taken
inte account. One of theﬁ has already béen mentioned: in every
case in which quotations are based on the CIF price in the
importer country, part of the price increase reflects the rise
in treasport costs. Dut the most important of the féctors referred
to is the purchasing power of the currency on which guotations are
based. In 1970-1974%, the purchasing power of the dollar decreased
as a result of the inflationary proceés in the United States and in
all the other developed countries, as well as because of the changes
that took place in dollar quotations in relation to other currencies.
Tror1 the point of view of most of the Latin American countries, =a
suitable index for wmeasuring the purchasing power of the dollar night
be the unit value index of the total United States exports, or one
inclucing only exports of manufactures. In 1973-1974 the first of
these indexes showed higher increases than the second, owing to the
importance of cereals and other agricultural foods in the United States!
exports., Over the long term, however, the differences hetween the two
indexes have.been Telgtively swmall. The unit value incex of total
exports would seem to Le of greater sigoificance for the Latin American
countries which import cereals and other foods from the temperate zone.
Lastly, the purchasing wowver of the dollar on other markets can be
neasured by using the index of the devaluation of the dollar in relation
to other currencies. In table 2 the variations recently shown by

tiiese different inderes are presented.

1/ A commodity-by-comnmodity analysis of price trends and market
conditions will be included later.
/table 1
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Table 1

LATIN AMERICA: INDEXES OF GUOTATIONS FOR
STAPLE EXPORT PROLUCTS

(Base: 197C=100, irn dollars at current prices)

L3 —

1973 1974

1971 1972 1973 TFourth TFirst  Second  Third
quarter quarter quarter quarter

r———

I. Food and beverages 100 12. 1€2 172 227 260 297
1. Tropical zone 97 122 156 164 230 - 272 319
2. Temperate zone 110 116 182 202 216 218 221

IT. Agricultural raw .
materials 166 123 222 267 226 289 275
11T, iletals 20 92  13L 1351 178 201 151
IV. Total index 98 113 162 132 227 2L7 254

. et P, - o e

Source: Data preparecd by ICLA on the basis of quotations published iz the
United Nations Hontkly Bulletin of Statistics and other similar
cocuments.

/Table 2
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Table 2

VARIATIONS IN SELECTED INDIXES OF THE PURCHASING
POWER OF THE DOLLAR, 1970-1974

(1970=100)

A.

1971

1973 13?4
1972 1973 TFourth First second Third

Index of unit

value of total

United States
exports 103

Index of unit

value of United

States exports of
manufactures 102

Index of devaluation

of the dollar in
relation to

currencies of

cdeveloped countries 102

quarter quarter quarter quarter

106 124 136 147 152 161
105 113 120 127 152 P
108 116 116 13 115 113

Sources:

For A. United States Department of Commerce, Survey of Current
Pusiness, August 1974;

For B. United N: Nations, llonthly Bulletin of Statlstlcs, Decenbesr 1974
For C. United Nations Conference on Trade and Development, (UICTAD),

Foathly Coumodity Price Bulletin, October 1974.

/A8 can



As can be seen from the figures appearing in table 2, the
purchasing power of the dollar dropped sharnly in the United States
market in 1973 and the early months of 1974, and declined in other
marliiets as a result of th: devaluations which took place at the end
of 1971 and the beginuning of 1973. levertheless, even discounting
the effect of the loss of purchasing power of the dollar in the last
'fhree years, the average level of guectations for staple coumodities
in 19731974 easily exceeds the figures recorded in the preceding
years. DIxperience shows that upwarcd movements in primary commodity
prices are generally slort-lived, anc are folloved by more prolonged
periods of decline or of stabilization at low levels, whereas the
nrices of imported products (particularly manufactures) pursue an
uninterrupted upwaré trend. This is reflected in the familiar
deterioration of the terms of trade as between developing countries
(most of which are emporisrs of primary goods) and developed countries
(which are the principal narkets ¢f origin of the manufactures imported
by the former group). t is therefore worthwhile to examine commodity

rice trends over a longer period than has been considered here.
N3 b

2. A loag-term view of the boom in 1973-197h4

The evolution of commodity prices in real terns (that is,
in currency uvith a coastant purchasing powver) can be determined by
deflating current prices, on the basis of an index measuring variations
in overall price levels in a givern country or group of countiies, the
index used may be that of the unit value of total exports of ucaulactures
from the developed countries in the agrregate, or again, that of the
uxit value of total exports frow the United States, vhich constitutes
the chief market for the exports aand the leading sunplier of the imports
of most of the Latin American countries. ‘Thichever index is selected,
it will involve some degree ar arbitrzriness, and nust therefore be
vezarded as serving essentially to indicate the direction znd approximate
wapnitude of the changes taling place in overall price levels. It is
interesting to note that the two indexes quoted rémained closely parallel
throughout most of the period 1952-1973 (see table 3). To deflate
current prices of Latin Awnerican products, however, the index: of the

nait value of Unitod States exports was used.
/Table 3



Table 3

INDEXES OF PURCHASING POYER OF THE DOLLAR, 1943-1974
(Dollar base: 1953-1955=100)

il P

A B

Year Incdex of unit value of exports Index of unit wvalue of
of manufsctures from eleven total United Sztes exports
developed couniries

1948 ‘ see : 98

1949 coe : 91

1950 aas ’ . 39

1951 see 102

1952 : 104 101

1953 ' 100 ' 100

1954 99 | 99

1955 100 _ © 100

1956 o4k ) 104

1957 107 : 107

1958 105 | - 106

1959 104 106

1960 107 - 107

1961 108 109

1962 108 108

1963 © 109 108

1964 - 110 . , 109

1965 113 113

1966 - 11k 116

1567 116 115

1968 116 ‘ 120

1969 117 12k

1970 127 121

1971 133 136

1972 145 140

197> 169 163

1973« IV 179 ' 178

1974~ I 182 | 193

11 202 : 200

1II caa 212

Sources: For A: United Nations, Statistical Yearbook, 1962, 1965,
1969; Monthly Bulletin of Statistics, December 197k,
The following countries are included: Belgium anc
Luxembourg, Canada, Federal DRepublic of Germany, France,
Italy, Japan, the Netherlands, Swveden, Switgerland,
United Kingdom, United States;

For B: United States Departrient of Commerce, Dusiness
Statistics 1971, Survey of Current Business, August 1974,

/It is
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It is vorthuhile to note. the gize of the increases in these two

indexes from 1970 onwards, and »marticularly in 1973, and to recall

cane into force in dovenber 197%, and the second in January 1974; in
the latter yea:r they helped to step up an inflationary process whicl
acd already gathered considerable speed in the econonies ol the
developed countries.
from another point of vieu, the accleration of the inflatiozaxy

nrocess in the cdeveloped countries so seriously erocec tie nurclimping
nover of the foreign exchange iucone of the developinz countries,
that, as shown in figures 5, 6 and 7, the higher price ia dollars at
current values quoted for many products in 1970 barely siguified the
restoration of the purchasing power which those same procducts had
enjoyed during part of the 1950s. Tlhe 1877-1974 levels would nrobably
need to he maiatained for a period of three to five years, as the case
nizat be, to enable the developing exporter countries to recoup the
losses (i.e., the net transfer of resources) vhich they suffered Juring
he years in which the prices of their pfoducts stood at lowr levels.
wor illustrative purposes, suffice it to loolt at free narlet sugar
prices throughout almost the vhole of the 19508, and to note the same
situation with slight variations, in the case of procducts of so nuch
relative importance in Latin American exports as coffee, c¢ocoa, baranas,
cotton and wool. The evolution of current prices of bananas - uliicn
fluctuated around the sene levels between 1948 and 19735 - is perlieps
a ratlhier exceptiornal case, but it throws into clearer relief the
disadvantageous position of those »roducts over whose external narleting
nrocess the producer countries have 1ittle control. liuch the sane
nigont be said of iron ore, of uliich the prices in dollars ot current
values vere lover in 1972 than in the tvo preceling years aad in
19541965, so that the price in real terms (dollars at constant nrices)
fell in 1973 to helf the corresponding figure for 1954-1958. The

slight increase recorded in 1974k did aot iaply an improvement in terns

of (ollars at current prices or in purchasing power.

/Figure 5
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Figure 5 -
PRICES OF STAPLE LATIN AZRICAN EXPORT PRODUCTS IN DOLLARS AT
CURRENT PRICES AND IN DOLLRS AT CONSTANT PRICuS, 1953-1955
Dollar cents Semi-logarithmic secale
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Note: See footnotes to table 4 /Figure 6
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Tigure 6 (continuation of Figure 5)
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Dollars Figure 7 (continuation of "igure 5)
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Table 4 presents o comparison betueen the average prices of
selected nrocucts {in dollars at constant 1953-1955 prices) in 1973
and 197% and in earlier years. As regards the products of interest to
tiie largest number of Latin American countries, it should be oted tliat
in 1974 the real prices of coffee and hananas were lower tlhan in 1973,
and therefore dropped all the farther belovw their level in the vhole
period nreceding 1973. Vool prices were also less favouradle in 1S7%
than in 1975 and in the vneriod 1948-1965, vhile only in the case of
tin (the prices of vhich are regulated by an international agreenent)

vere real prices Lept higher in 197% then in aany earlier periodeg/

2. lLiecCium~-tern prospects

The nurpose of the foregoing paragraphs was to briang out the
point that the boom in world conmodity marlets in 1973-1970 loes ot
seeil 50 spectacular wvhea the current wrices of the procducts conceraed
are expressed in terms of constant purchasing power. At nost, as aas
alreacy been suggested, scme of the exnorter countries nay have
succeedsd in partly recouping the losses of income sustained for long
years during the 1960s. The recent favourable cosbination of
circunstances has already begun to veer in a different direction, and
the developing exporter ccuntries are ashking themselves wvhetlher
international commodity tracde is teo go on being characterized by this
cyclical recurrence of short spells of rising nrices, folloued by longer
periods when prices are low, or viaether, on the contrary, thiere is come
hone that the international comnunity will at last decide to adopt
policies designed to mitigate the causes and counteract the eflects of
the highly prejudicial instability of cotmodity markets. The ead of
the 1977-197% boon is already in sight, and brings the developing
exporter countries face to Tace uith the Tact that the nature and the
depth of the problens of international commodity tracde have undersgone
1o essential change; but it also offers them the opportuanity of
2/ i the other hand, the slump in copper prices in the latter

nonths of 1974 imnlies that the recl price of copner ia that rear
will be lowver than in 1955-1970.

/Table I
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Table Y
LATIN AMERICA; PRICES OF STAPIE EXPCRT PRODUCTS, IN DOLLARS 4T CONSTANT 1553-1955 PRICES
(4varages for fivewyear and other periods)

1948 . 1951 1956= 1961~ 1966= 1971 -

Product 1950 1955 1950 1965 - 1990 ey 1571 1972 1973 1974/
Raw sugar b/ 4.83 3433 Jetil 3496 2403 7405 3.31 5.19 5480 13+90a/
Rew sugar o/ 6e32 6409 5.86 6e31 6417 8.17 6428 6.52 6e31 134572/
Coooa beans 4/ 32,0 39 ok 0.4 2042 2548 . 3045 1940 22e2 37 oM 4345
Green coffes of 3948 6052 4.8 3547 3l4eb- 3548 3249 364 W10 3249
Gresn ooffes £/ i 47 63.8 53.0 ol 38,2 3947 63 - 40,45 Ul .6 3745
Bananas E/ ?ok ?."} 6.8 6.1!' 5e3. !4.6 '4.? Bel l'ImG l'l'oog./
Maize h/ 77.a/i/  B8B.l 6243 586 5345 62414 43,0 51,1 C 929 76 e/
Wheat J/ ' Bl s 71.2 5844 5840 5041 6643 4ol 49,9 8lUe5 87 52/
Cotton k/ © L4840 T4 2644 2l 2044 26,8 23,8 18,1 31,8 33468/
Yool _]_./ . : 117-02/3!./( 93,0 7"‘.0 71‘0 ll2.0 63.0 37.0 59.0 89.0 67 aO_aJ
Tin m/ 2 313,0 2 321,0 2 007 .0 2 68540 2 81140 3 04Bl0 2 57440 2 683.,0 2 96140 3 958.0
Copper n/ 543.0 72540 £40,0 761,0 1 114,0 9112 795.0 76540 1 094,0 991,0

Iron ore 9o/ .e 1278/p/ 1246 9s6 7e3 7 40 747 7 oF 6e2 6a3n/

Source’ As for table l.

5/ Averages represent quoigtions for lsss than 12 months. -

b/ For_1$48-1960, quotations represent prices in New Ygrk world comtrast N? ki, FAS Cubaj as from 1961 "world" prise, Internatiomal Sugar Council,
daily quotations, FOB and unloaded Caribbean ports (dollap sents per pound)e - ‘

o/ For 1948-1960, quotations represent CIF liport prises, New York, raw ?uga.r, sentrifugal 96%, in sacks; as for 1961, domsstle prise in United
States, inoluding import duty in New York; raw sugar,denirifugal 960 {dollar cents per pound).

d/ United States, domestis/import price, ex warehouse New York, prise for immediate delivery, Bahla coova (dollar cemts per pound),

U:;l'iigr Ste.t:a, domsm/import prise, ez dock New York, priss for immediate delivery, in bulk, Brazilian Samtos NT 4; Colewbian ianizales
o sente por po

KSnitsd Sta.tes,p?iom}:stiu i'mport prise, ex doak FNew York, price for iumediate delivery, in bulk, Colombian Manizales {dollar cents per pound),.

From 1948 to November 1961, Central Amsrisan bananas, importer to distributor, F(B port of entry, in 100 lb, oonsignments. A from Degember

1961, firsteolsss green stems from Contral Amsrisa and Eouador, ilmporter to distributor or pracesser, F(B part of entryj up to 1962, in 100 lb.

sonsignments; as from 1963, 40 1be orates (dollar cents per pound)e

h/ Up to 1;69, yollow, La Plata, in bags, CIF lMverpool and london; from 1970 onwards, CIF Rotterdam, for delivery within 30 to 60 days (dollars

o/
4

ey ton
y o:reapogding t0 the year 1990 onlys
3/ ¥heat N? 2, Hard Red Winter, from United States, for oxport, FUB prices ports on Gulf of Mexico (dollars per tom}s
k/ United Kinzdom, domestic/import price, CIF Idverpeol; Brazilien Sdo Paulo, Typa § (dollar cenmts per pound}. -
1/ United States, import prise, in werehouse, Boston; alesn wool base, Busnos Alres §/6%s (40/36%s) (dollar cents per pound)e
n/ United Kingdom, london Mstal Exchange quotatlons for tin, standard, minimum purity 39475 per cont (dollars per ton).
0/ United Kingdem, london Mptal Exchange quotctions for eleutrolytis oopper, domestic price (dollars per ton),
o/ Sweeden, domestis/CIF import prics Rotterdam; Kiruns D, 60 per sent (dollars per ton)e
p/ Averege for 1954-1355,

...6.}?...
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atertaking concerted action with respect to certain commodlities vhose

1
production and trade charvacteristics lend themselves to action of this

tyne. In other 'words, it is to be honed that the developing courtries !
1ill not waste the xperience of tac recent coajuncture, ard will talie

the necessary steps to chzuge the conditions ia which they have

particinated in world commodity trade, so that in the future their sole

in it a2y be nore active.

Juch concerted action - with the cé-operation of the developed
countries uvhenever possible, or simply with the participation of
develoning countries having an interest in a particular pirocduct or group
of nroduets ~ is urgently needed in view of the rapid deterioration
observable in tlhie situaticr of some commodities, and given the curreant
forecasts of the behaviour of the developecl couatries' economies over the
next fev years. Their grouth rate is expected to be lower .than ia the
two preceding years, axd eve: to fall short of the annual average
reaclied in the 1960s. Aduittedly, these reduced grouvth rates ier
already being anticipated long before the lecision to boost petrolemn
reference prices was adopted, so that the increase in these nust be
regarded only as an additional - although in some cases very important ~
factor in the economic contraction vhich is affecting almost all the
developed countries in varying degrees. Alongsice the decline in
grouth rates, the high rates of ianflation recorded in the recent neriod
are consicered likely fto persist, vith the result that the cdeveloned
countries vill be faced with a c¢ifficult choice of nolicies ~ often
conflicting - to tackle the contraction, o: the one hand, and to control
inflation, on the other. The upsiot is that the developing emmorter
countries - anc in particular those vhich do not export petroleun - are
confronted with a progressive contraction of external deuand for tleir
Procucts, with the cdnsequent conwvard npressure on tle prices of tle
goods conceried; aund at the same time, they coantinue to inport inflation
frou the developecd econonies through the higher prices they have to nay
for iaports from those couantries.

This is the situation reflected in the projections of n»rice treads,
in terms of dollars at curreni-values and of dollars at constant

/1967-1959



- 51 -

1967-1959 values, wiaich appear in figures 8§ and 9.3/ It should be noted
that although in dollars at current values the price indexes estinated
fox the three groups of products and the total index for the jpericd
1975-1980 maintain in geaneral a risiang trend, in dollars at constant
nrices (that is, in terms of purchesing power) they decline ranidly

until their levels resemble of drop helou those recorded in tie 1960s.

4. lieasures of international commodity trade policy:
the International Development Strategy (IDS) and
the General Assembly Programme of Action

In naragraphs 21 to 38 of General Assembdly resolution 2525 (UUV)
by virtue of vwhich the Interanational Development Strategy wns adopted
Tan the 1970s, a set of international trade policy measures is listed,
including sowe cdirectly relating to cmmodity trace. No significant
neadvay has been nace in the immlementation of these measures
individually or jointly - as iacicated in the resolution - by the
countries called upon to nut them into effect. In practice, albeilt
general preference systems in favour of exports of nenufactures anc
senimanufactures are bheinz applied by wost of the developed couatries
(vith the exception of the United States and Canada)!ﬁ/ in other Tfields
there has been little sign of the collective determination which would
enable measures of trade policy to be adopted and lmplementecd, as
the governnents declared they vere willing to do (in IDS paragroph 19).
As regarcs comnocities, the negotiation of a new ianternational agreenent
(on cocoa) was offset by the virtusl exniry of the wheat, coffee, and
sugar agreements, since their onerational clauses vere nol reneved acad
they survived only as administrative nechaaisns for the organization of

cousultations and compilation of statistics.

- e [ o SRS

B The nrice series and the projections of trends presented in the
figures indicated were prepared by the International Bank for
RNeconstruction and Development (IDRD), Commodities znd wport
Projection Division.

Ly Canada's generalized system of preferences caume inte force on
1 July 197%, uhile a2t the end of December in the same year tle
United States Cougress passed the law uncer vwihich the United Ltates'
preferential systenm can be brought into operation in the eaxrly
noaths oi 1975. _
/Figure 8
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Figure 8
INDEYZS OF PRICES OF AGRICULTURAL FOODSTUFFS AND
AGRICULTURAL R&V MATHRIALS
(Index. 19671969 = 100)
Semi-logarithric scale
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Figure 9
INDEXES OF PRICES OF MSTALS AND I.INERALS, AND TOAL
(Index 1967-1969 = 100)
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his inaction might be partly euxnlained as resulting from the
decision adopted at the begianing of 1972 by the major trade creas
(the United States, the Juropean Zceromic Community (ZC) and Japan)
to organize a new series of trade negotiations with the particination
of all countries (vhether or not Contractiag Parties to the General
Lgreenent on Tariffs and Trade (GATT)}. The intention''was not onlvy %o
nalie further progress in tlhe liberalizstion of tariffs for manulactures,
but also to negotiate the reduction or elinination of non-~tariff
restrictions and - for the first time - to include agriculturol nreducts.
Following up this line of thought, it could be addecd that the prodleus
arisiag in conusexion vith the reform of the international monetary
system liliewise helped to divert the atteantion that wight have bheen
given to the grade »roblens ol the developing countries. They at last
becaue the object ol consideration wihen, owing to a variety of
circuintstances, the prices of certain products began to rise, & »rocess
which affected the wheat market first (vhere a major share of exmorts
came from developed countries), and yhich spread to other procducts in the
course of 1975, culminating in the decision of the petroleum exporter
countries to raise netroleum reference prices considerably. The final
outcomne wvas that a special sescsion of the General Assemhbly was coavened
to exanine world connmodity Trade problems.

The Programme of Action for the esgtablishment of a ueu
international econmonic order adopted at the special session (April and
liay 197L) devotes considerable attention to the problems of trade in
raur neterials and foods. ior tle most part, lowever, the recomiexdations
for action in this field mersly ratily and exvand those included iz the
International Develonmert Stratesgy, vhich in their turn are a coancdensation
of the proposals formulatel in the course of a long period of discussion
in THCTAD and in the Zconomie and Social Council. In other vords, Iron
the conceptual standvoint the Programme of Action does not inalke nar-y
nev contributions to the body of proposals and recomnendations on
commocity trade problems; but it does have a great value as =z colerent
and integratecd set of tasks f{o be performed, for the bhenefit of the
cdeveloping countries, in areas as trade, the monetary system, industrial

cevelopment, the transfer of techunology, etc.
/In the
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In the sphere of international commodity trade, however, it is
evident that the recommendations of the International Development
Strategy and the Programme of Action will not be -translatecd into
practical moves or specific policy decisions unless a new annvoach
to the problems and their solutions is essayed. In brief,
this neﬂ vay of handling them, would consist essentially, thouzh not
exclusively, in shelving the ‘commodity-by-commodity’ treatuient on
vhich all consultations and negotiations have been based during the
past tuventy years, and édopting instead a multiple appfoach, both
because it covers several products simultareously, and because it implies
the integratios of various types of measures. '

In the Final Act of the first session of UITCTAD, recomiendation
A.TI.1, consicderation had already been given to the desirability of
adopting this wmultiple approach through the negotiation of agreements
on groups of products; but in practice the commodity-by-commodlity
treatment continued to prevail both in the organization aud conduct
of intergovernmental consultations and during the phase of aegotiation
of agreements. The gestation of these agreements, morecver, lhas
always heen a very slow and difficult process (the cocoa negotiations
lasted for about 1§ years), not so much because of the complemity
of the tedhnical problems that have to be solved as because ol the
delays in arriving at a consensus oa key aspects of the operation of
the agreement (distribution of cuotas, pricing, regulations in respect
of stocks anc production targets). The latest experience of the
commolity-by~-conmodity approach'was a series of intensive consultations
on 15 primary commodities organized by UNCTAD with the co-operation
of TFAC, wvhich never got as far as passing the stage gf problem
icdentification and proposals fof vossible lines of international ~ction,
aind entering on the stage of negotiations. This is yet another exanple
of the attitude towards these problems which has prevailed in certain

sectors of the international commuaity: an attitude which hrs been

/characterized by



characterized by recuests thet new studies be vrepared and comaittees or
groups of experts be set up, and by the everlasting postponeneant of
substantive decisions, pencing new reports on research.

Thie same attitude vas recently cdisplayed in the consiceration

of the nroposals prepared by the Secretary-General of UICTAD wiil
respect to the adoption of an integrated programme for commoﬂities.é/
he ey Teatures of these proposals include:

(i) a resolute effor’ on the part of all the countries concerned
vith trade in a certain product or group of procucts to nove
on from the stage of consultation to the stage of negotiation;

(ii) incorporation of new principles and operational patterns in
international commocity agreements or arrangements (i addition
to those traditionally included), such as linkage betueen
export prices and an index of inport prices; co-onerative
action oun the part of producer countries; mere wicdespreacd use
of buffer stocks (or stabilization reserves); coupensatory
rayments to exporters; and other complementary measwr-es.

ne integrated character of the programme would lic, in the first
place, in that it would be preparsd and supervised*by a central organ
(vhich would establish cdirectives, determine time schedules anc nonitor
ioplementation), and secondly, in that “action prepared for indivicdual
comiodities woulcd be more multidimensional than in the past, i.e., it
vould cover, vhere appropriate, a range of complementary neasures
relating to such aspects as marketing, promotion, processing,

¢iversification and access to markets, as well as pricing policy’.5/

’

— .

5/ See resolution 124 (XIV) adopted by the Trade and Develonient
Soard in relation to this pronosal, in ‘Neport of the Trade and
Development Doard on the first part of its fourteenth session’,
TD/3/526, 2 September 1974. The proposition of the Secretary-
General of UNCTAD is presented in “An overall iategrated
programme for comnccities®, TD/B/L98, 28 August 197L.

é/ An overall iategrated programme for commodities’, op.cit., ». 7.
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5. Background information oz natjional or international
comuodity policies

It is well kunown that virtually all developed countries consicer
the support of agricultural prices and incomes of their domestic
wroducers an accepted and necessary policy to assist what is coasidered
en uncer-privileged sector of their respective economies. This policy
enanated from period when agricultural surpluses were building up and
nrices fell accordingly. A auaber of techniques were, and coatiauve
to be, used by Western Iurope and the United States, rangiag fron
suaranteed income levels, to wrice and income parities, buffer stoclks,
production controls, reduction of output (for example, by leaving Laad
to lie fallow), cdeficiency payments and others. Thus the manipulation
of agricultural prices is, and has loug been, an established princinle
in the highly developed market economies of Western Europe and tle
United States. Tt is likewise a fact that while the administration of
tliese policies is often intricate and complex in its technical aspects,
the problem is considered of such magnitude that a great cezl of
ingehuity and effort is being applied to overcoming the technical aad
adninistrative obstacles. This incluces, where neecled, tle use of
fisancial resources to achieve the objectives sought.

While domestic policies aduittedly operate within a franevork
difficult to achieve at an international level, the issue couldl be
regarded fron three different angles: {a) the tencency of national
experience to sihow that, in general, the necessary know-hou can be
mustered to overconme technical difficulties inherent in international
comnodity marketing arrangements; (b) the need for financial resources
to operate aan international scheme and the presence of political will
in the different countries to malke the necessary commititents; and
{¢) the need for reconciliation of possible conflicts between national
farm support policies with the extension of similar policies to an
international level.

Develoning countries also have talten measures to inprove the
nosition of their agricultural producers, iu particular as regnids
xport earnings. Agricultural marketing boards, although originslly

used ian developed countries, became increasingly accepted in the

/developing countries



develoning countries of Africa. The ‘‘caisses de stabilization® vhich
operatec in the former TFrench territories, stabilized prices by
accuwnlating reserve funds during periods of high export prices and
Craving from then vhen prices were low. Such buffer funds, aos vell as
other technicues including quantity regulation by fixed price and
cefliciency payment schemes, are widely used in Africa and to a certain
extent in Asia. In Latin Anerica, buffer stocks are mainly used to
stabilize internal prices, bdut the evidence seems to suggest that
narketing boards for exports have not found the same videspread
acceptance as in other parts of the uvorld.

As to regional arrangements, the Common Agricultural Policy of
the Zuropean Iconomic Community, vhile promoting the agriculture of
its wember countriss, does aot resolve the problem of azccess to this
mariet by outside producers, particulary ia Latin America. The position
ol Latin America is, in this respect, peculiarly unfavourable, since
African countries associated tc the ELC do have preferential access to
that market. Furtherwmore, the final stage has been reached in
negotiations to exwpand coverage of the association to include
Lt countries of Africa, the Garibbean and the Pacific.

The IZIC arrragements vith sone ceveloping countries are significant
because they provide examples of multilaterally negotiated regzional
agreements of which commodity arrangements -~ including preilerential
access to markets, price gusport schemes and stabilization funls -

Torm an integral nart.

Developing countries of the British Commonwealth enjoy a special
trade relationship which, although not as expllcit or wicespread,
witl Sritain's eniry into the NEC uway provide alternative coumercial
lintages. In this respect Latin America is alone amoag the najor
ceveloping regions, in that it has 2o exnlicit or implicit »nreferential
trade arrangements with Jeveloped countries, individually o as o group,
for comiodities or for that matter other »roducts, except of course
uncer the generalized preferences (GSP) accorded to all cdeveloping

countries.

/Internationzal comntocity



- 59 -

Interﬁational comnodity market organization is one of the major
economic questions o vhich a systematic and institutionalizec
agreement has eluded polic¢y-makers in developed and éevlo?inﬂ countries.
Unlike the other tvo institutions envisagec by Lord Leynes, wiich
becaie the Internationel lonetary Fund and the Interuational Ionii fnox
lleconstruection and Development, a general council for commoelity coxtrols
¢id not materialize.Z/ Under such a council a series of izdivicuval
comodity marl:eting arrangerients were contenplated, with price
stabilization to be achieved largely through international buffer stocks.

The rrench proposals made during.the 1960s, and knovn as the
Pisani-Daumgartner plan, recommended {(a) marlet organizatioa for
teuperate~zone agricultural procducts; (b) the use of surpluses to
accelerate deVelopment, to combat hunger, and as neans for acdcditionel
investitent in developing cduntries; and {e¢) marlet organization fox
noa-agricultural and tropical agricultural commodities. These proposals
reflected a dissatisfaction with the operation of the world nariet
vhich had hecone divorced from national markets for the sane comnédities.
Tie proposals put forward in the Uaited States by Ienry A. ‘allace for
an ‘"Sver IHormal Granary" and by Charles #. Drannan in favour of iacone
sunport for farmers, »nrovide eﬁamples of technicues wvhose application
could be explored at tie international level. TUNCTAD has suggested
specific intergovernmental measures that coulcd be acdopted internationall
to reduce excessive short-term instability and to strengthen long-tern
trends in commodity marlets. To achieve these goals,; several technigues
have been recommended, including international huffer stoclis, exmort
guotas, wultilateral contracts, foreign tra&e levies, and others.

Despite intense activity at the international level simce 1945,
results have been disappointing as regards the interests of developing

countries, and of Latin America in particular. Tive commodity

ot A s

7/ The Keynes memorandum o. "The international coutrol o rav

i zaterials™, dated April 19Lh2, was recently found in the crchives
of the United Hingdom Treasury and has been reprinted in the
Journzl of Interanational Tconomics, Vol.l, M0 %, August 107,

/agreenents lhave
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agreenents have been concluded under United Mations auspices, on vheat,
tin, sugar, coifee and cocoa; but, excent in the case of tin, the
non-participation of mejor nrocducers and/or counsumers have recuced
thelr effectiveness. It should be borne in mind that the early
agreements after the First orld Yar vere initiated by metroplitan
cowittries and included esseutially producers. Gradually, goveranents
becane nore closely identified with these schemes and consumers' or
inporters' interest were more directly involved. he Havana Conference
of 1947 concluded that intergovernmental agreements were preferable
to procducer-cartel arraagements and that the co-operation of coxsuner
interests in importing countries was desivable. IHowever, the need

to reach counsensus among a nuch larger number of countries increased
the complexities of subsescquent 2egotiations, wiich - in mpart - nay
account foir the limited progress achieved.

In this connexion, anew technigues for commodity stabilization
have been explored, such as those advanced by UNCTAD for a nulti-
counodity stabilization operation, inclucding a series of buffer
stocks, supported by a cantral fuad.

Ijuch literature has been devoted by writers in cdeveloned
countries to discussion of the relationship between export income aud
economic development. While opinions may differ on the exutent oI the
causal relationship, there is little doubt that commodity agreements
recuce fluctuations both in nrices and in export receipts. Cthers
feel that agreements provide advantages of an extra-economic nature,
since the perfect competitive international marliet does not exist in
real life. It is suggested thet instead of trying fto influence the
markets directly, develoning countries should place nore emphasis
on poooling their exports and strengthening their bargaining pover.
The »nroblem of access to Geveloped narkets is also adduced as an

sguient in favour of arriving at an intérnationally-agreed marleting
schene, including an interanational insurance fuad Financed mainly by

imnorting countries.

/Folloving the
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Tolloving the 1973 energy crisis and rising conmodity prices, a
auaber of new proposals have been put forward by developed countries.
Tor exanple, a cdraft paper by the IEC Comiission vas circulatec in
Geneva, suggesting international stockpiling agreements to male
vorld prices of grains, dairy produce, sugar and rice less volatile.
In the United States the‘priﬁate but influential Conmittee for
Leononie Development called for a revision of United States agricultural
policy to include governmentwcontrolled stockpiles of lzey foodstuils.
These stockpiles would be used in tiwes df shortage to stabilize food
orices, neet trade obliszations, and assist in providing energeincy food
needs of poor countries. OCil-producing nations, in turn, are »ronosiag
to linlk the prices of rav materials procuced by Ceveloping countries
to those of the manufactured goods those countries import.

ne nced for a globval resources managenent to guarantee their
rational and equitable distribution was recoumitencecd by an URCTAD‘panel,
ar. the Secretary-General of UNCTAD stressed the coanvergence of interest:
of nroducer aad consuuer nations at this critical juncture. Coasuler
countries have become more concerned with the need for assured supplies
of essential foods and rau materials, and for a more oréerly »Hrice
situation. Thus the stage is set for neu and imaginative approacies,
uhich together with the political will - notably lackiag in the past -
may clear tie vay for new breakthroughs in the field of interanational
commodity marketing.

6. Priority aspects of international action
regarding commodities

Under the terns of Trade and Developuent Boarc resolution 12h{XIV),
the goveraments recuestecd the Secretary-General of UNCTAD to nreseunt
nmore Cetailed proposals for the integrated programme for commodities,
including suggestions as to the techaniques that night be aﬁplied to
speciiic comrnodities or groups of commodifies and their feasibility and
financial implications, s0 that the Committee on Commodities anfd. the

Trade and Development BDoard can discuss them at their meetings in 1975.

/The nrocduction
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The profuction and conmodity trade policies applied by most of
the developed cotntries, as briefly veviewed in the foregoing section,
together with the steps talien to acdopt internationally the technicuecs
and regulatiouns successfally tried out at tihe national level, vould
annear, in the light of the preseunt status with regard to relations
betueen developed and develoning countries, to warrant a nore
optimistic view of the possibilities that the internationel comnuaity
nay decide to undertalie concerted action wvihieh will respect tae
aspirations of the develoving countries in the field of trade anc
cevelopment financing. 2 the commodity trace sector, vhich for the
mejority of the ceveloping countries is still the most vulneradle,
the Latin Anerican couatries have generally supported the initiatives
and proposals emanating from commetent interrational agencies such as
UIICTAD or other members of the United Nations system (or have
rarticinated directly in their formulation); and this same attitude
vas displayed in the prelininary discussion of the proposal regardin
an integrated prosranme for conmodities put foruvard by the Secretary-
Ceneral of UNICTAD at the neetings of the Trade and Developunent Doard in
Septenber 1973. Both this integrated progranme andé the General Assennly
Progronme of Action corstitute a body of measures waich heve been the
subject of discussion in iaternational ageucies for many long years,
for wvhich reason it woulcd seem unnecessary to analyse thew in Cetail
on the present occassion. iHevertheless, brief reference should be
mace to two of these neasures,; because they have arousel the greatest
interest in recent discussions and hecause they represent, un to a
point, progress in respect of the iustrunents that wight be used for
seeling solutions to specific comnodity trade problems of the deve eloning
countries. They are the formation of “nroducers' associatiouns” aad the
Yindexation of prices®.

“Producers' associations” (vhich in the General Assenbly Programme

Action it wae agreed to encourage) nay be considered a special case,
or & form of internatioral commodity arrangement, differing froo
tracditional agreements in “he significant respect that the countries

importing the product in cuestion dc not narticipate. It should be

/noted thct
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noted that in the recommendation which wmay be consideréd the ciwnrter

of interanational commolity agreements - recommendation A.II.1 of the
Final Act of the first session of UNCTAD (adonted unanimously) - , it

is stated that such agreements ‘‘shouléd take due account of tae interests
of exporting and importing couatries™, but it is not expressly
stinulated that the latter must officially participate iz arrangenents
of this kind. In effect, some of the leading world importers of
comiodities have refused to participate ia certain agreements viich

are novw, or trere formerly in force. The participation of impoiter
countries certainly makes it easier in many cases, or possible in otlers,
to monitor or officially control the observance of specific regulations
zoverning trade in a particular commodity; but if the develoning
countries have to choose between not having an agreement on o given
arocduct because tiie 1eééing importer countries will ot accede to it,

or taving an agreement hased on the consensus of the princinal nroducer
countries, they would obviously have to fawvour the second option,
grantec that the production and marketing characteristics of the
commoéity'concerned é¢id not malke it unadvisable. DNothing would seen

to justify the presunption that “producers' associations® woulcd hecoie
abusive concentrations of power, since the interests of the procucer
countiries as exporters set limits which they could not overstep vithout
camage to thenselves. Nor does it appear reasonable to assume tlhat

all procducers' associations would be faithful copies - in their
orpanization and in their action - of the model afforded by the
Crganization of Petroleum Exporting Countries (0OPEZC). lioreover, tlae
experience of CPEC itself and of groups of producer countries in various
regions wvitich have participated in some of the traditional coﬂmodity
agreenents, demonstrates that identity of ohjectives does not npreclude
internal differences of opinion in the quest for waximun grounds of

connoil interest,

/Bome of




Soite of the developed couatiries have adopted an openly hostile
~attitude to the fornatior of producers! associations'among the
ceveloping countriesu§/ e alternative that they nmight offer to the
counttries of the Third worild would be z more positive anprocch in the
negotiation of commodity agreements of the traditional type and in
the financing of buffer stocls.

Indexation’ relates to the establishment of a link betuveen
price novements of imported goods (or of a selected group of them) and

uch a

4]

he prices of an export commodity or group of commodities, in
vay as to lteep the purchasinpg pover of the export product or »nrolucts
constant. A study prepared by the UIICTAD secretariat analyses i detail
the incdexstion procedures used at the national level in various couatries
and the technical aspects of the application of an indexation lormula
at the international leveleg/ In . thé opinion of the. UNCTAD secretariat,
“the study (on indexation) was a first step only, but on the basis of
this first step, the Secretary-General's finding was that incexation was
technically feasible, capable of gracual iatroduction and operatioan by
various mechanisms, and potentially an fffective antidote to the lharm
cone by international inflazion. Uhilst not the complete anwver to the
problen of commodity instability, it would be a far-sighted advance in
the crucial area of pricing nolicy7.10/

As in the case of other commodlity frade questions, the preliminary
Giscussion on indexation in the Trade and Developuent Board revealed
thiat a certain number of developed countries consider the applicatioa
of this principle impracticable or undesirable. The great majority of
the cdeveloping countries, on their sice, recognize that such o system

affords them a defence against the constant deterioration of the terus

of trade. .
§/ The most drastic opposition seems to be that reflected in the 1974

Trade Act passed by the Uanited States Congress at the eand of last
December, iunasmuch as it establishes that countries menbers of
producers'! associatiouns vill be excluced from the Uanited States!?
general system of preferences uhen it enters iato force.

9/ "The indexation of »rices. Stuly by the UIICTAD secretariat:,
TD/3/503, Sup.l, 30 July 197%.
10,/ “leport of the Trads and Developnent Joard on the first pazrt of

its fourteenth sessica®, onscit. p.-37.
g /B. EXPORT
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B. EXPORT OF MANUFACTURES AND THE GENERALIZED
SYSTEM OF PREYERENCES

1. Export of manufactures 11/

The exceptionally high growth of exportsfof manufactures of many
Latin American countries during 1973 will be easily éurpassed in 1974,
according. to estlmates based on data for 51x to seven months trade and
on the complementarxty agreements or. bllateral agreements reached on
export programmes. This unprecedented performance of exports of _
manufactures was translated into an annual growth rate of 48 per cent
during the early years of the 1970s, for the nineteen countries of
Latin America taken together (excluding Cuba) and the four English-
speaking countries of the Caribbean. This is an even more significant_
indicator if account is taken of the dynamic rate which was maintained
during the previous decade (18 per cent per year), which saw the
launching of a systematic promotion of exports of non-traditional
manufactures and the effective beginning of the trade flow based
on these products. (See table 5.)

11/ As defined by the Standard International Trade Classification

' Sections 5, 6, 7 and 8 (with the exception of Division 68).
This definition does not cover all exports of manufactures,
for it does not include some of the traditional exporis,
marketed in large guantities outside Latin America, which, at
current prices, have been inecreasing in value at an anaual
rate of approximately 12.5 per cent since 1965. The exports
of manufactures excluded from the definition used here
amounted in 1965 to 54 per cent of those covered, whereas
at present they represent only 13 per cent. From this stems
the desirability, for the present di=mgnosis of the Latin
American external sector, of adopting this limited definition
compared with the wider one used in Chapter IV, Part One,
which deals with industrial development, since it forestalls
the minimization of the éffect of exports of manufactures
promoted by national policies and by complementarity agreements
between countries or transnational enterprises. To put it
differently, the relative reduction in the exports of
traditional manufactures would have blurred the facts
presented in the text. '

/Table 5
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Taple 5

LATIN AMERICAs EXPCRY OF MANUFACTURES MND SIMI-MANUFACTURES

(Percenteges of current values)

2, Seleoted ratlos expressed as

1y dnnusl growin retes percentages of exports of manufactures

1960w 1870 1973 1570w 1960 1970 1973 1974
1570 1273 1974 1574

Zxpoits of manufaotures
Argentina, Brazil, and Mexiso  ,ea L2 86 pil
Andean Group nae Lk 56 b6
La®in america {23 cowntries) 18 lg, 2! L8

Total Exports
Argentina, Brazil, and Mexiso  H.7 27 28 27
Latin Americs {23 countries) a8 18 &7 29

Exrordis of manufactures as a
peroantage of total exporis

Argentina, Brazil, and Mexico cre 17 2k H

Latin Amertee {23 ccuntries) | 295 9 15 15

Expetis of manufactures

Argentine, Brazilian, and
Me:doan experts as perceandage
Letin American exports{23 countrios) ver Yz 73 78

Souree: HCLA, on tho basis of official ferelgn trade statistics.

/Although total
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Although total Latin Americanﬂeprrts also showed exceptionally
high inqreaseg during 1973 and 19?4, it would appear that during: the
past year the total volume of trade levelled off at a time when the
prices of some raw materials and petroleun were rising. In any
event, the rate of growth in 1970-1974 was.appreciably lower than
that of exports of manufactures. In this context, the growing
exports of manufactures would'have offset the'drop.in fhe real
volume of trade and maintaiﬁed-its dynamic performance. Their share
of total exports tripled over the period 1960-1970, and this figure
almost doubled in the three folléwing vears, and it is thought that
it will coﬁtinue to increase duriﬁg 19?4, -in spite of the effect,
mentioned earlier, of higher prices for many of the primary commodities
exported by the region. Thus, the-gfowing exports of manufactures
are making a spedial contribution to the accumulation of foreign
resources, and they seem indispensable, in respect of both the
balance of payments and the level of domestic economic activity.

During the 1960s the performance of exports of manufactures to
Latin America itsélf-was more dynamic than that of total exports; they
grew by 28 per cent per year, amounting to approximately 46 per cent
of the total. On the other hand, in the early years of the 1970s a
relative downturn in the gfowth of intra-zonal trade was observed,
particularly between the member countries of LAFTA, and there was
an increase in the exports of manufactures to the rest of the world
by the three large countries. However, it is believed that the
exceptional expansion of exports df manufactures during 1973 and 1974
went hand in hand with a strengthening of intra-zonal trade, part
of it due to the various complementarity or bilateral agreements
reached, and the internal decisions taken by transnational enterprises.
This situation is the result of the different performances of the
countries, explained by their size, and the diversification of their
economies. The medium-sized and smaller countries make a smaller
contribution to Latin America's exports of manufactures, but the
majority of these are exported within the region itself, particularly

those exported by the Central American and Caribbean countries.

/Cn the
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On the other hand, the lergsr countries improved their competitive
strength in other markets, channelling large portions of their
exports of manufactures to these mariets, and reducing the intra-
zonal trade coefficient cwing to “heir relatively high share of
Latin American foreign trade. The possibilities of growth of

| intra-zonal trade should not, therefore, be under-estimated,
particularly if one bears in mind that the present world economic
situation would lead one %o expsct the introduction of import res-
trictions by the industrislized countries, for the levels of exports
of manufactures are beginning to play a major role in the maintenance
of the levels of economic activity inm the countries of the region.

In this respect, special mention should be made of the growing
importance of intra-zonal exports of manufactures, the demand for
which has high income-elasticity, and they include goods which are
normally imported from developed countries. A4s is shown in another
part of this diagnosis of the external sector 12/ the structure of
intra-zonal trade tends to be similar %fo that of extra-zonal imports,
and is gradually taking a form different from that of exports to the
rest of the world. This would appear to be indicative of a regional
import substitution process, conducive to the broadening of the
bases of co-~operation and integration programmes between the countries
of Latin America in the manufaciuring sector. This probably marks the
beginning of the break with the traditional lack of symmetry in the
Latin American external ssctor which is responsible for its chronic
strangulation. In other words, import substitution and the export
of manufactures do not coanstitute elements which run counter to the
development process in Latin America, nor alternative policies to
this process, but rather zomplementary objectives.

This evolution of exports of manufactures in Latin America
is strongly influenced by the performance of the three large
countries ~ Argentina, Brazil and Mexico ~ which, from year to year,
increase their share of %total trade. Their marked relative importance
is even growing, since in ZThese three countries the proportion of
exports of manufactures in the export total is increasing, and is

considerably higher than that of Latin America as a whole.

12/ See Section C of this chapter, "Imporits and development!.
/Similarly, the
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Sindilarly, the expansion of exnorts of manufactures in these countries
talien as a group or.individually is probably the underlying cause of the
increase in the value of total exmports. Furthermore, although tie three
larger countries are those maintaining the high rate of growth ol exports

of manufactures, the phenomenon is rather widespread in all the countries

o

of the repgion, particularly aﬁong the countries of the Andean Giroun,
vhich cduring the period 1970-1974% recorded an annual rate of grovth very
¢lose to tiae overall figure. The fact that the large countries have

he largest share in the export of manufactures, wvhich is explained by
their size aad the diversification of their economies, should not nale
us uncerestimate the relatively lower rates of growth of the remainiag
tventy countries of Latin America, since they represent singulaxr
advances in the development process of these nations, and in the

integration of the sub-regional economies.

2. The Generalized Systen of Prefereuces (GSP)

Jith the entry iato force of the Canadian scheme in July L97%

9
anc the possible introduction of the United States sclhieme in 1975 as
¢

programied, the Generalized System of Prgferences will he in fon
almost all the developed countries. This is taking place at o tiue

vien the new world economic situation is placing greater stress on the
need to maintain a satisfactory rate of growth in cdeveloping country
exports. Undoubtedly, the demand outlook for the manufactured products
of the major countries granting general preferences will not be very
favourable should the coatraction of their economies become :more ccute
anl this could weaken the effectiveness of the System. It, therefore,
seens that urgent steps must be talken not only to improve the substantive
aspect of the schemes counnected with the Generalized Systen of Preferences
but also to adopt various complementary nmeasures to promote the exports
of manuvfactures and semi-manufactures of the countries benefiting from
the schemes. Turtherumore, there are other factors which have nroduced
and will countinue to produce a real and potential erosion of the advantage
oifferec by the GSP; among them are the expansion of the Juropean licononmic
Jonmunity (ZEC), the creation of the Tree-Trade area betueen the i

aid the Huropean Free-Trade Association (ET'TA), the intensification of

the special relations of the ZEC with the Associated countries axd those

Jof the
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of the Hediterrancan Dasin. as well as the multilateral trade negotiations
of the General Agreement on Tariffe and Trade (GATT). To prevent these
factors frow vealening the positive effects of the GSP, the losses
arising in respect of benefits shouvlad be compensated through tihe
imrovenent of the scheme, vithout nrejudice to other compensatory
neasures.

Turthermore, since more than three years have passel since the
introduction of %ie preference schemes in several countries, eiperience
acquired points %o some of the aspects of those schemes which coulc he
improved. TFirst, menticn has been made on several occasions ol a seriou
limitation to the present GST schemes, nanely, the fact that processed
agricultural products are only inclucded in very limited amount
~ Chapters ). to % of tte Brussels Tariff Nomenclature (BTN).

Sxperience in recent years has also shown that for the majority
of the products includec in the GSP, this has not provolied any ncjior
rironlen ir the marlets of the countries granting preferences, and that
there ig, in reality, nc neeé to set as restrictive a ceiling on iomorts
as that contemplated in the schemes of the EEC and Japaun.l3/

The substitution of the new general safeguard clause for tae
present system of quotas also has its cdisadvantages, which coulcd be of
less consequence if the countries granting preferences were to guarantee
a ninimum import ceiling te the beneficiary couantries before those
countries could have recourse to the enforcewment of the safeguard
clause. This minimun ceiling could be determined annually, automaticall
and in accordance with pre-established formulas (for example, the sane
whien has'been used to Tix quotas so far}., On the other haud, it would
al.so be necessary ~ as set out in the proposal for the forthcoming
multilateral trade negotiations ~ to modify the pertinent GATY articles

to ‘establish a more prudent set of rules for using the safeguard clauses

13/ The Goverament of Japan stated that since 1973 it has been
applying a flexible criterion in respect of global guwotas. Thae
IEC, for its part, has not suspenced the preferential tariifs for
the majority of noa-sensitive products and has appliec ce Izcto

a flexible rule.

Desults in
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Zesults in receat years point towards another important aspect,
nanely, that the use of the G3P is limited to a small number of countries
nainly due to the limited cover given to agricultural products, vhich
are those of greatest importance to a large number of develoviag
countries, particularly the relatively least developed ones. Taese
suffer disacCvantages in their systems of procduction and marleting ol
goods, and have less experience and potential in the econonic,
technical,, and financial fields as a result of which they are not able
to make appropriate use of the passive advantages provided by the
preferences; to (o so they need active complementary measures. Iz the
absence of such measures, the ceilings established for individual
beneficiaries, which aim at the equitable digtribution of the benelils
betireen the developing countries have not made any effective contribution
to improving the lot of the relatively less developed countries, and on
the other hand, have constituted one of the constraints vhich Lave had
tiae most powerful neutralizing effect on a sizable part of the global
quotas.

The GSP of the United States apparently lays down more flexible
criteria on the ceiling for each beneficiary country than the nrincipal
schemes in force. (See table 6.)14/

As is kunown, in the United States scheme a ceiling is established
on vhich basis imports originating in each of the beneficiary countries
canxnot exceed 50 per cent of the total imports from all other sources;
for their part, the IZC and Japan begin by establishing a ceilinpg for
the total of imports from those developing countries enjoyin

2
preferential treatment, and also indicate 2 maximum figure for inports

14/ The reference of the Generalized System of Preferences of the
United States are based on the Trade 3ill which the Congress of
this country debated cduring 1974. At the end of Deceuber Coagress
voted this Law (one of the articles of which refers to the
Generalized System of Preferences) but an official text is not
yet available, os a result nothing is known of the unature and scope
of the amendnents introduced in the original Dill. Therefore,
the observations made here are only valid to the extent {hat the
final approved text tallies, in the main, with the origiual Bill.

/Mable 6



Tabls 6

THE GENERALIZED SYSTEM OF PREFERENCES ~ THE SCHEMES OF THE PRINCIPAL COUNTRIES COMPARED

United Kingdom a/

United States b/

dapan

Seandinavian
countriss

Remarks on the most suitebls system for
the doveleping counmtrles

Average tariff applied

948 = 949 (vrens) Fel (aens)

1. Non-agrisultural preducts jghagtara 25 45 99 of the BTH)

7.2 (w.a..) - 1007 (&la!)

646 (ieto} = 1lel {aeas)

to MFN o/
Margin Averege tariff applled | Zero Zaro Zero Zero Zara
of prog | wnder GSP (with the exseption of 5 {(vith the exception 48 prod
arengss produotsg usts subjeot to & prefer~

ential tariff of 50% of the
MPN tariff)

The higher margin of preference is In
prinsipls praferable

dverage margin ef praf
erence 4

I = 6,5 (W-&o) Gel (Beas)

742 (wate) = 107 {aeas}

lass than 5-6 (Wcﬂ.o) 1l.1
(aeae) for the 48 products
exempt from the 50% only

Preferential quota (seiling for

Basio quota (velus of im-

None (instead the use of

None (instead the use of

Bagis quots (value ef imm

None {instead the use of

The application of a safsguard olause is

beneficlary ecountries

20 to 30% of the global
quota for tha remainder

ever is losd)

Praferenses) for benafisiary poris from beneflsliary safeguard alauses 1is safegunrd clauses 1s ports from the beneflelary |safe d slauses 1s preforable to fixing a oslling for pref~
sountries as a whols sountries in the bese year) iplanned) planned oountriss, in the base planned erences, provided thet the safeguard
plus the supplement yoar) plus the 1G5 elause is not applied unilaterally to the
quota (5% of the valus of mentary gueta of the | - detriment of the baneficiary sountries
imports from non bensfioim valus of lmports from non-
ary countrles in the year beneficiary countries in
bafore last) | the year befare the last)
Proferential quota (eceiling for | 50% of the global quota for [Nome (50% of total imports or | 50% of the global quota Hone If no geiling exists for the eountries
praferences) for each ome of the | the majority of products; 25 million dollars which a8 a whels {(a situstion which es we hawe

seon 18 preferable) the velling fixed as
& preportion of glebal imperts could
prove mare flexible than the applisation
of a fixed figure, provided that the
quote epplies to aggregate groups of
goods and not to detailed tariff seriss,.
If there is a oelling feor the countirles
as a whole it 1s aleo prefarable that a
ceiling por gountry be applied sc that
benafits would not be totally abserbed
by a small number of coumtrles (but the
applisation of a country celling must be
sufficiently flexible).

Produsts ineluded £/

All exocept L8 predusts (in
addition several textile
products ars exsluded for
the majority of developing
sountries g-/

A1l except 112 products

There 1s to be a posltive
Ust (the majority of tex~
tils produsts snd other
sensitive products are to b
exoluded from this 1list})

AIX exeapt 10 produsts

A1l exoept between 25 and
é3 products {depsnding on
the countries granting the
preferences

2¢ Agricultural produots (Chapters 1 te 24 of the BTN)
Average teriff applied| Betwwen ;.’6 -~ 1941 {t-a.} - 5e2 {w.a.; Between 7,0 and 10,2 iw.a.; -
Margin |. b MFN h/ Batween 7.8 = 947 (asae 91 (aeas Botwaen 1947 and 20.1{n.as
of pref | Averags tariff applied Between 20 and 1064 of Zero (rith the sxzceoption Zero (Betweon 20 end 1004 of thejiero for the majority of
erenses | wnder GSP the MPN tariff) of 6 produsts) MFN tariff) produsts
dverage margin of pref | Between 20 gnd 10G5 of - 5¢2 (weae Between 20 and 100% of 7.7~ -
erenses y E:g - 13:} E:a:ioz 90l ia.e..g 1042 (weae) 1947-2041 {aeasy

Proferential quota (eelling for
preferences) for bsnaficiary
sountries as & whole

Safeguard ¢lausea

Safeguard olauses

Safeguord olousas

Safeguard olauses

Safezuard slauses

i Preferenticl quota (seiling for
preferenoaa) for each ¢na of
the bensfliolary eocuntries

Safeguard slauses

iSafeguard olausea

{(50%% of total imports or 25
million dellars) 1/

Safeguard slauses

Safeguard clausea

Produsts inciuded k/

50 products

68 products

dpproximately 90 producte

#2 products

Betwesn 1lI and 52 produsis

{depending en the soyntries
granting proferenms‘jnt

Sourest ECLA, on the basis of the GSP established by ezch of the countries indicated.

8/ This schems was in ferce up to the end of 1973; b/ In socordance with the projest under review; s/, d/y b/ and i/ wese refers to the weighted average and aeae to the arithumetical averegej whemever two flgures
are given, the lasser figure esrresponds to the undersstimeted averages and the higher figure te the overestimated averesgs) _a/, _,1/ This i8 n#t a quota as such, but the sowgalled "fermila ef competitive nacessity™,
thet 15 to sey, preforential treatment will mot be given to the preduct of a soumiry if this sountry has supplied amounts of this product velusd at mers than 25 million dollars wr more than 56% ¢f the totel imports
of the United States in the last year for which esomplete data ars avallable, Purthermere, ascsrding to the senators! version sn the Trade Bill the figuwre of 25 mllion dellars will be inoreased by a rate sguivalent
to the rate of zrowth eof the GNP calouleted on the basis of dollars et ourrent pricesy j.'/ and _15/ The numbors ef the products refer te the four-digit series of tha BTNj g/ The praforonses are net spplied 4o texztils
produsta of soms lmportanss from developing oeuntries whish have not aigned the lsng-term estton textiles intermpational treds agrecmonte

/from each
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froir each one of those countries, which cannot exceed 50 per cent of
the overall guota set for all of them. The United States establishes
an optional ceiling of 25 million dollars for each one of the
beneficiary countries; the Community quota of the EEC, established
for the bensficiary countries as a whole, falls below this 25 million
dollar figure, except for two products. The result is that in the
case of the percentage ceiling as well as in that of absoclute values,
the United States system - when it comes into force - will perhaps

be less restrictive for the developing countries benefiting from the
Generalized System of Preferences.15/ .

In addition to those aspects mentioned which the GSP schemes
must put right, mention should be made of other necessary improvements,
such as the adoption of more flexible stgndards in respect of origin
(rule of collective origin, which takes account of the value added
not only in one country, but also in the developing countries as a
whole, or in those which form pért of a regional economic integration
scheme), the simplification of Adninistrative procedures (including
the harmonizafion of administrative schemes and rules of the various
countries granting preferences so as to facilitate the use of thege
rules by enterprises in the developing countries, etcs o

According to a study carried out byrthe UNCTAD secretariat, 16/
the value of imported products included in the ZEC (expanded), the
United States and Japanese schemes, talken together, would amount to
approximately 3,255 million dollars in 1970 {(of which 3,025 wmillion
would correspond to products under chapters 25 to 29 of the BTH). Of
this figure, 1,070 million dollars correspond to the ITEC, 771 million

to Japan and 1,407 million to the United States. The total figure

12/ 4s is known, in the EIC scheme there are three groups of products:
sensitive productis, semi-sensitive products and non-gensitive
products. PFor the sensitive products there is an annual Conmmunity
quota up to which ceiling the preferences apply to all the
beneficiary countries; each cne of these countries is geparately

subject to a limit which ranges between 20 and 30 per cent of the
overall quota.

16/ UNCTAD, The generalized system of preferences and the multilateral
trade negotiations (TD/B/C.5/26), March 1974.

/for imports
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faor imports covered by ke GSP of the three countries - according te
this very study - rgpresents 9.5 per cent of the overall imports of
those countries from the developing countries (5.4 per cent for the
EEC, 11.4 for Japan and 17.9 per cert for the United States), and
22.4% per cent of imports subject ic customs duties. These figures
provide an indication of the size of the major benefits which the
developing countries would aave received if the United States had
imtroduced its system of preferences for the same period in which the
EEC and Japan did so, that is, in mid-1971. (See table 7.;

In any event, the ragaitude ¢f the value of imported products ;‘gé
included in the GSP schemes is rather high eompared with the inporken
of manufactures and semi-manuvfactures, or non-traditional products
by the developed countries from the developing countries, and,
therefore, the possible loss of the margin of prefefendes for those
products could have considerable consequences. Furthermore, as the
UNCTAD study referred to states, the fact that only 22.4 per cent of
the products subject to customs duties are covered by the GSP schemes
meana that the possibility of expanding these schemes to include new
products is even greater particularly in respect of the products
included in chapters 1 to 24 of the BIN, which are of interest to

Latin American countries in particular.

3« The Generalized System of Preferences of the EEC

On the basis of preliminary celculations, Latin American exports
included vin the GSP probably represent no more than 3 or 4 per cent
of the total exports of latin America to the EEC; however, the figure
would probably be in the region of 30 per cent if non~-traditional
products only are taken into accourt, that is to say, manufactureé
and semi-manufactures, but excluding processed foodstuffs. Furthermore,
L0 per cent of the export producie included in the scheme are subjéct
to certain restrictions, such as overall quotas, quotas per

beneficiary country, etc. {(See table 8.)

/Table 7
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Table 7

EUROFEAN ECQNIMIC COMMUNITY, UNITED STATES AND JAPAN: SELECTED INDICATORS RELATED T0 THE
’ GERALIZED SYSTEM OF FREFZRENCES

(Millicna of dollars at current prices)

EEC United ) United Jepan
expanded Kingdom States d
s/ 5/ 17 ol
Total imports S ) 116 524 2 728 45 u76 18 621
inporis from the daveloping countries s/ 19 82 4 886 12 4o, 6 754
Izports from countries having specisl relations:
ERC asscoiete countries £/ Z2 239
"issociable" oountrics g/ 1 867
British Cannonweslth develeping soumntries 2 77
Ioports of productz subjet to customs dutles, from
developing comtrd as: ‘
Agrioultural produsts b/ by 960 1 830 503
Nencagrioultural preducts 1/ 1 515 638 6 537 3 437
Total ] 6 032 1 558 § L2y 3 9L4g
Imports of products covered by the GSP, from
dwﬂoping countriess
Agricultural produsts 86 58 95 22
Henmagrioultural products 952 h23. 1 1lo : 749
Total 7 1 078 Ly 1205 77
0f this totsl: ' ‘
Imports fpom countries baring spscial relatione: .
EEC agsosigte sowntries 4
Miggoolable” sountrdes 36
British Cemmoniealth develoring comntries r 367
Imports from Letin imericat: l_f/
Total imperis : L 395 768 5 30 {1 hoo)y~ .
Imports of products included in the GSP 176"1/ b3 753 : n/
: 1 {53)
: . _ , (k49
Joupse: WICTAD, The Gensralized System of Preferences and the Multilateral Trade Negotiations (T0/BL.5/26) end
Operation and effevts of the genersl praferences grented by the United Kingdom {TD/BA«5/7); Heuse of

Representatives (U.S.), Hearings before ths Subcommlttee of the Interamerican Affairs of the Committes an Foraiem

Affairg, 93 Congress, lst perdiod of sessions,

a/ Under the B0 1973 scheme, on the basis of date on 1970 importe,

b/ Under the United Kingdom scheme in foroce up to wnd of 1373, en the basis of data on 1970 iwportse

_g/ Under the acheme proposed in the draft Trade Bill, on the basis of import figures for 1971.

4/ Under the Japanese 1973 scheme, on the basis of data on 1970 imports,

_g/ 97 developing couniries, with the exception of the United States colum which refers to beneflojary countries,

£/ The countries associated under the Yaoundé and Arusha agreements,

5/ The British Commonwealth countries of Afrlea and the Cardibbesn with the exception of Kenya, Ugsnda, Tanzonia
and Mauritius,

b/ Chapters 1 to 2l of the BM

i/ Crapters 25 to 99 of the BN,

g_/ ECLA provisicnal estirate; exoludes imports of Denmark and Ireland,

L/ Pigure for 1972,

_1._/ Imports subjeot to preferentiel treatment ocsloulated on the basis of "tha formula of ocmpetitive neecessiiy”,

n/ ECLA provisional egtimate for 1972, /Table 8

b
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Teble B

EUROPEAN SCONGMIC CCIMUNITY: SELECTAD INDICATORS RELATZD TO IMPCRTS FROM
LaTIF AMERICA UNDER THE GSP, 1970

(IHillons of dollars CIF)

[l

EEC imports
Argenting,
Argen, Brazil Hezioo Brazil and Letin
ting america
liexloo
(1) Total imports 79945 8572 121.1 1777.8 3 5510
{2) Imperts of traditional Hrimary
sonmodities &/ 660,3 725.8 86,3 1 4725 3 09548
{3) Imports of non-traditional
pradusts [=(1) - (2)] 1381 13144 4.8 3053 455.2
{4) Manufeotures ond senie
manufactures b/ 32.9 71.9 25.7 1304 180.0
{5) Prinoipal progessed foud _
products g/ 5.4 1243 308 £8.5 Thiolt
(6} Totel imports of products included ‘
in the 1972 GSP 135 5309 2545 92.5 {130.0)4/
a)} Sensitive products 5% © 2647 645 R -
b) Semiwssnsitive products 0.9 349 3 745 -
¢) Nenwgensitive products 7ol 23.4 15.8 46,7 -
Percentage of imports of products inoluded
in ths GSP with respect to;
Total imports (6)/(1) 1.6 6.3 21,2 542 {3729/
Imports of non.traditions) products Golt 1.1 734 3043 (29.2)d/
Iuports of menufectures and
genl-maufaotures 39,8 750 9043 70.9 (73.8)8/

Sourca: OCDE, Suetistles of Foreigm Trade; UNCTAD, (peratiem and Effscts of the Generalized Preferesnces
Cranited by the Eurooean Eoonemile Community (TD/B/C.5/3)s
g/ Products corrasponding %o groups ard chepters Ol1, 041, Ok, 051, oé), 071, O72, OB, 12, 21, 221, 263,
281, 283, 33L, 42 and 68 of the SITU,
b/ Produsts includsd in the sectione 5 to 8 of the SITC axcluding Divisicn 66,
&/ Products corresponding to groups 012, 013, 031, 032, 054, 055, 291 and 292 of SITC.
4/ Highly tentative estimate.

STt is
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It is still not easy to evaluate the true magnitude of the
effects of the GSP of the European fconomic Community on Latin American
exports.lz/' Nevertheless, available information shows that there were
appreciable increases in exports included in the GSP by the more
industrialized countries of the region. For example, there were major
increases in the issue of certificates of origin for exports with
general preferences éin the majority consigned to EEC markets) in
Argentina: the value covered by the certificates more than doubled
between the second half of 1971 - when the EEC scheme came into force -
and the. second half of 1972, and continued to increase, although at
a slower rate. .

A high percentage of Latin American exports included in the TEC
scheme fall into the category of sensitive or senmi-sensitive products
subject to quota systems. Precducts for which the majority of the
Latin American countries have greater possibilities of exporting
towards the European market ére to be found among them, but -~ because
of the quota mechanism.- preferential treatment for them was suspended
some time before the end-of the year in question: for example, bovine
hides from Argentina, Brazil and Uruguay, some cotton textiles from
Colombia, a certain type of sawn wood from Brazil, lead oxide from
Mexico; in addition to various other products for which preferential
treatment to all beneficiary countries was suspended on several
occasions. _

Among the non-sensitive products, for which the preferential
system is more flexible, the greatest increase in BEC imports from
Argentina, Brazil and Mexico between 1970 and 1972 occurred in
respect of the following groups of products: essential oils (especially
from Brazil), skins and hides {excluding bovine and equine hides and
skins), leather articles, fur skins and articles of wood (especially

from Brazil), electrical machines and appliances, parts for transport

A7/ Because, awmong other reasons, detailed statistical data on
external trade with the EEC based the harmonized nomenclature
for foreign trade statistics (NIMEXE) are only available for

- 1972, the only year completed since the GSP of the EEC came
into force in wid-1971.

/equipment, etc.
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equipnent, etc. Although at the same time a drop can bhe seen in the
imports of some other products, it can be affirmed that there was a
considerable increase in preferential imports by the EZC from Latin
America in respect of non-sensitive products.

The following events should be highlightened in connexion with
the asszessment of the use made of the GSP by the Latin American
countries. The granting of preferences to products of agricultural
origin (chapters 1 to 24 of the BTN} is rather limited, both in
respect of a number of products of this group included in the LEEC system
and the margin of preference granted to each one. This is due to the
organization.of the agricultural markets (common agricultural policy)
and the need to maintain a higher preferential margin in favour of the
associated countries. This feature of the GSP of the Community limits
in particular the possibilities of Latin American exports of
manufactures and semi-mapufactures, since processed agricultural
products, constitute one of the most important items of Latin American
exports of manufactures.

Iven with the preferences granted by the GSP, the developing
countries not associated with the EEC - as is the case with the Latin
American countries - will find themselves in a better position in this
market only vis-a-vis the United States and Japan as suppliers of
manufactures, when the expansion of the Free Trade Area agreed upon
between the Community and the presen® members of EFTA 18/ is finalized
and further advances are made in the special relations with the
Mediterraneén countries which are strong compdtitors with Latin America
in the field of manufactures. The existence of special preferences
granted to associated countries is a further limitation to the
advantages of the EEC Generalized System of Preferences for a large
number of Latin American countries, precisely because the GSP excludes
a large number of products included under chapters 1 to 24 of the BTN,
as well as other products of interest to Latin America, among them

base metals up to the lingot stapge.

13/  Austria, Finland, Island, Norway, Portugal, Sweden and Switzerland.

/The EEC
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The 13C introduced some improvements in the 1975 GDP which
were translated basically into the increase in the nuaber of processed
agricultural products, the conversion of an appreciable number of
sensitive Jroducts into semi-sensitive products, and the widening
of the preferential margin of products under chapters 1 to 24 of
the BTN. It shouuld be noted that the inclusion of new agricultufal
procducts is basically in line with the demands made by the Asian
countries of the British Commonwealth which were not associated
with the 10, although they also include some products of interest
to Latin Ancrica. HMoreover, there still remain among the various
sensitive »roducts of interest to Latin America, bovine hides and
sking, leatlher travel articles, sports gloves, certain electronic
appliances, diodes and transistors, etc. It is worth repeating
that the Z3C did not consider it possible to include, in preparing
the 1975 scheme, the list of products submitted by the Latin American v
countries in 1974, No improvement whatever has been seen in the
textile products sector. It is also important to point out that
the basic quota continues to be calculated on the basis of four-year
old information (1971), and that the increase in the supplementary
quota is s5till insufficient, for a large part is absorbed by monetary
inflation. In sum, although some progress has been made, it seems
to have been rather limited, particularly if the erdsion both real
and potential, of benefits granted by the EEC's GSP to the generalization

of its special relations with a large number of countries is taken

into account.

L. The EEC's special trade preferences

Whereas the Generalized System of Preferences of the LEC
apslies to all the developing countries, the special trade preferences
granted by the BEC apply only to its associates and to certain
countries with which it has entered into trade agreements with & view %o
the eventual creation of a Free~Trade Arec; therefore,. these preferences
mean possible distertions in the conditions under vhich the different

/groups of
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groups of the developing countries compete. The developing countriés
whieh will e associated with the EXC and would enjoy these
nreferences number approximately fifty. They already malke up a high
proportion of the total of develoning countries, and comprise with.
the EiC a very large economic block. The group includes the countries
which have signed the Yaound® and Arusha Agreements, those of the
British Comuonweglth, five African countries which belong to neither
of those groups, and six lediterranean countries which have become
associate members under separate agreements (Cyprus, Greece, Malta,
Morrocco, Tunisia, and Turkey). In addition to those countries, the
EEC haos entered into agreements with a view to the eventual creation
of a free~trade area witr four more couniries of the African-
Hediterranean zone (Ezy-~t, S»ein, Israel and the Lebanon), as well

25 with the seven EFTA countries.

The GIP offers limited benefits so far, given that the
preferences apply only to the wvalue of imports from the develoned
countries in a base year, plus a small percentage of the CIF value
of EEC impoxrts frem other sources, and, in addition, certain sensitive
products are subject to separate quotas per country. On the other
hand, the special preferences allow the unlimited entry of almost .-
all the procducts subject to these preferences. The EEC is not
obliged to extend these special preferences to all countries to which
they grant nmost-favoured-nation treatment, for the corresponding
lowering of tariffs is being carriecd out as a stage of the process of
the formation of a free-irade area, and is therefore covered by the
clauses of article XXIV of GATT on customs unions and free-trade areas.
However, a considerable aumber of GATT members are not in agreement
with this U0 declaration.

So far, the EEC agreements with the beneficiaries of the
special preferences have made provision for the granting of reverse
preferences by these countries. However, it is ?ossible that a change
will be introduced in the new agreement that the Community is
negotiating with its former and new associates, and that the reverse

preferences will not comntinue to be obligatory buf rather voluntary.

/If this



If this does not happen to be the case, the countries which will
have the obligation of granting reverse preferences to the Community
will not be beneficiaries under the United States Generalized Systenm
of Preferences. On the other hand, of the EEC associate developing
countries do not have this obligation, it is possible to make a case
to the effect that a pre—fequisite for the constitution of a free-irade
area is missing and therefore the preferences that the Community is
granting to associates would have to Ee extended to all the cquntries
to which they grant most~favoured-nation treatment.

On the other hand, it is hoped thaf the new Convention will
make provision for the entry of the main exports of BEC associate
countries iree of duty and non-tariff restrictions, and for more
favourable treatment to be given to basic and processed agricultural
products vhich are similar to or compete with those of the Community,
since they have so far been subject to less favourable treatment
under the different special preferential systems, having been covered
by the rules of the Comman Agriculturai Policy.

In orcer to be able to appreciate the significance of the specizal
- preferential systems for Latin America, one must bear in mind the
patterns of trade relations between Latin America and the IIC, and
between the latter and its associates, these are examined further on.
In that context it is stated that in the years 1970-1972 the LIC
absorbed an annual average'of 27 per cent of the total exﬁorts of
Latin America, but the latter does not have the same importance as
on EEC marliet, given that in the same period the region did not
absorb more thanb? per cent of the exports of the Community (excluding
intra-Commiinity exports). In the same period Latin America bought
11 per cent of its imports from the United States. Another pertinent
factor is the fact that the EEC market absorbs from the countries which
were signatories to the Yaoundé Convention, and from its Mediterranean
associates (Cyprus, Greece, Malta, Morrocco, Tunisia and Turkey)} a much
higher percentage of its exports than the percentage givean for Latin

America. In the case of the former it amounts to almost 75 per cent.

!

/In mid-l9’?3,
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In nil~1973, the ECLA secreiariat undertook a study of the
Agreements signed by the EEC with the countries signatory teo the
Arusha Convention and the Second Yaoundé Convention, and with Greece,
Turkey, Morrocco, Tunisie, llalta, Spain and Israel, under which the
Community Lacd granted special trade preferences which were not
extendable to other countries under the most-favoured-nation clause.
Later on, other Mediterranean countries signed similar agreements with
the Community (Cyprus and Lebanon) and it is hoped that in a near
future others will be added to this group. Some of the conclusions
reached in this study are still valid and are summarized below.

(a) The products of importance in Latin American exports which
are not subject to special preferences granted to a group or more of
the countries linked with the EEC are very few;

(b) The intensification of the tariff and non-tariff advantages
that the J3C is extending to the associate countries and the
considerable expansion of the number of beneficiary countriés, as
well as the crecation of new mechanisms to promote imports from such
associate countries constitute a threat to the Latin American exporting
countries or a danger greater than those they have had to face so far
in the EEC narket;

{c) On the positive side it has been seen that so far Latin
America has succeeded in maintaining the level of its sazles of certain
products in the IEC markets in spite of the competition of the
lHediterranean and African countries, which have the advantages of
geographical »roximity and preferential treatment. This is so,
for exanple, in the case of beef, wheat, fish, corn, other cereals
and bananas. However, in the case of products such as oranges, other
fresh fruit, fruit juices, nuts, fixed vegetable oils, and raw
cotton, Latin America is facing rather stiff compefition from the
countries vhich enjoy special preferences from the EEC.

(d) The special preferences granted by the Community to the
associate countries and to the developed countries of EFTA with which
they form a free-trade area, are weakening the effects of the -

preferences that the EEC is granting to all developing countries

/under the
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under the Generalized System of Preferences. The two Systems,

in general, cover the same products {even in the case of the products
incluced under chapters 1 to 2% of the BTN) and whereas the GSP

applies only to a givenh volume of imports of a given product, the special

preferences allow, in the majority of cases, unlimited imports,

5. The Generalized System of Preferences of Javan

Prelimiﬁary estimates based on official statistics show_that‘
Japanese imports of Latin American products under the GSP ?referential
treatment renresent approximately 4 per cent of the total imports of
this country from the region in 1972, the second year in which the
System was in operation. This percentage is similar to that of
Japanese imports under preferential treatment from all the developing
countries, compared with its total imvorts fromlthose countries.
However, it ought to be stressed that if the global quota system and
individual quota system did not exist, imports under preférential )
treatment fromn the developing countries would have been approximately
three times higher. Preferential treatment_was sﬁspended when the
quotas were filled for eighty products im the 1972 fiscal year. In
view of this decision takén by the Japanese Government, in June 1973,
not to susnend preferential treatment even when the value of imports
exceeds the ore-established global quota, with respect to products
wnose imports do not affect national industry, seems to be of some
imﬁortance.}g/

As regards imports from Latin America, effected under preferential
treatment, it should be pointed out, first of all, that the number of
products imsorted under the GSP benefits are still very limited, and
that aﬁ appreciable part of them is made up of raw materials,
particularly non-ferrous metals (such as silver and aluminium, for
example), although several non-traditional products also benefit from

preferential treatmént, for example automobile parts, and precious

19/ This flexible rule applies to 110 groups of products of the 1C9
classified groups of products for the purposes of fixing the
maxinum limits. (UNCTAD, Operation and effects of the Generalized
System of Preferences: Japanese scheme, TD/B/C.5/17/Add.9.)

L s s e

/and semi-precious
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and semi-precious stones. Among the Latin American products for which
preferential trealment was susperded in 1972 those worthy of mention
are hides and leather articles (Argentina and Colombia), skins
{(Argentina), woods (Brazil), silk yarn (Brazil), yarn and fabrics

of romic (Brazil}, hats (Ecuador), iron and nickel alloys (Brazil),
parts for clectronic calculators (Argentina), cables (Argentina),
wagons other than railway wagons (Mexico), etc. The quotas
established for these products were in general very small.

Furtheruwore, for a large number of products the gquotas were far
from filled, and a few countries were able to take considerable a
advantage of Japan's GSP, among others, South Korea, Spain and India.
The imports, covered by preferential treatment, from the first of
thiese countries compared with total imports from both countries
are estimatec at approximately 20 per cent.

It ought to be pointed out that under the origin criterion
established by the Japanzse GSF, materials or parts for many
finighed prdductsv with the exception of textile products, imported
from Japan are considered materials or parts originating in the
countries benefiting from the preferences.20/ It could be assumed
that a siganificant part of Japanese imports under preferential treatment
from some Asian countries is made up of products processed under
sub-contract arrengements.

In sua, although there has been some progress in the use made
of the GSP by Latin America, the value of Japanese imports from the
region is still rather small. If Latin American countries are to
derive greater benefit from the scheme, a substantial improvement in
the GSF and the adoption of active complementary promotion measures
will prove indispensable. Aﬁong such measures, mention should be

mace of the dissemination of information on the Japanese market.

e e T DU S A

20/  See for example, UNCTAD, The generalized system of preferences:
further improvemen> and harmonization in the rules of origin
(TD/3,/C.5/11G(V)2), September 1974,

/6. The
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6. The General System of Preferences of
the United States g&/

The General System of Preferences of the United States has
not yeat come into effect, although Congress and the President have
finally anproved the "Trade Act of 1974" which embraces it. Title V
of this Act would allow developing countries duty-free treatment,
over a ten--year period, for a broad range of manufactured and semi-
manufactured products and for a selected list of agricultural and '
primary products which are at present regulated only by tariffs.
A positive list of such eligible products is to be drawn up through
joint efforts of the President and the US Tariff Commission and
the Presicdent would thereafter have a margin for limiting or
improving the scope of the schene. _ _

The inclusion of articles in the positive list would be subject
to (2) a nunmber of conditions and limitations stemming from rules
of origin criteria; (b) whether the product in question is subject
to public assistance measures for the benefit of the corresponding _
national industry; (c) whether the product has proved to be highly
dompetitive in United States! markets (the critical mass being either
US. annuwal inports of 25,000,000 dellars or more, or 50 per cent of the
US import market}; and (d)_.the "import sensitivity" of the article due
either to its inclusion in some international agreement, its relation
to the country's protective agricultural policy, its subjection to
some escape elause of GATT, or possible prejudicial effects on a US
industry. DIrocducts affected by consicderations in points (b) to (&)
would not be granted preferemces. Concerning point (a) - rules of
origin ~ it is stipulated that "the sum of the cost or value of
materials pfo&uced in the beneficiary developing country plus the
direct costs of processing carried out in the beneficiary country shall
equal or exceed a prescribed percentage of the appraised value of the

[T U VISP U

21/ Since an official copy of the Trade Act is not yet available,
this study is based on the provisions contained in the Trade
Reform Act of 1973 which has now become the Trade Act of 1974,

Jarticle at



sarticle at the tire of iis entry into the customs territory of the
United States”. Concerning the prescribed percentage, it is stated
that this shall be "that percentage not less than 35 per cent and
not more than 50 per cent of the appraised value, prescribed by the
Secretary of the Treasury by regulations"{gg/

The designation of beneficiary developing countries likewise
is subject o a number o limitatioms. The President must take into
account: (a) the expressed desire of a country to be designated;
(b) the economic development level of such a country; (c¢) whether
other major developed countries are extending similar preferences and
(d) whether the country has nationalized US citizens' property without
adequate coupensation. The President carnot designate any country a
beneficiary Ceveloping country if its products are not receiving most-
favoured-nation treatmen: from the US or if it is granting reverse
preferences to ahother developed couniry.

There have been several attempts tc evaluate beforehand the
affects which the proposed system could kave for the United States
and the developing countries, and within this group, the Latin American
and Caribbean region in particular, culminating in recommendations
for liberalizatior and improvement of the scheme. These attempts were
based on preliminary lists of products (some agricultural, but mostly
non-agricultural) lilely to be included in the echene.

It is generzlly agreed that ths overall impact on United States
balances of trade and payments would not constitute any serious
threat to the economy. A United States Tariff Commission report, with
projections to 19300, concluded that "...in the aggregate, preferences
granted by the United States to the developing countries will have a
rather small impact on the United States economy".23/ Imports of the

sample 160 commodities s:udied accounted for 4.4 per cent of the

- -

22/ United States Government, the Trade Reform Act of 1973, Hearings
before the Committee on Finance, United States Senate, Part I.
pe 152-153.

22/ United States Tari’f Commission, Probable effects of tariff
Preferences for Developing Countries, Washington, 1972, p.81-4.

/United States
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United States consumption in 1967, would account for 5.6 per cent
in 1980 withoﬁt_preferenpes and with preferences 6.0 per cent.
According to another US Government source, dutiéble imports in
19?6 and lé?l of producté that would have been eligible for
preferences, had the GSP been in effect amounted to only 0.115 per
cent of GNIs These products accounted for only 14 per cent of
dutiable imnorts (5 per cent for BIN.1-24 and 16 per cent for
BTN 25-99) anc 10 ner cent of total imports from beneficiary
countriesugﬁ/ The same source provides a relevant comparison
between Japan, the EEC and the United States, of "duty-free plus
GSP eligible imports as per cent of total imports from beneficiaries®,
showing for Japan (46 per cent), the EEC (75 per cent) and the
United States (42 per cent). The estimated increased trade impact
of the GST as a percéntage of GNP was also measured. This was
higher for the United States than for Japan or the Community buti it
was still very negligible for the United States (0.0208 per cent).
The estimated net negative effect on the United States trade
balance was only 51 million dollars, whereas total US imports from
all sources amounted to L5 496 million. All of these data give the
impression that whereas impiementation of the GSP might conceivably
create new competitive situations for some individual industries in
the Unitec States the effect on the economy as a whole will pass
practically unnoticed. Moreover‘there is ample room for the
United States to catch up with Sther developed countries in
liberalizing trade for imporfs of the developing areas, particularly
for closing the 42 per cent—?ﬁ.per cent gap‘between the United States
and the EEC mentioned abové.' "

In sttempting to estimate the effects of the GSP on future
trade of the Latin American and Caribbean region it is necessary
not only to Imow the composition and direction of its exports in

recent years but also to have information concerning products of

.-

24/ United States House of Representatives, Hearings before the
Subcoumittee on Inter-American Affairs, June 25 and 26, 1973.
(Statement of Ambassador Harald B. Malmgren, pp. 55-55.)

/potential export
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potential exmort interest which might be traded under ihproved market
access confitions. The preparaticn of this type of information requires
very extensive field research and consequently the most recent
consolidated list of present and potential export products from Latin
America to the United States is one prepared in 1969 for a meeting of
GECLA,E;/ covering almost 2,000 items, about 10 per cent of which
correspont to BTN 1~2&4, and the remainder to BTN 25-99. A samble covering
85 per cent of the United States' imports from EONLatin American countries
in 1972 shows that 47 per cent of actual imports corresponded to BTN 25-99.
A comparison of this list which identifies products by SITC, BTR anc TSUL
with one annexed to an UNCTAD document 26/ showing by BTN and TSUS, which
products would be subject to United States GSP reveals fhe following: in
the case of DN 1-24 where it is generally considered that the preferences
will have little importance, it was found that about 22 per cent of the
TSUS five-digit items would be subject to preferences. In the case of
BTN 25-99 about 86 per cent of the items would be subject to preferences.
A further group of nroducts in the list eaters duty~free.

Efforts have been made to estimate what portion of Latin America's
exports to the United States would heve been subject to preferences had
the systenm been in effect in 1971. However, they do not take into account
potential new exports resuliing from the system. According to figures
-covering about 00 ner cemt of such exports prepared by the Overseas
Development Council,27/ items eligitie for preferences would have -
accounted for only 7 per cent of all dutiable items, 4 per cent
corresponding to manufactures and semi-manufactures and 3 per cent to
other products. Tae impert value of items eligible for preferences was

L.8 per cent of the total value of 80 per cent sample of US imporis frox

25/ CBCLA, VI /2 Add.3/Rev.l, April 1969. "Derechos Aduanerss y
restricciones cuantitativas aplicadas por los Estados Unidos a
productos de especial interés para los palses latinoamericanos.”

26/ UNCTAD, Efectos del esquema de preferencias generalizadas propuesto
por los Tstados Unidos de América, TD/B/C.5/20 of I9 February 1974,
Anne:x 1.

27/ See Comercio Exterior, August 1973, p. 787. "Las preferencias
arancelarias de BEstados Unidos a América Latina y las negocia-
ciones multilaterales' by Guy Erb. (Note: The same figures were
provided in ¥r. Brb's statement at the Hearings before the
Subcommittee on Inter-American affairs on June 25 and 26, 1973.)

/Latin American
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Latin American and Caribbean countries, but one third of total sample
value enters duty-free. According'to the same source, about three-
quarters of the estimated trade eligible for preferences bore duties of
10 ver cent or below; thus the margin of the preferences, as well as the
fiscal imnact for the United States is low. About 60 per cent of the
import value of items that would have been subject to preferences
corresponieC to Mexican exports and only 10 per cemt to Brazilian.

A more significant relationship is probably that of value of imports of
products elipihle for preferences and the value of total dutiable inmpo:rts
as shown in table 9.

When conmparing the value of products eligible for preferences with
the value of total imports, it is necessary to take into account the
degree of liberalization (duty-free) that already exists for-the imports
coming fron each incivicual country or group of countries.

Controversy concerning the proposed GSP has been centered mainly
on clauses relating to how beneficiary countries should be designatec
and how eligible nroducts should be determined. The main suggestions
that could ve made, taking into account the resulis of analysis made
in UNCTAD ancd CECLA documents and the views expressed by witnesses fron
within the United States appearing at llearings before the US IHouse
of Representatives Subcommittee on Inter-American affairs would he
to (a) eliminate or at least modify the competitive need formula with
its 50 per cent -~ 25 million dollars limit; (b) interpretation of rules
of origin criteria which are still somewhat ambiguous; (c¢) avoid
withdrawal of preferehces when a national industry is seeking reliefl;
(&) provice for the preparation of negative, instead of positive, list
of products, in order to include more exports of developing countries
in the system; (e) eliminate the clause permitting the President to
deny preferences to a country which has nationalized a US industry
without acequate compensation, and (f) eliminate textiles from the
list of sensiftive products not subject to preferences in view of the
fact that imnorts of these into the United States would already be

protected Hy the International Textile Agreement.

/Table 9
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Table 9

UNITED STATES INPORTS PRINCIPALLY SUPPLIED BY SELECTED
COUNTRISS AND INTEGRATICN GROUPINGS, 1971

(Millions of dollars)

—— . —

. Cen?ral Caribbean
Anterican Andean c
ontion

Common Group
Market Harket a/

Argentina Brazil Hexico

1. Items elegible for

preferences 5 23 120 5 31 2
2. Total imports of
which: 113 . 662 730 141 1 495 204
Dutiable 93 221 622 18 1 124 143
Duty-free 15 k1 158 123 . 272 141
Items elegible for
preferences as
percentage of
dutiable items 5.1 10. 4 19.3 27.8 2.7 1.4
Duty~-free imports
as percentage of
total imports : 13,3 66.6 20.0 §7.2 24.9 Lg.6

Source: Figures extracted from "Hearings before the Subcommittee on
Inter-American Affairs of the Committee on Toreign Affairs-,
House of Representatives, United States Government, Vashington,
25-26 June 1973, p. 23.

a/ Barbados, Guyana, Jamaica, Trinidad and Tobago.

/C. TiDURTS
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C. TIMPORTS AND DEVELOPMENT §§/

L., Overall trend of imports

During the 19505 and the first half of the 1960s, for every
1 per cent increase in Latin America's gross product there was a
rise of Q.4 per cent in regional imports. As from the mid-1960s,
however, the ratio changed substantially. Between 1965 and 1973 the
average ratio of the annual rate of growth of imports to that of
the product was 1.3, i.e., if the product grew by 6 per cent annually,
imports went up by 7.5 per cent.

In some countries the growth rate of imports was even faster in
relation to that of the product. In the period 1965-1973 the ratio,
or elasticity of imsorts, was nearly 2 in Brazil and 1.8 in Chile,
and betveen 1965 and 1971 it was 1.8 in Argentina, but subsequently
declined. In Ecuacor, Mexico and Venezuela these elasticities were
between 1.2 and 1,5.22/

It is interestinz to note two cases which present a different
trend from thosé indicated above, associated with an intensification
of import substitution. . ‘ |

The first is Peru, where the elasticity of imports with respect
to the mproduct was nearly 2 between 1959}and 1967 as the result of a
liberal import policy. In the last few years, however, an all-important
role has been assigned to industrialization and import substitution
within the context of the Andean sub-region, which brought the
elasticity coefficient of imports in relation to the product down
to 1. The second case is that of the countries of the Central American

28/ In the ECLA Survey, under the provisional title "Economic
integration and import substitution in Latin America' {in course
of preparation), a fuller and more detailed analysis is presented
of the characteristics of the import substitution process in

the various counatries and in sectors of industry linked to ILatin
American economic integration.

32/ In Part One, ChapterII, "Economic trends: global aspects!", the
meln variables vere caleulated at 1970 prices, while in this
section the series calculated at 1960 prices have been used.
Although the figures are different, the conclusions presented are
roxe the less wvalid.

/Common Market



Common Market which from 1961 te 1973 underwent a process of import
substitution at the rezional level, supplemented by a sharp increase

in intra-area trade. As a result, curing this period the elasticity

of imports was 3.1 for intra-zrea trade and 1.2 for trade with

countries outside the area. Accordingly, the growth of intra-area

trade was three times that of the product; while extra-regional trade
grev at a slightly hicher rate than the product. 1In the Central
American Common Marlet the import substifution process was also observed
to be fairly intensive up to the last few years of the 1960s, i.e.,
during the period vhen the Common Market made its most vigorous
progress. From 1969 to 1973 the difficulties encountered in integration
caused imports from outside the arsa to increase once again.

The acceleration of Latin American imports in recent years, in
the region as a whole and particularly the largest countries, is
accouitted for by a number of factors.

As is well known, tie economic policies of many Latin American
countries have changed in the lLast few years. Restrictions on importis
from the rest of the world were relaxed in the mid-1960s, in view of
the greater availability of foreign exchange resulting from the
acceleration of exports, especially since 1969. This more open policy
was also influenced by the desire to make industry more competitive,
and by the bigger flow of external financing. |

This led to an increased import coefficient in the supply of
demand from many sectors, particularly the chemical and engineering
industries, in several tountries of the region, especially those at
a relatively more advanced stage of development which carry most weight
in the »nerformance of Lazin America as a whole. The same situation
was observed in some medium-sized countries, however, partly owing
to the nolicies of several Latin American countries in connexion with
exports of manufactures which demand a higher level of competition
and greater specialization in industrial production. A number of
countries encourage and facilitate imports of a considerable quantity

of machinery or complete plants with a view to establishing export

Jindustries. This
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industries.  This involves a more liberal foreign trade policy,
undsr uhich some of the substitutions that might have been effected
in the more backward sectors of industry may not take place.

Thus far the high elasticity of the growth of imports in rélation
to the product reflects a phenomenon which at least in part represents
the transition from a more closed economy to a more outward-looking
economy. Once this more open economy is achieved the growth rate
of impcrts may not continue so high (nearly twice that of the product)
as has occurred in Arzentina, Brazil and Chile since 1965. But there
are other reasons for this high elasticity which bear no relation to
the temporary trend in a period of transition, but rather to factors
with a more lasting iniluence, such as those referred to below.

First, if the innort coefficient of the goods produced by each
sector remained constant in relation to the demand for those goods,
the total average import coefficient in relation to the gross‘domestic
product would increase in the course of time. This is due to changes
in the composition of demand at different income levels. As per
capita income rises, the demand for goods which include a larger
proportion of imports increases more rapidly, while the demand for
goods with a lower nronortion of imports increases more slowly than
before. Therefore, if the import coefficient of goods from each
gector ere frozen and the per capita product were to increase, the
import elastiecity in relation to the product would be more than 1,
What is more, the elaaticitj‘itself is not only more than 1 but it
rises as the growth‘raﬁe of the product accelerates, owing to the
same phenomenon of change in the structure of demand referred to
above. ' ‘

In other words, the first important reason for the vigorous
and steady growth ¢f imports is the increase in per capita income,
which alters the structure of demand and orients it towards a more
dynamic growth of goods with a higher import content. The middle
and high~income sectors absorb a relatively large proportion of real
deniand, As they gradually satisfy their simpler needs with local

products, they prefer to use the increase in their incomes to purchase

/more complex
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more complex and sophisticated goods, which have a higher extra-
regional import content than the forwer and whose production requires
the nurchase of inputs and capital goods abroad. It must also be
remembered that technological innovations are obtained mainly from
the industrialized countries., Accordingly, imports grow more rapidly
than the product and the oaverall coefficient inecreases even though
the import coefficient of each type of good is kept constant. If the
total import coefficlent remains constant over a specific period, it
would be because in some types of goods a process of import substitution
is taking place which compensates for the effect of this change in
the structure of demangd.

Secondly, intra-rezionsl trade has promoted an increase in exports
with favourable effects for the countries concerned, since it represents
a factor of expansion. But the increase in intra-regional exports
at the same time means an increase in the imports of each country
and of the region es a whole. Thus, from 1961 to 1973, both in the
Central American Comnmon Market and in LAFTA the rate of growth of
imports from the sub-region concerneé was appreciably higher than

that of imports frem the rest of the world.

2o Structure of imports

Concurrently with the increase in the import coefficient in
several countries and the rapid growth of total imports, the trend
has been towards a structure of imports in which goods produced with
advancsd technoloéy by the more highly industrislized sectors predominate.
Import substitutior in Latin America began with the production of the
simpler types of goods, postponing that of other raquired to manufacture
them. Generally spealing, there was least substitution in respect of
capital gbods for the production of manufactures; instead, steps were
taken to facilitate such impnrts so as to use them in starting to
produce durable and non-durable consumer goods and the simpler
intermediate goods. Substitution in respect of some imports gave rise
to the need to impcrt new products the growth of demand for which

cancelled out the effect of such substitution. This sequence of events

Jwas not
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was not entirely inevitable. It is logical, on the one hand, that
at first the production of final consumer goods should create a demand
for intermediate and capital goods, and later this demand should
begin to be satisfied with the production of those goods; but there
is no reason for going =so far in‘the substitution of all consumer
goods before starting on intermediate and capital goods. The sequence
of this substitution process leads to the asymmetry of foreign trade
- i.e., the different structure of lLatin Amefican imports from that
of exports - mentioned in another section of this report, which
distinguishes the resion from the more mature economies where, without
prejudice to the various countries' specialization in dertain goods
or groups of goods, the structure of both imports and exports is
diversified. This sequence in the import substitution process and
the cousequent asymmetrical structure of foreign trade are among the
main reasons for the systematic trend towards a trade deficit, the
exter.:al bottlenecl: and the consequent limitation on growth imposed
by foraign trade. Although in the last few years the favourable trend
of Latin American exports of primary and manufactured products has
temporarily offset these negative factors, they may arise in the near
future if, owing to less favourable world market condition;, exports
cannot maintain their recent accelerated rate of growth.

The developments referred to in the previous paragraph are
reflected in the increasing share of chemicals, metal manufactures
and machinery in total imports of goods: from 53 per cent in 1950 it
rose to 63 per cent in 1960, and to over 65 per cent in 1970 (see
figure 10) and an estimated 68 per cent in the years 1972-1973.
Although there has been some import substitution in respect of these
goods, the fact that they are essential clearly exerts pressure to
increase their share in total imports. A preliminary projection of
import needs in 1985 indicates that with a growth rate of slightly
over 7 1/2 per cent for the gross doméstic product of Latin America
as 2 vwhole, metal manufactures;-machinéry and chemical products would
represent 62 per cent of total imports of goods - or a proportion

similar to that of 1960 ~ in spite of the projection being based on

/Figure 10
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the presumed existence of a policy of trade and industrial co-operation
among the Latln American countries which would permit a far more
dynamlc and efflclent substitution in respect of imports from the

rest of the world vithin the context of the total Latin American

market ~ l.e., with a sharp parallel inprease in.intra-regional

trade ~ than could be the case if each country cbntinues to push
forward its industrial process without infenée co-operation with the
rest and, therefore, without reaping tﬁe benefits of the eize of the
regional market.

- The structure of imports is sensitive to the balance of payments
position created by e:aorts ‘and other factors conditioning the capacity
to import. In view of the large share of capital and intermediate
goods in total imports {a considerable proﬁortion of the méchinery
and eguipment is intended for investment purposes, and chemicals
make up a major part of the intermediate goodé), any reduction in
the czpacity to import raises the dilemma of having to restrict imports
of sonc of these essential components, or still further limiting
imports. of consumer goods, which are usually already reduced to a
minimum. . A reduction in purchases of investment goods would jeopardize
the ecouomyt?s growth capacity'or,the,possibility of replacing .
equipment; a reduction in purchaées of inputs would immediately affect
the level of industrial activity. With a healthy balance of payments
position the situafion is revérsed, as has occurred in recent years.

This sensitivity of imports of goods of the more backward sectors
in the import substitution process is evident if it is loocked at
by branch of industry, from the standpoint of both imports and
production, _

During the 1950s the structure of imports underwent fairly radical
changes, whercas in the next decade the variation was appreciably less.
In the 19505 there vas a significant reduction in the percentage
ghare of traditional goods, particularly food and textiles, as a
result of iumport substitution. At the same time a sharp increase
was noted in the share of the metal manufactures and machinery industrie

especially the transport equipment sector, despite the fact that import

/eubstitution had
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substitution had already been Znitiated in these items. In the 1960s the
share of traditional manufactures declined to a very small proportion,
around 9 per cent of total imports {see figure 10). Imports of
intermediate goods, particularly chemicals, increased in both absolute
and relative terms. Those of metal manufactures and machinery fell
slightly in the middle of the 1960s, which may be ascribed te import
substitution in the motor-vehicle sector and which was partly offset

by the corresponding increase in imports of electrical and non-electrica?
machinery. In those years, too, there was a slight economic recession
in some countries, wiich was partly responsible for the reduction ih
imports of investment goods.

The rigidity of the structure of imports is only being overcome
in the area of intra-regicmnal trade, largely through the integration
processes and their indirect effects. The structure of intra-regional
imports is becoming more and more like the structure of imports from
outsida the region and increasingly different from that of exports
to the rest of the world. While at the end of the 1960s primary
products accounted for not more than one-third of total regional trade
- compared with 60 per cent at the heginning of the decade - the share
of metal manufactures and machinery had risen from 5 to 22 per cent
over the same period.

Intra-regional trade Is still limited in volume. Trade in metal
manufectures and machinery amounts fo not more than 6 per cent of total
imports of these goods, and trade in intermediate goods to 12 per cent,
while in traditional goods, despite the fact that production has
increased less rapidly than that of metal manufactures and machinery,
intra-regional trade accounts for a considerable proportion (36 per

cent) of total imports of these goods.

/3. Asymmetry
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3. Asympetry gg‘foréign trade as a sign of
‘ immature development

The structure of imports and that of exports of the Llatin
American countries, even tﬁose at a relatively more advanced stage
of devélopment, showia-marked asynmetry (seé figure 10). The two
structures are very different, and at the same time decidedly different
from tihose of the mature develéped economies. Fach latin American
country exports some primary products on competitive terms; this
indicates an availability of natural resources which is a positive
fact of indubitable importance, as fevealed by recent development
in coannexion with petroleum. The countries of the region have also
made successful progress in the export of semi-processed primary
products, Only the more advanced countries of the region have forged
ahead in the export of manufactured goodé produced by light industry
(durakle and non-durable consumer goods) and made some small headway
in cownaexion with industrial machinery and equipment. Not until 1973
did Argentipna and Brazil reach a significant level of exports of the
latter type of goods, mainly to other Latin American countries.

The imports of nrimary or traditional products which are still
made peasrally supply the lack of certain natural resources and it is
difficult to reduce them. Substantial purchases are made of fuels,
some uanvworked or semi-processed metal products, and food (wheat, meat,
etc.). As mentioned above, imports of goods produced by light industry
have been disappearinzg in the largest countries and decreasing in the
rest owing to import substitution, while purchases of chemicals, metal
manufactures and machinery have gradually increased.

The growing predoninance of imports of esgential goods invelving
a high level of technology explains why, in spite of the great strides
made in import substitution and industrialization, the external
vulnerability of the Latin American countries has not decreased,
naithar have the balance of payments difficulties they face in the
course of their developuent. The external sector problems have
changed in nature, but their potential seriousness has not diminished.

Uhen the purchasing power of exports declines or imports of essential

/raw materials



ray materials int¢rease in price, it becomes necessary to saerifice
essential imports to the deiriment cf the level of economic activity
and, particularly, the rate of capitel formation and growth.

The import elasticity in relation to the product for Latin America
as a whole « which in the period 1965-1973 was 1.3, when the rate of
growth of the product was 6.2 per cent anpually - is expected to
increase in the next iO years, according to preliminary estimates,
if circumstances and trends similar to those observed recently continue
to prevail. In the pericd 1975-1985, assuming an annual growth rate
of 6.9 per cent for the product; the import elasticity in relation to
the product would be 1.5,

This asymmetry ia foreign trade, which reflects uneven internal
development, is the mair source of the chronic external bottleneck:
goods in which world trace is increasing more slowly are exported,
while other goods with a high product-elasticity of demand are
importad,.

Tne recent increases in the prices of raw materials imported by
certain Latin American countries, particularly petroleum, have already
created some balance of nayments difficulties.

A decline which might feasibly take place in primary products
that constitute a large proportion of the exports of many Latin American
countries, and a possible slowing down of the growth rate of exports
of manufactures, in addition to rising import prices - all of which
developments are linlied to the uncertain prospects of the world econonmy
and with world-wide inflation -~ are a source of legitimate concern
regarding the future trend of the czpacity to import of the Latin

American countries and iis effect on economic development.

/D. VARITIME
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D. MARITIME TRANSPORT

1. World shipping

During the first four years of the Second DeVeIOpmenf Decade,
the vorld merchant fleet grew bj 37 per cent, to a total of
311.3 million grosc registered tons (see table 10). The trend
toward fleet specialization that‘was evident in earlijer years
continued. 01l tankers retained their dominant position, rising
b per cent to 42 per cent of the world total tonnage, and bulk carriers
were un 5 per cent to 25 per cent of the total. Unitized cargo
(container and LASE) vessels increased their relative share from
less than 1 per cent to 2 per cent.30/

The apparent continuation of the trend toward specialization
was due in part to a slight decrease in the absolute tonnage of
general cargo ships at a time when the tonnage of all other types
of shiips was increasing. The specilized vessels were making inroads
inte the dry cargo trades traditionally served by general cargo
ships, so0 that fewer nev ships of the latter type were needed. In
addition, older vessels were being scrapped at a relatively rapid
rate.é&/ Consequently, general cargo ships lost 10 per cent of their
share of world tonné;e, ghich left them with 22 per cent.

Judging from statistics about ships on order, it is likely that,
in the immediate future, tankers and bulk carriers will continue to
dominate world tonnase. ‘Taken together, these two types of ships
accounted for 56 per cent of the number of vessels and 92 per cent
of the tonnage on owrder as of 31 July 1974 (see table 11). The
tendency toward specialization is apparent in that orders for combined
(dry bulk and petroleum) carriers, which in a sense are less specidlized

than either individual type, have been falling.

30/ ILloyd's Register of Shippiné, Statistical Tables, 1970 and 19?4.
31/ OBCD, Maritime Transport 1973, p. 67.

/Table 10
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Table 10

DISTRIBUTION CF WORLD FLEET BY GECGRAFHICAL AREAS AND TYPES OF SHIFS, 1 JULY 1974 &/

Container
ti:::le Tankers Per- :::rers Por- andhl;AS " Per- Generel ar= Other Per=
g (thousands cent- o cente~ ships cente sarge cent~ ships of cente
{thousands of GaT) age { thousands age (thousands (thousends { thousands
of GRT) of GRT)b/ of ®T) 8% oremr) % opmr)  2° |

World total 31323 129 W 42 79 438 25 6 958 2 68 674 22 26 762 9 |
forth dmerica d/ i6 885 5 147 50 5 57 b 2 58 ik 4 398 25 1 76u 1l

Japan 38 708 16 012 1 12 595 33 1 026 3 5 4y 14 3 632 9

Western Europe 136 355 58 274 L3 36 74 27 3 0k 2 26 733 21 9 960 7 |
Liboria, Panams and Bermuda YR7L 39 253 58 19 5% 29 227 - 7 1k5 11 1 262 2

Centrel end Bastern Hurope 5 215 650 12 1 88 29 - - 2 292 Y 755 i5

USSR 18 196 3 658 20 520 3 48 - 6 85k 38 7 096 39

Latin American of 6 993 2 bk 35 869 12 1 - 3 o2t b3 688 10

Africa 3 4o3 482 i Loy iz e . 2 26i i 251 7 i

Asia £/ 1k 200 3032 2 3 Lok 25 170 1 6 672 Ny 832 3 ,_,

Ching (meinland), Nerth Korea 2

gnd North Vieten g/ 1 940 286 15 194 10 - - 1 357 70 103 5 N

South Africs 535 27 5 I 8 . - 292 54 175 33 '

Adustralia and New Zealand 1 332 255 19 2 33 83 6 330 26 24 16 '
Oceania 99 1 1 20 20 - - 68 63 10 10

Source: Lloyd's Register of Shipping, Statistical Tables, 122‘-&. -
&/ Ships of 100 gross registered tons and over.
b/ Ships of & ODO gross reglstered tons end over, including bulk/eil carriers

g/ Includes liguefied gas carriers, chemlosl tankers, miscellaneous tankers, miscellanecus carge ships, vehiole capriers, livestock carriers,
fienh faotories and carriers, fishing vessels passenger liners, ferrles and other passenger vessels, supply chips snd tenders, tugs, -
dredgers, cable ships, loebreakers, ressarch ships and miscellaneous vessels,

d/ Includes United States Reserve Fleet, estimated at 2 millions GRT, and the Grea® Lakes fleets of United States (1.66 million GRT) and
Canads {1453 million GRT).

8/ Includes 153 202 GRT registered in the Bahamas,

£/ Includes 269 945 GRT registered in Hong Kong.

g/ Revords of ships peglstered in the people?s Republie of China are not ocompletes
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Table 11

WORLD SHIFS (N GRDER, 3 JULY 1974 a/

(Number of ships and thousands of deadwelght tans)

By R C taine Combined Bulk
Totai b i Tankers carriers
cargo ships carriers
. -
World .- :
Humber of ships o/ 4 oly 1 o4 . 163 1 649 75 618
Tons deadwelght 265 77942 8 271.9 3 0L0.U4 218 020,4 9 425.0 27 05,6
Latin America : ’ :
Argentine . .
Number of ships by 29 ‘10 ‘ 4 - L
Tons deadweight 8ok, 7 368,7 2100 - 126.0 - 100,0
Brazil _ ‘ . L
Number of ships &0 3l - 13 5 &
Tms deadweight 2 8240 259,3 - .1 6047 665.0 295,0
Chile
Humber of ships [ y - - - 2
Tms deadweight 114.6 _ bi.6 C - T - 53.0
Colambia : . L . . :
Number of ships 3 3 L - - : - -
Tons deadweligh’ © 48,0 k8.0 . s - - -
Cuba _— o ‘ ]
Number of shirs 17 B ¥ - ' 4 1
Tons deadwetgit 233 172.8 - 3.9 2646
Ecuador
Humber of ships 2 g - - ‘ 2 . - -
Tons deadwelgnd _ 71.8 - - 71,8 - -
Mexiso ‘
Number of ships 2 - - 2 - -
Tons deadweight 43,0 - - 43,0 - -
Peru : .
Number of ships 16 1 - 3 1 n
Tons deadweight 534.8 11.0 - 9040 15040 283.8
Venezuels
Number of ships 2 - - 2 - -
Tons deadweight 292.1 - - 292.1 - -
Totel number of ships 155 83 10 30 6 26
Total tamage 4 g6k, 921 .4 21.0,0 2 259,5 85,0 75844
Percentags of world tonnage 1.9 1.1 740 1.0 8.6 2,8

Source: Fairpley Internstional shipuing Journal, Quarterly Supplement %% b0, 22 August 1974
E/ Ships of 1 000 gross registered tons and over.

b/ Ore/foil and ore/bulk/oil carriers,

of Ineludes 2 dry carge and 13 tanker vessels for which no deadweight available.

/Specialization is
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Specialization is Ziacreasingly evident even within the tanker
category. Although all tankers on order of over 150,000 dwt are crude
carriers, a large‘percentage of those under 150,000 dwt is composed
of specialized carriers such as chemical tankers, liquefied gas
carriers, products tankers, wine tankers, and the like. While
usually fairly small as Zankers go - for example, many products
tankers are in the range 30,000 to 36,000 dwt - they are particularly
suited to what they carry or to the routes they serve. Orders for
tanlters over 150,000 dut increased in number by 76 per cent over
the period mid-~1971 to mid-1974, while orders for those of less
than 150,000 dwt increased by 119 per cent in the same period. In
mid-1971 there were (% per cent more smaller tankers than larger
tankers on order; by wid-1974 the ratio kad increased to two to
one.32/

The recent petroleun crisis has had a great impact both on the
existling world fleet and on order for new vessels. The sharp rise
in the price of bunlkers has caused many operators to reduce the speed
of their ships to save fuel, thereby cutiing the effective capacity
of the existing fleet by a small but not insignificant amount. Though
order for new tankers continue to be made, they have not been as
numerous as expected from past experience and pre-crisis projections
of demand.33/

The effect of the crisis on ships other than tankers is not
known with certainty. During the worst period the scarcity of bunkers
caused considerable disruption of liner services. The crisis is still
being named as a reason For service deficiencies, and to the extent
that slow sailing has been instituted to offset rising bunker prices
this reason may be valid., However, liner conferences are usually
quick to pass cost increases on to shippers, so it‘may be that the
crisis is now sometimes used as an excuse for problems whose real nature

iz quite different.

éé/ Quarterly supplements to Fairplay International Shipping Jourmal,
190 28 (26 August 1971) and NQ 40 (22 August 1974).

33/ CiCD, op, cit., p. 67

/2. Development
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2. Develowment of Latin America's merchant fleet

Yithin the context of world shipping, the position of the Latin
American region as a whole has not improved during the Second
Development Decade. DBetween mid-1970 and mid-1974 the region's sﬁaré
of the world fleet contracted from 2,5 per cent to 2.2 per cent,.
according to Lloyd's Statistical Tables. As of 31 December 1973, .

Latin America's merchant fleet was composed of 776 ships of lgOOO'gft

and over, with a total of 5.6 million grt,34/ which represents an
increase of 800,000 grt since 31 December 1971 (see table 12).
General cargo siips continue to dominate in the region. Although
they vere down by & wer cent in the four-year period, they still
acoounted for 43 per cent of Latin America's total tomnage compared
with 22 per cent for the world as a whole, if Lloyd's‘S%étiétical.

Tables are taken as & basis. DBased on IEMMI's statistics, general
carge vessels in Latin America make up 53 per cent of the ocean-going
fleet. , ‘

Latin America increased its oil tanker capacity by 24 per cent
in the »eriod 1970 to 1974, aﬁd by mid-1974 tankers accounted for A
35 per cent of the total regional fleet. The region‘'s share of the
world oil tanker fleet amounted to just 1.9 per cent in mid-197h.

Bulk and combined carrier tonnage in Latin America rose in absolute
terms, but fell off marginally from its already low world position
of a fraction less thau 1 per cent.

There are only one or two fully cellular container vessels operated
by any Latin American country, and none are on order. However, a
nunber of carge vessels of recent construction are fitted to carry
containers as part of their load, and more are on order. Included
among them are 10 vessels ordered by Argentina whose characteristics
cause them tolbe classified primarily as container ships, even though
they are also equipned to handle non-containerized cargo at the same

tive.

24/ According to statistics compiled by the Instituto de Estudios de
la Marina Mercante Iberocamericana (IEMMI), which have a somewhat
different basis from Lloyd's.

/Table 12
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Table 12
LATIN AMERICA: [ERCFANT FLEET, 31 DECEMBER 19732/

Doean-going fleet Conatnl Floet - Inland waterwey fleet
_ Total fleet
Country Ta.nkarsy Other vessels ,Tankers‘t"/ Oclior vessels ‘I‘ankers‘-:'/ Other vessels
N° GRT No GRT No GRT WO GRT 1o GRT N° GRT N°e GRT
Argentina (1} 109hoe/ (60) 436 58 (33) 4302839/ (39) asussh (7)) Bl 279¢/ (38) 90 291 (198) 1 253 Bos
Brazil (13) 535 84ko (92} 900 221 (29) 228 2368/ (75)  z7%4 9855/  (10) 16 7/ (W) 5 409 (223} 1 961 638
tolombis/Eousdoer (3) 59 912 (36) 237 761 ) 11 758 (11} 2. 41 - - (57} 331 972
Ouba - (58) 321 866 {6) 50 221 (9) =2ax3 . - - {73) 393 W60
Chile ' {1) 35 048  {z4) 239 776 {6) 64 5711/ (17) 48 8413/ - - (48) 388 29§
El Salvador - - - - - - -
Cuptomaln - {1} 7 972 - o < - ) 7 ore
Mesdoo (20) 2ok syBly (28) iz o5 (1) 094 @) 5w ] A () uy 1By
Nicerague - {5) 12 149 - - - - (5) 12 kg
Paraguay - - - - (5) 5 827 (12) 13 b1y (17} 19 2tk
Peru (3) 21 007 (28) 226 961 {5) 46 €31 {2) 13 808 - (2) 3 430 (bo) 311 83y
Deminican Republie - (1) 1 076 - - - - - {1) 1 o6
Uruguay {6} 110 0%4 (5) 29 574% {1) 1032 {2} 2 992 (1 2 127 {1} 1 S22 (37}  aky ub
Venezuela (3) 66 300 (17) 85 036 (13) 227 526 (11) 29 561 - - {ul) LoB lgg
: % % % % %
Total 1973 {(50) 1 063 719 39 (H9) 2 &75 905 4y {103} 1 OBO 632 i3 (174) 533 229 13 {43} 106 180 2 (57) 134 169 2 {976) 5 653 834
Total 1971 (L) 791 998 16 (312) 2 269 513 Y47 (98) 1 ool 896 21 {165) 550 090 11 {43) 106 315 2 (56) 113 529 2 (718) % 833 341

- Q0T *

Source: IEPMI Yearbook, 1974.

8/ Ships of 1 000 GRT and over.

b/ Including gas tankers.

of Cas tanker.

d/ Ineludes one gae tanker of § 102 GRT,

¢/ Includes one gas tanker of 1 027 GAT and two ‘tank barges emoh of 1 522 GRT,
£/ Includes four gas tankers totalling 13 OUl GRT,
g/ Inoludes one cargs barge of & 585 GRT,

h/ Inoludes ene tank barge of 3 999 GRT,

1/ Inoludes one gas tanker of 2 66U GRT,

J/ Includes thres cargo barges each of U 653 GRT.
k/ Includes two gas tankers totalling 10 833 GRI,
1/ Inoludes one gas barge of 1 828 GRT.




Growth of the Iatin Aﬁerican fleet has continued to favour ocean-
going ships as opposed to.coaéfal or river vessels (see table 13).
The most dramatic increase has been experienced by tankers,‘ﬁhich
were up by more than a third between 1971 and 19?3. Tonﬁage of
other ocean-going vessels incfeased by 19 per céﬁt. For:coastal
vessels the increase has been‘slivhtg‘while for vessels used on
inland vatervays there ‘has been virtually no change. A continuation
is thus evmdent in the tendency noted in the period 1970-1972 for
the region to try to erpand its participation in its own international
trade. However, as wentioned. gbove, these efforts have not been
sufficient to keep pace with the world-wide gréuth in merchant t041age.

The tendency toward statevownershlp of ocean-going werchant
fleets continues unabated; During the period 1971 to 1973 state-
owned tonnage grew by 29 per cent, while tonnage in private hands
grev by only 11 per cent. 'Théfcountries having the strongest policies
in favour of state o.mership are emong those whose fleets are growing
most rapidlyo These same countries aiso are among those most
forcefully promoting the rgserafion of cargo for ships flying their
nationsl flags. : o ’ ' o

Uithin Latin America there is conslderable dlsparlty in the
growth of the individual countrles' ocean-going fleetse The fleets
of Argentina, Colombia, icuador, Peru and Venezuela, which grew,at a
combined rate of 41 per ceﬁf éuring the period 19?1'1973g accounted
for nearly 90 per cent of all the growth recorded 1n the region,
Brazil alone increased its tonnage by 44 per cent, and by the end
of 1973 operated 38 ner cent of the regipnal total compared with
3% per cent two yéars earlier. This dominance is likely to continue,
since by mid-~1974 Brazil was responsible for fully 51 per cent of

the total tonnage on order by the region.

/Table 13
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‘Fable 13

LATIN AMERICA: OCEAN-GOING MERGHANT FLEET, 31 DECEMBER 1373 &/

- {Tons and units)

Cargo ships Tankers
Passenger Cargo ships of Hefrigerated Combined '
Country vessels 18 kmots and mope  Of 1658 than obd ps Bulk capriers carrlors {tnoluding Total
18 inots ges tankers)
LE @At N® GRT N° ®RT N° GRE No AT No GRT N° @®T  N° oxT

Argentina (2) 239% (9) 7998 (37) 277580 (6) 19862 (6) 85 033/ - (1) 10 940a/ (61) kg7 398
Brazil - (28) 294591 (4s) 286 471 (5) 22296 (12) 176 581  (2) 120 280 (13) 535 8uo (105) 1 H36 o6l
Colombia/Bevador - (1) 119997 (23) 104 ;s {2) 13 250 - - {3 55 5iz {33} 237 73
Cuba - (3 3296 (30) 228866 (7) 24857 (18) 35 2278/ - ~ {58) 32 B66
chile « (W B3soo (A 117970 (1) 1954 {4) 39 bk {1} 37148 {1) 35 048 (25) 274 B4
Bi Saivador - - - - - - - -
Guatemala - - {4 7 972 - - - -~ (W 7 972
Mextlce ~» (2) 25222 (13) 64 M9 - (3) 37wk - {20} 224 578/ (38) 351 633
Niversgus e - (5) 12 kg - - - - (5 12 14y
i T (2) 20wz (22) 155 B6 . (W 50663 z 2 00F (1) 245 968
Domindean Republic - - - (i) . 1 07.6. - - = ?1; { 076
Vriguny - - (5 26 262 (1) 3 ;2 - - (6} 2009 (12) 139 668
Venozuela - () u3682 (13) b1 354 = - - (3} 66 300 (20} b1 946
Tatal 197 {2} 23396 (63) 660 32 (211) 1 323 423 (23) 86 Log (47) 424 328 (3) 157428 (50) 3 63 719 (399) 3. 73 G2k
Total 1963 (10) 1227% (2) 23788 (183 955193 (2 L4 (2 M558 - (2 377669 (227) 1 522 392

Source: IBMMI Yearbook, 1574,
e/ Ships of 1 000 GRT and over,

_Ig/ Inoludes two livestoecimcarriers totalling 23 061 GRT.

y Gas tanker.

df Includes 16 factory ships totalling 29 629 GAT and two livestesk-ocarriere totalling § 538 GRT.
g/ Includes two gas tankers totalling 10 833 @RT,

- O'EI o
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Argenting, holding second place in regional tonnage, saw its
share reduced from 15 per cent to 13 per cent of the ocean-going
fleet, owing to a growth in tonnage of only 11 per cent from 1971 to
1973. In wid-1974 it vas respon81b1e for 16 per cent of the total
tonnage on order by Latin America. Among‘these orders are 10 vessels
classified as container ships, iﬁ which category Argentina ranks fifth
in the world in termz of tons oideréd. It ranké eighth in orders
for general cargs shins, all of which are of one of three standard
designs that can be adapted easily to handle confainers or bulk cargo
as well as general cafgo° . _

. As shown in table 11, genéral cargo ships fqr'Latin America
repfeSented 11 per ceat of the world tonnage on order for this type
of vessels as of 31 July 19?h? It should be noted, however, that
many of these orders nlaced by_Latip'Aﬁerican countries are for vessels
of standard design such as the ”Fregdqﬁ“ or the "8D.14% that can
easily gcconmodate ¢0ntginefs or bulk cérgolas well as bale Cargo.

During 1973, shipyardé in Argentina, Brazil and Peru together
captured 52 per cent of Létin America's orders for new ships.55/ In
mid-1974 Brazil and Peru each had on order more tonnage than it then
had active, the magorltv probably destlned for ocean-going service
and practically all oxdered from thelr own natzonal shipyards. At
the same time, Argentmra had on ordar a tonnage second only to that
of Branil, also destined in large part for ocean—g01ng service and
muach of it ordered from.A:gentlne yards. Venezuela contlnpes with
plans to expand its'flcet, and has decided to reactivate its
shipbuilding industsr v s0 that much of the construction can be done
logally.

35/ ILMMI, Anuarioc 197%, ». 13.

/3. Freight
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5. Ireight rates

Freight rates in the charter markets have been volatile over
the 1970 to 1974 period. Table 14 shows the evolution from 1960 to
mid-1974 of rates for dry cargo time charters of less than one year
and for voyage clarters. Time charter rates fluctuated somewhat
in the 1960s but increased steadily starting in 1972, For the voyage
charter index,'which is Dased on a sample of freight rates paid for
selected bulk commodities on major trading routes, the series
reflects both fluctuation during the last 15 years and a sharp tendency
to rise in 1972-197%, and by early 1974 it had doubled its level of a
year before, The volativility of charter rates can be appreciated in
table 15, which shous the extreme changes between the highest and
lowest voyage charter rates for each year between 1970 and 1973 for
products and routes of svecial interest to Latin America.

Liner freight rates also have risen steadily between 1970 and
197k. In the case of thes liner trades, of course, there is no question
of free market forces determining rates. One of the basic reasons
for the existence of liner conferences is to ensure that rates are
tightly controlled. It has loung been felt by the develoning countries
that liner rates are set too khigh and should be reduced, but no
generally successful means of achieving reductions has yet been found.
The immediate future holds little prospect that this situation will
change, considering the rapid rises in costs that are affecting all
countries.

While it may not be possible to keep rates from going up, it would
be highly desirable if any increases could be shown to be justified
by some specific increment in costs. In this respect, it is suggested
that all liner rates be presented in conference tariffs as the sum of
three components: (i) lcading in port of origin, (ii} sea navigation,
and (iii) discharging in port of destination. Increases in any portion
then could be tied more easily to the economic conditions goveraning that
portion. Thus a 10O jer cent increase in navigation cost should not
elicit a 10 per cent ilincrease in the total freight rate, but omly in tha
portion related to navigation. Structured rates of this sort could also
give countries a chance tc see their port improvements reflected in real
reductions in the port cost portion of the rate, thereby providing them

with more incentive to invest in improvements. /Table 14
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1

Table 14
THDEXES OF DRY CARGO CHARTER RATES

Time charters for lees

Voyagze Charters
than one year

July 1965 July 1965 o
duns 1966 = 100 June 1966 = 100
1562 - ‘ 65 ‘ © Bo
1963 79 91
1964 | 88 91
'1965 99 . 101
1966 ' ’ 89 88
1567 ' 89 o ok
1968 33 b
1969 | 50 85
1970 11 19
1971 : | o 81
1971 = 100 &/ N 7

_ Mavrch 1372 _98.l+\,_ (43
June 1972 L | %69 é9
Septeither 1972 _ 105.3 ; 7
Decenber 1972 134,1 9l
1972 10k,7 75
Meroh 1973 1774 121
June 1973, 211.0 1y
Septenber 1973 26943 183
December 1973 . 305.2 2l
19713 230.1 162
Maroh 1974 313.1 _ 245
June 1974 277 .8 226
dugust 1974 207.2 . 204

Scurce: Horwegian Shipping News, vols 30, N9 170 (20 September 1974).

g/ The new time charter index, which is not comparable with the previous index,
wag Initinted in January 1972.

/Table 15
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Table 1N

LATIN AMERICA: VOYAGE CHARTER RATE COMPARISONS IN imADING TRADES, 1970-1973

(Rollsrs por. ton)
Higheat rats in Lowast rate in

Trading route —

AP0 A%y 972 1373 1970 171 1972 1973
Grain
Rivap Plete te AmbwarpeHamburg rangs 15475 9.25  LOJO 28,26 8,15 5.00 5.7 12429
River Plate to Japen 22,00 13.00 349 3187 13.25 7400  6.22 17,12
River Flate to West Italy 13-850 %45 B.92 = 8450 4,50 S0 -
River Plate 4o India - - 16430 94,00 w - 15.50  16.50
Coal
Hampton Rosds to Rio de Janaire 12025 $e20 o w 5400 270 - -
Sugar
Brazil to United States 1150 7475 = “ 6430 .00 = -
Santes to China - - 0.0 38,00 = - 12425 23.50
Iron
Brazil to Japan 1350 8475 5.65 18.50 8400 2455 3430 550
Chile to Japan MO 8,25 6490 28480 10,30 3,10 3.25  9.65
Payu te Japan - 75  6u25 17,05 = 2480 3,50 15425
Pertilizers
United States (Gulf of Mexico) to
Brazil 11,10 7560 - 7,85 545 - -

Source: Institute of Shipping Bconomiss, Bremen, Shipping Stetistivs, 16.2 (February 1972), pp. 40-iL;
17.2 (February 1973), ppe 40-41 and 58,2 [February 174), Dbe 32-33

/4. Ocean
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L. Ocean shipping and Latin America's balance oiﬁggyments

According to available data for 1972, the region had a total
deficit, including marine insurance of l,BOO'million dollars, which
can be compared with the balance of payments deficit for transport
in 1970 of 850 million dollars (see table 16). Quality of data for
irdividual countries continues‘fo be extremely poor, but it is probable
that the regional totals reflect the'magnitudé of the deficit in the
two years. N ' , A

The tendency tovard an ever-increasing deficit in items related
to maritime transport in the balance of payments is a clear indication
of the failure to reach the objectives of the International Development
Stratezy during the Tirst two years of the Second Development Decade.
This teandency will »Hrobably be even more apparént in 1973 and 19?4.due
to increases in freisht rates and other maritime transport costs. The
situalion weighs heavily on the smaller countries whose fleets are least
adeguate for their transport needs. While it would be extremely desirab
to be able to relate changes in balance of payments transport credits
and debits to changes in the proportion of each country's trade
transported in its own ships, the present lack of information makes this

impossible.

5. Latin American ocean shipping policies

The situation in regard to ocean shipping policies among the
countries of Latin America has changed little in the past two years.
Those countries particularly active in fomenting the growth of their
national merchant fleets during the period 1970-1972 continue their
efforts. Others have introduced legislation to reserve for the first
time a substantial portion of their international trade for their own

shipping companies, or have strengthened regulations to this effect.

/Table 16
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Teble 16

LATIN AMERICA: MARTTIMS TRANSPORT Iil THE BALAVCE OF PAYIENTS, 1972

(M41izong of dollars)

Freignt Insup Cther transport items
1]}
Country & Pagagen Fares Port and Balance
Credlts Debits ger harbour cherges
Pabity
s/ 174 Credits  Debits Crodits  Lobits

Argentine 29.18/ 9998/ 2046 43,9 5846 790 ~118.9
Bolivia 2643 2.8 047 249 240 3.1 -32.4
Brazil 116.0 13540 - Be2 17,0 63.0 23,0 «302,8
Colombie 49.0 49,0 56.0d/ 114.0¢/ ~B8.0
Costa Rica 7e3 28,0 202 4.3 kb0 745 11.5 ~2646
Chile 18,00/ 84,0/ : 76:04/ 40,09/  =30.0
Ecuador 51D 9.9 6t 9e3 ~57 8
El Salvador 2648 743 8.6 ~2]+5
Cuatemala 0.5 3646 246 10.4 - 10.3 ~38.8
Heiti ' 1046 045 3e7 0.5 “1a3
Honduras 1.0 18,4 1.1 0.5 1,0 540 0.5 =145 .
Maxioo oot/ 9B.08/ 29.08f 76,04/ 7140
Micaragua 545 1543 1.0 1.6 3 249 545 ~15.2
Panama D4l 11,2 : 6047 17.2 “2.h
Paraguay 1.0 7.8 1.1 2.4 0.2 «10.1
Peru 23.0 710 19,0 242 3340 51D .0 =100.8
Deminican Republic 6.1 9543 6.8 5284/ 9408/ =39.0
Uruguay 3.5 30.8 545 11,0 «32.9
Venezuels, 16.0 256,0 59,0 Lo,0 w2610

Subtotal 200.0 1 21442 41,0 39s5 23203 5126 @ S4%.8 =l 279.2
Guyana 0.9 ko 2.8 ~le2
Jamadca 4.9 76,3 6.1 1.4 77 16.4 1.6 69,0
Trinidad end Tobego 1044 840 63,0 23.7 *41.7

Totsl 305:8 1 29045 2.1 6143 252,9 594,8 679.1 ) 307.7

Scurce: International Monetary Fund, Balsncs of Payments Yearhbaok, wols 25, December 1973, excepw as

indisated below.

a/ Freights paid fo naticmal flag ships for trensport of experts end for transport bstween third

sountries

_/ Freighte paid to foreign ships for transpert of imperts.
8/ Acocording to information supplisd by the Instituto da Estudlos de la Merina Mercents Iberoamerica.ns.

{IPMI), Buenmos Aires.
4/ Includes passanger fares.

8/ Estimated by the ECLA/OAS Transport Programnz on the bagis of data for 1971 supplisd by the Office
of the Under~-Secretary for Trenspert of Chils.
£/ Egtimated by the ECLA/OAS Transpor’; Programme an tita basls of data for 1970 obtained frem LAFTA,

Evoluoién del Transporte Marftimo [ALALC/SE/PA/36), junio 1973.

/To take
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To take advantaze of their legislative efforts, 5 number of
nations are ehgaged in active programmes to expand fheir fleets.
Argentina, for example, in the period 1974-1979 intends to add more
than half a million dvt to its fleet, all built in its own éhipyards.
Brazil in the same period plans the construction in domestic yeards
of h'million dwt, of uhich over a million will be VLCCs (very large
crude carriers). Cuba's programﬁe includes purchases of fishing vessels
from Peru and may include general and bulk cargo vessels from Argentina,
Venezusla, which has introduced an initial cargo reservation of 10 per
cent (to rise ultimately to 50 per cent) of its bulk imports and
exports, is embarking on an ambitious scheme to revive its dormant
shinbuilding industry and conétruct a major fleet of ships.

Internationally, the region has been active in the preparation of
a Code of Conduct for Liner Conferences. For some fime the developing
countries have been unhappy with the liner conference system, in
particular with the conferences!' arbitrary powers to set\freight rates
and conditions of shiment, The idea of some form of legal limitations
on the s&stem gathered support in various quarters of the world for a
period of years, culminating in the convening under the auspices of
UNCTAD of & Conference of Plenipotentiaries on a Code of Conduct for
Liner Conferences. The Conferencé was held in two sessions, November-
December 1973 and March-April 1974%. At the end of the second session
the Conference adopted a Convention aimed at ensuring a balance of
interests between supnliers énd users of liner shipping services by
specifying legally binding, internationally enforceable rules. 'The
Code covers such asmects as conference membership, relations among
metiber lines, relations with shippers, criteria for determination of
and for general increases in fréight rates, cargo sharing, settlement
of disputes within national jurisaictions,'and international mandatory
conciliation. To aflarge extent, the Code translates the more abstract
provisions in paragradh 53 of the IDS into specific rules and fegulations.
The Convention on this'Code, which is now open for sighature by all
States, will take'effebt six months after ratification or accession by
noet less than 25 States ﬁhosércombined tonnage of general cargo and fully
cellula: container siins amounts to at least 25 per cent of the world

total. /It appears
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It appears that somz Latin American countries have less for
early implementation of the Code than is the case in other regions,
oving to the success of their nztional shipping lines in achieving
full membership in conferences. Indeed, a few countries of the
region have been able to dictate effzctively the terms on which
they will participate in conference freight pools. However, the
countries that are not in a strong bargaining position in relation
to the liner conferences that serve them should find the Code beneficial.

Latin American countries have been working successfully in close
co-oneration and with the tEChnlle assistance of ECLA and OAS transport
experts on preparatory studies for a Convention on International
Intermodal‘l_'ransport° 4 previous draft Internatiocnal Convention on
the Comtbined Transport of Goods (the so-called TCM Convention), prepared
for the UN/IMCO Conferernce on International Container Traffic held in
-Geneva in November 1971, zeneraily reflected the Buropean point of view
on the subject, while no taking sufficiently into account the interests
of the devéloping nations. The Latin American countries objected to
its adoption on the grounds that a careful study of its implications
was recuired. With support from the entire Group of 77, an
Intergovernmental Prenaratory Group was established to study and
eventually to draft an International Converntion on Multimodal Transpert.
The objective of the propoéed Convention is to regulate and unify the
practices and rules under wiich internatioral multimodal transport is
coaducted. Of particular concern are rules pertaining to the activities
of multimedal transnort oserators, institutional aspects, the legal
status of multimod 1 transport documents ard documentary procedures,
insurance and liability proolems, ard customs nrocedures.

At the request of th: Latin American Croup in Geneva, a meeting of
specialists in difforent fields related to international trade was
held i:n Santiago, Chile, on the subject of intermodal fransporto At
a meetiang of the Council on Physical Integration of the 3Board of the
Cartagena Agreement, tlhe mnain guidelines for a Convention on International
Intermodal Transport vere considered. Finelly, also at the request

of the Latin American Group in Geneva, the first Latin American Regional

/Preparatory Meeting
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Preparatory Meeting for a Convention on Intermational Intermedal
Transport was held at liar del Plata, Argentina, Co-ordinated regional
activities will continue in this field, including those under the
ausyices of the 0AS,

Jithin Latin America, LAFTA is making slow progress on a regione-

. wige shipping policy. Following a delay of eight years, in mid-1974% the
LATTA 'later-~-Borne Transport Convention entered inte force when Colombia
deposited its instrument of ratification after Mexico (1967), Chile
(1963), Ecuador (1909), and Paraguay (1970). Although this Convention

is considered important for the establishment of an integrated transport
policy among the signatories of the Treaty of Montevideo, its
imvlementation is still pending, mainly owing to lack of agreement on
regulations related to the distribution of cargo shares.

In the meantime, bilateral conventions have been flourishing
within Latin America. IZIven as LAFTA has been working to obtain
ratification and im)lewentation of the Uater-Borne Transport Convention,
which is essentially a multilateral.agreement, some countries have been
fostering the growth of their fleets through bilateral ties that bind
the participants to shin most or all of their trade with one another
 via their national flag lines.

6. Latin American transport policies and the International
Development Strategy

The International Development'Strategy concentrates exclusively
on maritime transport and is restricted almost entirely to relations
‘between the developing and the industrialized countries. Recent world
events have pointed un the importance to Latin America of increasing
its economic independence and strengthening its own intra-regional
relations so that it may be more insulated from extra-regional economic
problems over which it has little influence. For this reason the
mid-~term review of tuae IDS is an apprpriate occasion to consider
modifications or émplification'of the Strategy so as to give more

importance to reinforeing regional ties, Such changes were contemplated

')by the
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by the Economic and Social Council ia resolution 1911 (LVII), which
noted tiaat 'the Stratezy should be adapted on a continuing basis to
nev recuirements and ckauging circumstances.36/

Ovar the last decades intra-regional trade within Latin America
has increased significantly and now forms an important part of total
trade, especially of manufaciured gcods. While the major part of
this intra-regiounal trade still moves by sesa transport, it is becoming
evident that land transnort offers important opportunities for improving
the quality and reduciaz the cost of transport services within Latin
America. In addition, iancreased use of existing international highway
and railway infrastructure would serve to strengthen social and cultural
ties in ways that cannot be matched by sea transport. The establishment
of more efficient land traasport services, however, requires effective
bilateral and multilateral agrecements to permit easy passage of national
frontiers by vehicles and cargoe while safeguarding the interests of
exporters, importers, national transport companies, and others. It
would be useful to take into accouni explicitly in the International
Develosment Strategy this challenge to the developing countries.

Another way in vhich the itreatment of transport in the IDS might
well be broadened would be to rscognize that intermational transport
does not begin and end in the hold of z ship and that the sea leg of
international transport is but one link in a much longer chain. In
addition, there are other services intimately related to international
transport, such as freight forwarding, insurance, banking, warehousing,
and the like, that are of interest to the developing countries and
significantly affect their balance of payments. The Latin American
countries have had an opportunity to appreciate the importance of these
transnmort related services during their preparation for negotiations
at the world level of an International Intermodal Transport Convention.
These countries are nov aware that institutional arrangements elaborated
by the developed nations in response to their own needs may not be
similarly adequate for the developing countries. " Recognition of this

fact could be incorsorated into a revision of the IDS.

36/ B/RES/1911 (LVII}, p. 2.
/Closely related
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Closely related to the institutionai'aspects of international
trade and transport are the efforts now under way in many parts of
the world to simplify and standardize trade documents and procedures
that are presently comnlex and costly, hinder the growth of trade,
and uninecessarily add to the cost of international transport. This
area of trade and traussort facilitation is especially appropriate
for action at the international level and for increased co-operation
within Latin Awmerica, because all participants obtain positive benefits
from the introduction of simpler documents and procedures. The
incorporation of this objective into the IDS would be useful.

Latin America is ill-equipped institutionally to deal properly
with problems related to establishing new international land transport
services, assuring adequate participation in transport-related services,
and simplifying trade and transport documentation and procedures.

These nroblems are currently being examined by multiple forums in the
region with insufficient co-ordination among them. As a consequence,
efforts are duplicated while positive results are few. One possible
course of action would be for each forum to specialize in those aspects
for which it is best »repared and where it can directly implement its
decisions. ~ Adequate co-ordination could then be entrusted to a regional
organization with a permanent secretariat and the resources regquired

for keeping each forvi informed of the activities of the others.

Among the specislized forums whose activities should be strengthened
are the regional organizations of transport enterprises such as the
Latin American Asscciation of Railroads (ALAF), the Latin American
Shipowners' Association (ALAMAR), the Latin American Highway Transport
Associntion (ALATAC), and the Latin American Civil Aviation Council
(CLAC). Each of these organizations should make a far more effective
contribution to the establishment of efficient regional and interregional

transport services than they do at present.

/E. INSURANCE
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E. INSURANCE AND TOURISM

1. Insurance

(a) Regional co-operation in the field of insurance

In the last few years there has been increasing awareness in
Latin America of the importance of the insurance industry for the
national economies because of its contribation to the increase in
inflows and reduction in outflows of hard currency. At the same time
it has been recognized that the industry's objectives can be more
easily attained through regional co-operation in support of the
efforts of the individual countries?!. An éxample of the regional
approach is the meeting of Latin American insurance superintendents
held in Santiago, under the sponsorship of ECLA and UNCTAD and -
financed by the UNDP, to discuss co-operation in settling insurance
problems and the improvement of the position of national companies
in the insurance market. A resolution adopted at this meeting
reconmends the establishmant ¢f an Association of Insurance
Superintendents in Latin America to serve as a forum for examining
problems of mutual interest.

The six countries of the Andean sub-region have realized that
they have sufficient capacity and administrative knowledge to ,
administer the mzjor part of their insurance activities. For this
reagson they have prohibited the eatry of new foreign investment for
this purpose, or any increase in the capital of foreign companies
already engaged in this activity, which should help to reduce the
share of such companies in the market as it expands. They also
recognize that the sub-regional insurance market is large enough
(365 million dollars' worth of premiums in 1970) for them to handle
their own reinsurance, 35 per cent of which was in foreign hands
in 1970.

The Latin American Reinsurance Pool provides another example
of regional co-operation. It is composed of companies in Bolivia,
Colombia, Nicaragua, Panama and Paraguay, and has been working
actively to facilitate insurance of local products, which in turn

stimulates trade in the area.

/Insurance companies
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Insurance companies in Argentina, Boiivia, Brazil, Chile and
Colombia have agreed to offer one another automatically the option
of reinsuring their fire insurance policies with a value of
100,000 to 250,000 dollars per policy.

(b) Size and structure of the insurance market

The regional insurance market is characterized in generzal by
its coverage of the traditional types of insurance, such as fire,
auntomobile and life insurance. Table 17 shows the distribution of

policies in nine countries.

Table 17

Country Fire migzie Life Other
Percentages
Argentina 18 45 8 29
Bolivia 20 33 13 29
Colombia . 20 14 30 36
Ecuador € 59 > LA
Mexico ' 24 21 33 22
Paraguay < 7C > - - 30
Peru 15 15 16 51
Dominican Republic 20 35 30 15
Venezuela 21 30 kg

In 1972 the value of insurance premiums in Brazil ~ which has
the largest domestic markét in the region - amounted to 509 million
dollars, in Argentina to 430 miliion, in Mexico to %67 million, and
in Venezuela to 216 million dollars. In order to expand the market
faster than its natural growth, some countries are beginning to offer
coverage in non-conventional spheres. An example of this type of
activity in Brazil is insurance against the faulty operation of

industrial equipment, loss of future agricultural production, and

/1lose of



loss of export credit. In any case, the regiom' s conventlonal market
continues to have good prospects of growth, as shown in Nicaragua in
1973 where only 10 per ceat of the damage caused by the earthquake,
valued at 1,000 million dollars, was covered by insurance.

(¢) Problems faced by the national insurance industry

The three most 1mportant problems faced by Latin America's
insurance industry are its high operating costs, its dependence on
foreign reinsurance companies, and inflation.

(i) High operating costs. An estimated 50 per cent of the

value of premiums collected is used to cover operating costs, mainly
in connexion with sales, sales promotion, and general management of
the companies. This figure is excessively high compared with other
types of enterprises and partly acccunts for the fact that premiums
are as a rule higher than in countries where the insurance industry
is more efficient: The high value of premiums is one of the factors
that limits the size of the marketi.

(ii) Dependence on foreign reinsurance companies. Although the

national companies have succeeded in capturing an appreciable part
of the insurance market, especially in the major countries of the
region, the reinsurance narket continues to be dominated by foreign
companies. The most impcrtant reasons for this are:

- Concentration on high-risk commercial and industrial insurance,
with little compensating activity in areas with normal risks;
and

- Distribution of the domestic markets among many small
companies which zre linked in some form or other with foreign
reinsurance compesnies.

(iii) Inflation. The high rates of inflation prevailing in

most countries of the region prevent the premiums, which are calculated
at the time the policy is taken out, from maintaining their level in
relation to the damage caused at a later date. This causes

instability in the market.

/2. Tourism
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2. Tourism

Before the start of the Second Development Decade, the Latin
American Governments had given very little encouragement to tourisn.
Nearly all the development of this industry took place more or less
spontaneously thanks to the action of the private sector, without
any co-ordinated planning or proper statistical bases to support it.
It was not until the end of the 1960s that there was official
recognition of the importance of thié industry in producing foreign
exchange and employment and, consequently of the need to organize
and plan tourism within the context of national policy.

Dﬁring the first few years of the Second Development Decade
the implementation of tourism policies has made considerable progress.
Nearly all the Latin American countries have prepared national
tourism plans, and the rest propose to do so shortly. By means of
technical assistance, many countries have prepared important projects
for the restoration of colonial and pre-Hispanic centres. With funds
from interpational and private financing agencies, important tourism
infrastructure works have been completed, including the construction
of hotels, while a start is about to be made on others. Moreover,
nearly all the countries in the region have simplified the documentation
required for tourists, especially in the case of intra-regional
tourism. |

From the experience gained in the early years of the Second
Development Decade it is possible to appreciate the possibilities
of increasing the tourist flow towards Latin America by means of sub-
regional co-operation, especially through tourism circuits with the
participation of several countries at a time.

The Andean countries prepared a study entitled Dases para un

programa de desarrollo e integracibn turisticos, with the participation

of experts from the Organization of American States (0AS), which

describes different Andean circuits and suggests projects and
neceésary_measures for making them more accessible to tourists

both from the sub~region and from other parts of the world. The
implementation of this programme calls for close collaboration among
the countries of the sub-region.

/The Central
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The Central American Bank for Economic Integration, with the
help of a firm of consultants in Spain, prepared a study entitled

Programa promoccional vy financierc de turisno en los paises del mercado

comiin centroamericano, which suggesis important tourism infrastructure

projects with a view to ithe establishment of tourism circuits in
the countries of the sub-region. ‘ ‘ o |

A committee of representatives of Ar-centina, Brazil, Paraguay
anc Uruguay, with the advisory assistance of ECLA and UNESCO, has
prepared a project for the establishment of a Cultural Tourism
Circuit in the Misiones Jesuitas region, the execution of which
requires'the collaBofation of the four countries-of the sub-region.

The Caribbean Touriswm Centre, with headquarters in Barbados,
was set up in 1974 to investigate various aspects of tourism in the
sub~region and to suggesi measures to‘the]participating countries
that would make for a mcre effective contribution of tourism to
the national economies. | :

In each sub-region there is a Council of National Directors of
Tourism whose task it is to step up sub-regional co-ordination in
guestions connected with tourism. However, these Councils do not
have the proper structure to carry out their task efficiently; in
particular, they have ns executive secretariat to implement the
Councils' decisions. Such executive machinery is essential in order
to formulate a consistent tourisn policy at the sub-regional level;
to determine the technical assistance required in implementing. the
policy; and to negotiate this assistance on behalf of the governments
concerned. In tourism, sub-regional co-operation has a strong
multiplier effect which s beneficial to the participating c§untries.

In addition to the above-mentioned co-operation measures in
the sub-regional sphére, several other important measures would have
to be adopted at the national, sub-regional and regibnai levél,in '
order to fulfill the objectives of the Interpational Development
Strategy;

(a) To suppdrt the zction in progress for the early establishment
of the World Tourism Organization (VTO} and its Regional Tourism

Commission for the Americas;

/(b) To
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(b) To observe aﬁd evaluate on a continuing basis the touriem
© trends of the principal markets in order to adopt suitable planning
and promotion measures. An essential point is to establish a common
system of tourism statistics which would include information on
prices of tourism supply in the region;

(c) To study, jointly with the Latin American Civil Aviation
Council (CLAC), the measures necessary to reduce the cost of air
transport'to Latin America and within the region, including the
extension of the use of charter flights and closer collaboration
between regional air lines:

(d) To enable national and sub-regional tourist agencies to
employ and keep specialists on their permanent staff;

(e) To continue to simplify the entry and departure-formalities
of tourists, especially on the frontiers, and to establish direct
flights between tourist centres, both of which are essential measures

for the establishment of tourism circuits.
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Chapter ITII

ECONOMIC RELATIONS WITH VARIOUS AREAS

A. THI TTROPELN ECCNOMIC COMMUNITY

1. Introduction

In recent years, the Suropean Sconomic Community has made great
strides in economic integratica. 1In addition to the internal
arrangemnents, specially in respect of the common agricultural policy,
that were required for the eniry of Denmark, Ireland and the United
Kingdom, the creation o7 a free trade area was begun with the
participation of the EFTA countries, the bases of an association
agreement with developing countries in Africa, the Caribbean and the
Pacific were established, and progress was made in negotiations with
the Mediterranean countries in the general context of the EEC's policy
towards the countries ol the Mediterranean basin.

The Community also established more advanced targets for
integration, including ~he creation of a monetary union whose first
phase began in April 1972 - although & number of serious difficulties
arose which prevented the targets being achieved. Even though the
upheaval of the infernationzl monetary situation affected the
progress of integration, it also helped to sharpen the member countries'
awareness of the need to increase economic and financial co-operation.
Similarly, recent developments in the field of energy affected the
European countries in varying degree and led to the establishment of
a basis for a common ensrgy policy. '

The Zuropean Couminity has thus now become an et¢onomic unit of
considerable magnitude, not cnly because of the advanced stage of
economic integration that it has achieved and the consolidation of its
enlargement but also because of the creation of a wide area around the
Community which receives special, preferential treatment.

The policies pursuid by the EEC, which cover practically every

economic and social sector, have acquired new meaning for the Third

J/World countries



World countries in the changing world situation. Particularly.
important to Latin America is the common agricultural pelicy, to which
reference will be made below. , .

Recent years have revealed a greater readiness on the part of the
Community to seek solutions to the problems facing the developing
countfy, as was demonstrated in the prinbiples adopted on 30 April 1974
within the framework of the global policy of co~operation‘for the
developnent of the Community.

By and large, the Community enjoyed a considerable economic boom
between the beginning of 1972 and the middle of 1973.

However, as a result of the meesures introduced to control the
economic growth rate at the end of that periocd and of the increasing
inflation and labour problems of some of the countries, the rate of
economic -expansion began to decline from the middle of 1973, hastened
by the energy crisis. In 1974, most of the countries of the Buropean
Community were suffering from high rates of inflation, balance-of-~
payments difficulties and assorted signs of economic stagnation,
including unempioyment.

2. Trend of global trade

In the early years of the 197bs, trade between Latin America and
the European Community fluctuated greatly. Latin America's positive
balance of mutual trade in the 1960s declined sharply in 1971 and becane
negative in 1972. Despite a slight surplus in favour of Latin America
in 1973 as a result of the increase in the price of-basic products, the
volume of trade confirms the unfavourable trend observed in the course
of the previous years. | S

This is attiributable to the facf that, while the IEEC's exports to
Latin America grew steadily in recent years, its imports from the region
remained at mcre or less the same level, except in 1973,V The annual
cumulative value of the exports of the countries of tlhe enlarged
community to Latin America increaéed by 13.6 per cent during the period
1967-1972, while that of its imports from the region rose by 6.1 per

cent. The latter figure appears even smaller if compared with the

/increase in



increase in the BEC's tcial imports (14.9 per cent annually) or with
that of its imports from the developing countries as a whole (10.9 per
cent).1/

As a result of this trend, Latin America's share in the market of
the Community has been declining rapidly. The region's share in the
total imports of the enlarzed Community dropped from between % and
6 per cent in the 1960s %c 3.8 per cent in 1970, 3.3 per cent in 1971
and 3.1 per cent in 1972 and 1373.2/ The region's share in the
Community's extra-area trade is shown in table 1.

The levelling off of the EEC's imports from Latin America in the
first three years of the ﬁ970s affected a number of the region's
traditional export products: wheat, maize, animal fodder (especially
fishmeal)}, untanned leather and hides, wool, cotton, vegetable oils,
netaliferous ores, non-ferrous metals, etc. In 1972, by coﬁtrast? there
was a éharp increase in imports of certain foods such as beef, sugar and
coffee, but this was not enough to modify the general tendency towards

stagnation.

l/ This is part of the long-term pattern. 1In the period 1963-1972,
the annual cumulative value of the enlarged community'’s exports
to Latin America went up by 10.3 per cent, and its imports by
5.0 per cent. The same trend was apparent in trade between the
original member countries of the Zuropean Community and Latin
America: the annual increase in the value of their exports to
Latin America was 10.8 per cent while that of their imports from
Latin America was 0.4 per cent. The total imports of the enlarged
and of the original Community (six countries) rose by 11.8 per
cent and 12.0 per cent respectively.

2/ This is mainly atiributable to two factors: an increase in the

- Community's self-si”ficiency (the share of the Community's intra-
area trade in its total trade rose from 46 per cent in 1968 to
52 per cent in 1973}, and Latin America's smaller and smaller
share of exira-area exports to the Community. The share of Latin
America in the Compunity's total extra-area imports dropped
from 7.7 per cent in 1968-1969 to 6.6 per cent in 1972-1973.

/Table 1



- 131 =~

Table 1

EUROPEAN ECONOMIC COMMUNITY:a/ SHARE OF LATIN
AMERICA b/ IN EXTRA-REGIONAL TRADZ

(Millions of dollgrs)

Imports ‘ Exports
Year Extra~ From = Per- Extra- To Per-
regional Latin cen- regional -- ILatin cen-
total America tage total America tage
1965-1969 th 486 3 650 8.2 - Lt 202 2 591 6.3
1970 59 646 b 456 7.5 56 212 3 575 6.4
1971 64 3560 L 3hq 6.7 £3 560 L 098 6.5
1972 73 913 L 872 6.6 oh L22 L 74 6.4
1973 105 386 6 919 6.6 100 690 5 652 5.5
Source: IMF, Direction of Trade.
a/  Nine countries.

b/ The figures given in this table and quoted in this part of the text

refer to the 20 Latin American republics.

\
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Latin America’s share in the Community's imports of 18 basic
products that make up =20ut 80 per cent of the region's total exports .
to the EEC dropped from 13.2 per cent in 1965 to 11.7 per cent in 1970
and 9.2 per cent in 1972. 1In respect of the same products, the share
of countries enjoying spacial relations with the Community rose from
13.8 per cent in 1965 to 17.3 per cent in 1970 and then levelled off

at 15.0 per cent in 1971 and 1972.3/
There has been a considerable increase in Latin America's exports

of manufactures and semi-manufactures to the Community, although in

terms of value they are still fairly low.

3. Trade policies of the Auropean Sconomic Community

Broadly speaking, =he application c¢f the Generalized System of
Preferences in recent years has made possible a graduazl improvement in
the access of Latin Amer:ican manufactured and semi-manufactured products
to the EBC market. Apar: from that, there has been no significant
improvement in the situa®ion of the developing countries not
associated with the Community. As far as some products are concerned,
there has even been a slight deterioration,lmainly because of the
protectionist nature of “he common agricultural policy (for temperate-
zone agficultural products), the enlargement of the Community and its
increasing association with a large number of existing and potential
competitors of Latin America (mainly as regards primary products), the
intensification of special relations with the Mediterranean countries
and the establishment of a free trade area with EFTA countries

(principally as regards :ndustrial products).

2/ Including the associated cnuntries, those that are now associable
and the Mediterrancar cocuntries. The share of the associated
countries rose from 4.0 per cent in 1965 to 4.7 per cent in 1970,
but dropped to 3.6 per cent and 3.4 per cent in 1971 and 1972.
The countries that are going to be associated with the Community
increased their share from 3.2 per cent in 1965 to 5.6 per cent
in 1970 and 5.2 per cent in 1971 and 1972.

/%.  Common
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4. Common Agricultural Policy

"One of the fundamental instruments of the common agricultural
policy is still the fixing of prices at the level of the least efficient
producers of the Community. This measure has tended to slow down
improvements in productivity by preventing any significant change from
occurring in the number of marginal producers and has also guaranteed
profits for the more efficient producers. The exports of countries
producing primary products are adversely affected by this policy ané
would increase if other methods were used to stimulate production in
the Community. If the increase in the EEC's agricultural production
and its distribution were based on rational and efficient criteria and
instruments, its greater output would not have an adverse effect on the
exports of countries such as those of Latin America. As far as food is
concerned, the serious world-wide food shortagé means that there is a
potential excess of demand over supply. However, the fact that vast
sectors of the population and highly populated countries do not have
sufficient purchasing power to acquire such foodstuffs means that real
demand is much lower than potential demand. In this way, there have
in the past been times when supply has been in excess of real demand,
resulting in the accumulation of large stocks and a decline in prices.
The prometion of production in areas that are less suitable for
agriculture, suck as some of the EEC countries, would be highly
desirable if it went together with measures designed to turn more
potential demand into real demand; for example, improving the standard
of living of the segment of the population with very little purchasing
power, or allocating a large proportion of such increases in production
to programmes of assistance to social sectors which do not have the
necessary purchasing power. By contrast, increasing the EEC's
production by maintaining the existence of marginal producers without
at the same time promoting demand may help cause an imbalance bhetween
supply and effective demand by depressing prices and reducing the
earnings of such exporting countries as those of Latin America which

finance a large part of their balance of payments (and, thus, of their
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economic development) out of the foreign currency they receive from
the sale of their primary products,

The reform of the Community’s common agricultural policy that may
take place in the near Juture, unless the new international situation
spoils the chances of such 2 reform, would remove these causes of
concern for Latin American couantries, provided it were based on criteria
and instruments designed to promote the efficient and rational
production and distribufion of agricultural products and provided it
made it possible to reconcile an increase in the production of Europe
with the interests of the devaloping countries exporting the same

products.

5. Recent cevelopments in the meat trade

At the beginning of 1974, the LIC adopted a series of measures
intended to reduce meat imports. The beginning of July marked the
total suspension of imvorts of every liind of meat for a period
originally intended to he six months but subsequently extended
indefinitely.

This decision affected the meat exports of five Latin American
countries {Argentina, Brezil, Colombia, Paraguay and Uruguay). As a
result, their exports te¢ the Community are estimated to have dropped
by 500 million dellars in the second half of 1974, not counting the
effect of earlier measures that affected exports during the first

half of the year.4/

Ly This represents a preliminary estimate based on the average volume
of exports of Latin Americar countries to the EIC in normal years
(1970-1972) and the average price of beef during the period
between January 1673 and June 197k. According to this estimate,
the volume of expcris in the second half of 1974 is approximately
the same as the vclume »nrojected by the Agricultural Department
of the United States in respect of the exports of Latin American
countries {Foreigp Agriculture, 20 May 1974%)}. 1In addition, as a
result of the resitrictive mcasures introduced during the first
half of 1974 by the EEC, the beef exports of Latin American
countries during this periodé vere very low compared with previous
periods: the volure of frgentina's exports to the BEC in the first
half of 1974 was half that c¢f the same period in 1973; in the case
of Uruguay, the volume exported was about 75 per cent lower than

the year before.
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Quite apart from the very large reduction in exports, the Latin
American countiries have cause for concern in the procedure employed on
this occasion by the EEC, since the meaéure was adopted unilaterally
and without prior consultation of the exporting countries affected.

The balance~of-payments and inflation problems .that both the developed
and the developed and the developing countries will probably face in the
coning years make it advisable to try to aveoid adopting measures in
defense of one group of countries that have serious repercussions on
others. The economies of the world are so interdependent that the
adoption of unilateral decisions may cause a chain reaction from which
they all suffer.

In the recent case of meat, the problem posed arose for a variety
of reasons. Some of these had to do with the stock-breeding cycle, that
is to say with the time that is needed for a decision to increase or
reduce produé&ion to take effect. In this case, the effect of the stock-
breeding cycle was aggravated by the measures adopted by the EEC to
encourage the production of meat, which included the displacement of
production of diary products. In addition, there were the economic
difficulties of the EEC countries vwhich had been developing since the
end of 1973 and which culminated in the increase in the price of
petroleum. These diffieulties had various repercussions. On the
demand side, meat - and especially beef - has a fairly high income-
elasticity and its consumption increases sharply during periods of
rapid income growth and gives way to other goods when income drops or
when its growth rate declines sharply. On the supply side, the increase
in the price of stock~breeding inputs in EEC countries -~ resulting
inter alis from the increase in the cost of fuels -, at a time when the

livestock producers were uncertain about future demnand for meat, was

. partly respvonsible for the reduction in stocks and thus helped to

depress the market. The present and pdtential balance-of-payments
problems of ELEC countries were influential in their decision to forego
imports of this product.

When the drastic measure was adopted by the Community in July,

the Governments of Argentina and Uruguay immediately protested, pointing

Jout that,



out that, in view of the 1ifficuvlties that had been developing in the
beef market of the EEC towards the end of 1973, they had offered, along
with Colombia and Paraguay, to co-operate in the search for solutions
and had accordingly, in April 197k, submitted a memorandum to the LEC
Commission in wlhich they outlired a realistiec formula based on the
programming of exports ani a degree of price control. In September,
eight of the principal expocrters of meat to the Community, including
five Latin American countries, presented a joint protest to the EEC
requesting the simultaneous raising of the ban on imports and the start
of negotiations.

In the middle of October, at the request of Australia, an
unofficial meeting of exporting and imperting countries was held in
Washington at which the creation of a meat becard was suggested.
Within the GATT, the principal beef-exporting countries that were
Contracting Parties to the General Agreement held two consultative
meetings with the EEC ir accordance with article XXII.1, with a view
to renewing access teo the Community market.

As a result, the EEC Commission has promised to initiate
consultations in Brussels with the principal exporting countries in
order to establish a stable system of access to the Comminity market.
The foregoing points were taken up again by the CECLA countries during
the second part of their fifth wmeeting at embassador level with the
representatives of the member States and Commission of the Juropean

Communities, which took place ‘n Brussels on 6 December 1974.

6. Relations of ths EEC with verious groups of countries

One of the most importan® trends in connexion with the EEC is the
more extensive and far-reaching nature of its relations with other
countries of the world. A wide area is in fact being created in which
more than 60 countries gradually improvises their economic ties with
the Community, which acts as a central pole. The ELC does support
action of a universal nature, such as the GATT negotiations andé the
globhal policy of co-operation for development, but, at the same time,

recent years have brought a substartial advance in the intensification
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and extension of its special relations - most ol which are
disériminatory - with various groups of countries.

Sohe of the more striking recent developments are described
below.

In the first place, there is the Community's new scheme of
association with associated and associable countries which will
presumably be introduced in the next few wmonths. This is a much more
far~reaching systém than the previous Yaoundé and Arusha conventic.:
as regards both the number of developing countries involved and the
scope and nature of the measures anticipated.

One of the most important new measures contained in this
agreement is the machinery for guaranteeing the earnings of associated
countries in respect of primary products exported fo the EEC. Under
this system, the Community will guarantee its associated countries -
for a specific number of primary products to be selected from six
offered by the EEC and 20 requested by the developing countries of
Africa, the Caribbean anc¢ the Pacific 5/ - the total amount of their
export earnings. Thus, it will compensate those countries for any drop
in their earnings as 2 result of lower prices or smaller volumes for
which.the producing countries are not responsible, The EEC mzintains
that, when the international prices are higher than those guaranteed,

here should be a system of reimbursement. 2 specific agreement will
be signed on sugar that would give the developing countries of Africa,
the Caribbean and the Pacific access to the ELIC market as well as a
guaranteed price.

Discussions are also being held regarding a plan of industrial
co-operation intended mainly to facilitate industrial investment in
these asscciated countries. Some of the new conditions of association
have particularly favourable implications for the part of the developing

world to which they apply. For example, the guaranteed export earnings

5/ The products covered by this svstem are of particular interest to
Latin America: coffee, banznas, sugar, cacae, peanuts and products
derived from peanuts, tea, sisal, leather and hides, copra and
palm nuts, almonds (kernels) and tropical woods. Sugar will be
covered by a special arrangement.

/on primary



on primary products referred tc above sanctions one of the fundamental
principles to which the developing countries have aspired and which
would ensure them more stable revenue and therefore enable them to
programme their external sector and econonic development more
satisfactorily. The disadvantage is that this principle should
be applied on a selective basis by a group of developed coumtries
- in this case the EEC countries -~ tc a group of developing countries,
as this may have highly unfavourable repercussions on the trade of
the other, non-associated developing countries.
If this system is not conplemented by measures designed to turn
a larger part of potential demand into effective demand and is
restricted to a given region {ia this case, the countries of Africa,
the Caribbean and the Pacific), its application could eventually
result, for certain products, in an excess of supply over demand
in the world market as a whole, as 2 result of the increase in
production of the countries benefiting from the system. HMost of
the negative consequences may “hen have to be borme by the countries
not included in the new srrangement. The system could however
prove a valuable incentive to production, since the countries
benefiting from it woﬁld nut suffer even in the case of over=
production, in which cace they would receive compensation for any
drop in price proviced they sold their products on the EEC marketoé/
The applicaticn of thnis system to the pirimary products exported
to the Community by the ceveloping countries of Africa, the Caribbean
and the Pacific which compete with those exported by the Latin
American countries could vesult in the gradual replacement of the
latter in the EEC market, insofar as the guaranteed payment of the
difference between the world price and the price established by the
EEC would enable the developing counzries of Africa, the Caribbean and
the Pacific to withstand any ccuwpetition., This situation could depress

&/ The examct terms of the arrangement have not yet received final
approval and their nature and implications are therefore
subject to change.
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the world prices of such products and modify certain flows of trade,
unless, in the forthcoming multilateral negotiations in the GATT,
international agreements are reached whereby the earnings of all
exporters of such products to any other country can be guaranteed
and not just those of countries exporting to the EEC. Finally, to
appreciate the situation and its consequences properly, it must be
remembered that several of the developing countries of Africa, the
Caribbean and the Pacific that are currently negotiating with the
enlarged Community were previously linked by a preferential régime
to the United Kingdom.

Moreover, there might also be a possible division of the market,
one part being reserved for certain countries and the rest for
the others. Although it is unlikely that such a sharp division
would occur as that which used to exist in the international sugar
markst, the situation that wmight arise could hinder the reaching
of international agreements on basic products‘or the adoption of
other measures designed to stabilize the export earnings of the
developing countries selling these products on the world market.

In the first place, therefore, it is probable that the share
of the associated countries in the EEC's imports of products included
in the scheme will increase in relation to that of other developing
countries. Secondly, a gap could arise hetween the supply and
demand of certain products which would result in a drop in prices,
for which the countries not associated have no system of compensation.

In addition, the associated countries also benefit from better
accesé to the Community market than other countries for almest all
products. The new association agreement establishes, in principle,
total exemptlion from custom's tariffs and non-tariff barriers
except those that are still in force among the member countries of the
Community. This principle does not apply to agricultural products
that are similar to, or compete with,; those produced by the Community.
It does, however, mean that the products of associated countries

.receive more favourable treatment than those of other countries.
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Although these principles are for the most part the same as
were stipulated in the Yaoundé Cenvention, the important point for
developing countries not members of the Association is that the
number of countries enjoying these benefits is doubled and the
markets from wiich they berefit Ias z2lso been enlarged.

Even before their association with the EEC (in 1971 and 1972),
the new associated countries together had a larger share of the
market of the six original EEC members than the formef associated
countries, as far as the group of major traditional basic products
was concerned, although it is a fact that a substantial proportion
of their exports consisted of petroleum.

The association agreement also provides for a large increase in
financial assistance to associat2d countries. The European Community
if offering to triple the resources of the Furopean Development Fund,
which would then amount ia value to over 3,600 million dollars (to be
utilized during five of the years during which the agreement is in
force); the associated ccuntries maintain that it should be closer
to 10,000 million dollars.

Another point that deserves special attention concerns the
EEC's relations with the Mediterranean countries. Negotiations have
recently been revived with these countries within the context of |
the global Mediterranean pelicy. The enlarged Community is seeking
to establish a network of special. reiations with a dozen countries
at an intermediate level of industrial development - much the same
as that of some Latin American countries. Under this global approach,
there will in theory be free trade in industrial products and in
80 per cent of agricultural products. Thus, the Latin American
countries' relatione with the EEC will be less favourable than that
of the Mediterranean countriss in resvect of processed agricultural
products and manufactures - a field iw which Latin America has been
improving its ability to compete on the market of the developed
countries. The countries of the Mediterranean basin have increased

their exports of manufactures to the EEC ernormously in recent years.
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7. Consultations and negotiations beiween Latin
America and the EEC

According to the guidelines established at the first three
meetings at ambaseador level,?7/ the fourth meeting between the
representatives of the member countries of CECLA and these of
the member States and Commission of the EEC.at ambassador level
was held at the end of 1973. The wain specific proposals of Latin
America were the improvement of the Community's general preference
scheme and the creation of a centre for the promotion of Latin
American exports to Europe. However, in the end the meeting limited
its conclusions to a recommendation that the two subjects should
be studied further. In July 1974, the first session of the fifth
neeting was held at which the Latin American countries once‘égain
expressed thelr concern about various aspects of the trade policies
of the Community, especially as regards imports of bgef; Moreover,
the Latin American countries members of CECLA submitted a list of
products of interest to fhem for incluéion in the general preference
scheme of the Community. The second session of the fifth meeting
was held in December 1974%; on that occasioﬁ the Latin American
countries expressed their preoccupation with the further enlargement
of the preferential area that would result from the Community's
current negotiations. '

The EEC and Brazil signed a trade agreement at the gﬁd of
1973. The agreement refers essentially to a tariff reduction up
to an established guota as ﬁart of the general preference scheme
for cocoa butter and soluble ocoffee. The agreement also contains
a number of provisions intended %to favour exports of bovine meat
from Brazil to the BEC, along similar lines to those established

for Argeﬁtina antd Uruguay in their respective agreements with

7/ The first of the annual meetings at awmbassador level was
held in 1971, in accordance with the Declarations of
Buenos Aires (adopted by CECLA) and of Brussels.
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the Community. The thrse-year agreement between the latter and
Uruguay come into force in August 1974. Three Latin American
countries have thus already signed non-discriminatory bilateral
agreements with the Community. The EEC's imports from these
countries represents 60 ner cent of its tctal imports from Latin
America. Exploratory coaversetions have also been held between

the Community and Mexico.
B, THE UNITED STATES

1, Evzluaticn of mutual trade

The United States continues to be the most important single
country market for the exports of the Latin American countries.
Its percentage participation ia Latin America'’s total exports to
the world has fluctuated between 29.% and 31.1 per cent over
the last four years for which such participation figures are
available (1969-1972), ceclining slightly from 32.8 per cent in
1968 to 31 per cent in 1972.8/ The second largest customer of
the area was the group ¢f nins couniries comprising the European
Economic Community, for which the corresponding percentages
fluctuated around 27 per cent over the five-year period. The
second largest single country customer is the Federal Republic
Germany, whose imports from tae 24 countries exceeded 2,000 million
dollars in 1973, and the third largest Japan, with imports of almost
2,000 million in the same year.,Japan‘é share between 1968 and 1972
fluctuated between 7 and 8 per cent. Over the past ten years the
shares talken by the United Stutes and the EEC have been slowly
declining whereas that of Japan has been rising. Latin America's
share of total world trazde between 1968 and 1972 has gradually
fallen from 5.4 to L4.4 per cent.

174 United Nations, Yezrbook of International Trade Statistics,
1972, 1973, based on figures for the LAFTA and the MCCA.
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Although Latin American participation in United States .total
imports from the world is low (11.9 per cenmt in 1973, 11.3 per cent
in 1972, 11.7 per cent in 1971 and 13.3 per cent in 1970), for
some commodity classes - especially those based on national
resources - the percentage was, of course, considerably higher.gf
In 1973, in the case of food and live animals, beverages and tobacco
(sections 0 and 1 of the SITC), the percentage was 35.1. For
metalliferous ores and metal scrap it reached 36 per cent and for
mineral fuels, lubricants and related materials it was 23.3 per
cent. Similar pexrcentages have prevailed for other years of
the 1970's for the first two groups. However, in the case of
mineral fuels, lubricants and related materials, there has been a
marked decline in the percentage of United States world imports
constituted by Latin American exports (from 53.1 per cent in 1963
to 23.3 per cent in 1973.)

There was likewise a great decline in Latin America's
partibipation in United States total imports between 1963 and 1971
(from 21.3 to 11.9 per cent) with no real recovery thereafter.1Q/
The same shrinlkage was noted for United States imports from all
developing market-economy countries, except that in 1973 the
recovery for these was better than for Latin America. The corresponding
- figures were 36.3 per cent in 1963, 25,1 per cent in 1971 and
27.9 per cent in 1973. E

~ The structure of United States imports from Latin America
between 1963 and 1973 shows an important shift in favour of

manufactured goods and away from primary productss If we compare

74 These and all following figures in this section are based on
the D series data compiled by the United Nations Internatiocnal
Trade Statistics Centre at Geneva.

10/ Despite the more than one third increase in the absolute value
of United States imports from Latin America in 1973 over
1372 and a 127 per cent increase between 1963 and 1973.
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1973 with 1963 and then 1973 with 1970 to see which commodity groups
increased and which decreaszad their share in United States imports
from the world,'it can b2 seepn that in both comparisons only two out
of 14 categories of manufactures declined - chemicals and non-ferrous
metals; the rest increassd. In the case of priwmary goods, only two
out of 10 increased their share between 970 and 1973 (crude fertilizers
and minerals; and metalliferous orzs and metal scrap). Only three out
of ten increased their siare batwesn 1963 and 1973 {(wheat and other
cereals, textile fibres and their waste, and metalliferous ores and
metal scrap). Only twc in all categories (including both primary
products and manufactures) shcwed a decline in absolute values between
1970 and 1973 (textileAfibres and their waste, and crude fertilizers
and minerals). The first of these is the only category showing a
decline in absolute valuz betwsen 1963 and 1973.

A comparison for 1263 ard 1970-1973 of the percentages of United
States exports to the world which have been taken by the ﬁatin American
area shows no significant charge. The percentage has, with minor
fluctuations, remained at aborvt 14. Comnmodity groups which were above
average in this respect in 1963 and 1973 are shown in table 2.

From this brief table it can be seen that Latin America is a very
good customer of the United States for certain important classes of
goods, such as chemicals, iron and steel products, cloting and footwear.
The decline in percentages of United States exports taken by Latin
America in the case of three commodity groups reflects in part the
increasing industrialization of the area and in addition the greatly

increased role of Canada ag a customer of the United States.
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Table 2

PERCENTAGE OF UNITED STATES EXPORTS TO THE WCRLD

TAKEN BY LATIN AMERICA

Latin Ame

1he

rica

SITC -Description (24 countries)

1963 1973

5 éhemipalslt | 20.6 21.0

6 + 8 Manufactufed‘goods 15.3 15.8

65 ' Textile yarn and fabrics 181 13.3

67 Iron and steel products 18.6 26.8
691 to 695 + Metal manufactures and plumbing,

+ 698 + 812 | heating, and lighting fixtures

and equipment 21.2 17-0

84 Clothing 25.5 bb,2

85 Footwear 35.0 20.8

7 Machinery and transport equipment 17.0 13.8

71 Machinery other than electric 18. 4 15.2

73 Transport equipment 16.6 10.6

7321 Passenger motor cars 35.4 9.3
9 Commodities and transactions not

classified according to kind 21.2 4.5

0 to 9 | 13.3

Source: United Nations Statistical Office, Series D data.
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With respect to Latin America’s trade balance with the United
States, it now appears that 1974 is going to be the first year since
1965 that the area will have a favourable balance. This is due to the
influence of prices fer petrsleum exports from Venezuela. If this
country was excluded from the analysis, the balance would again be
negative and the previous trade deficit would even be accentuated. In
1973, of the 1% Latin American countries engaging in the bulk of Latin
America's trade with the United States, only the Dominican Republic,
Guatemala and Venezuela had 2 positive trade balance. In the Caribbean,
Trinidad and Tobago had a favourable balance but Barbados and Jamaica
did not.

2. Iventes and trends in the economy of the United

States that are relevant to its relations
with Latin America

Prospects for Latiz America’s trade with the United States in
the immediate future depend greatly on how this country’s economic
problems will be handled in 1975. It is now anticipated that recession
will limit total Unitec Sfates imports this year and this could mean
that even if the Generalized System of Preferences were implemented in
time to have some encouraging effects on exports of developing countries.
these potential results migh* be offset by a drop in import demand.
United States and OECD forecasts have been changing rapidly over the
past six months as outnut has continued to fall in each successive
guarter of 1974 and stocks of unsold goods have risen. Dy December 1974
the growth rate of the econony had shrunk to almost -2 per cent,
inflation was close to 73 per cent, and the current account deficit
had reached 3,250 million dollars. According to OECD forecasts 11/
the growth rate of the United States economy will continue to be
negative in 1975, resulting in -4 per cent for the twe years 1974-1975.
The rate of inflaticn Is expected to slacken a little by the end of
1975 (10 per cent in the last quarter as compared to 12 1/2 per cent

in the same period in 1974), while the current account deficit is

11/ See The Economist, 271 December 1974, p. 79.
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forecast'ﬁs’more'than double that shown at the end of 1974. The same
forecasts envisage that unewployment will reach 8 per cent in 1975,
but wage increases of over 10 per cent are likewise anticipated in
some sectors.

- Whether or not these predictions are fulfilled will depend on
United States monetary, fiscal and other economic policies. If these
are aimed principally at controlling inflation, then the 10 per cent
figure could be lower and the & per cent figure for unemployment higher.
For the United States a relatively high rate of inflation is a new
experience which is 'so shocking that some policy-makers have been
disposed to attempt to correct it at any cost - even though there is
grave danger that the remedy ﬁight prove worse than the disease. The
expaﬁsionary measures taken by the Federal Reserve Board early in 1974
to avoid a recession that might result from the oil embargo were
reversed in mid-year when fear of further inflation became the dominant
influence in a somewhat ambivalent policy-meking environment. In
recent months, the Administration has been allowing unemployment to
rise in the hope that reduced demand may slow down inflation, but there
~are signs that this policy is likewise about to be reversed.

There is little disagreement concerning the principal causes of
the decline in the United States economy - government attempts‘to
reduce inflation, the oil crisis'and large~scale crop failures. Where
uncertainty arises is in trying to find the correct balance between
inflation-curbing policies on the one hand and growfh-stimulating ones
on the other. The problem is that the two sets of policies are working
at cross purposes; If the sizeable income-~tax cut recommended and
expected by many is introduced in time and if funds are appropriated
for pending legislation covering public employment and increases in
unemployment insuranée, then some recovery in investment and production
could be expected to follow, providing there is not a reﬁewél of efforts
to stifle inflation at the expense of growth. '

Paradoxically, in the second half of 1974 the Government found
it necessary teo takg demand-discouraging measures to lower the inflatior

rate but until very recently had expected natural forces to bring about
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recovery once the rate c¢ame decwn. In reality though, the prospect of
lower prices - particularly in a setting of rising wages for the still
employed - has never precveé te be one of The most effective stimuli to
investment. |

At the global policy level, important aspects of United States
trade policy are set out in The Trade Act of 1974, which includes among
its provisions the United Statles generalized preferences scheme. This
legislation has been designed not only to improve access to United
States markets for developing countries but also te provide relief and
assistance to United States workers and firms that might be prejudiced
by the competition of imports and o guard the country against "unfair
trade practices'. Moreaver, it has been modified in such a way that
producers and exporters who join together and control intermational
prices of export products will not benefit from the scheme. Thus
the zct is a double-edged weapon, and there exists the possibility that
the negative edge may prove to be much sharper than the positive.l12/

3. Current issues and their setting

Most discussions of United States-Latin American relations tend
to emphasize the greatly changed world setting in which they evolve,
as well as local hemispheric developments over the past decade which
demand a new approach to current issues. Although these changes and
development have not altered the long-range goals of increasing the
volume of hemispheric tirads and of diversifying the nature of Latin
America's exports in order tc dynamize them and lessen vulnerability
to price and demand fluciuations, certain short-run aims and some
former long-term trade policies have had to be modified on both sides.-
The following paragraphs attempt to deal with issues in their present

setting and subsequently to provide a basis for consideration of future

action.13/

12/ The United States generalized preferences scheme has heen covered
in detail in the correswvondirg section of chapter II.

13/ Since there are ECLA projects on the subject of technology and ite
transfer and on transnational corporations, the implications of
these faciors for trade and economic relations have not been
covered here.
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The United States is deeply concerned about problems and
situations which either had quite differeﬁt characteristics or else did
not exist a decade ago. As mentioned earlier, the economic¢ situation
of the country-has been deteriorating, characterized by growing
inflation, devaluation of the currency, increasing unemployment, . lagging
growth, balance-of-payments problems and the prospect of resource
depletioﬁ and environmental ruin. On the other hand the United States
has been making great efforts to increase its trade in all directions,
evidence pf'this being its improved commercial relations with Russia,
their reinitiation with China, export drives aimed at EEC and Japanese
markets, the decision to put into effect its generalized preferences
scheme for all developing countries (realizing that this is necessary
if the latter are to buy more from fhemj and, in the hemispheric context
the new determination.arising out of the Tlatelolco Conference to improv:
trade and other economic relations with Latin America. While this
Conference for the most part constituted a reiteration of declarations
made at earlier meetings at the hemispheric level, some new points of
special interest were made, particularly the United States intention
of giving special atfention.to Latin America's needs when implementing
ite generzlized preferences scheme and the decision to establish a
mechanism for providing a code of conduct for transnational enterprises
operating in the regibnu On the negative side, however, the last-
minute modification of provisidns;governing the scheme contained in The
Trade Act of 1974, to the effect that Latin American and other members
of OPEC lose eligibility for preferences, has ignite& new resentment
against the United States in practically all Latin American countries.

ther'important elements of the setting of UnitedVStates-Latin
American relations have not altered so much. The United States is
still a world power, which means that it must attempt to maintain an
impartial stance vig-a-vis all developingiargas despite historic,
geographic and economic ties which might otherwise give a "special
relationship" bias to hemispheric trade. On.tha other hand, the
United States is still Latin American's best single-country customer

and in turn has a very important client in Latin America for several
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groups of products, particularly iron and steel, chemicals, clothing
and shoes. There is therefore mutual need for, and interest in,
maintaining and improving this im?ortant trade relationship, and

the price of meintaining Lztin America as a particularly good customer
of the United States will he the latter's increased efforts to absorb
Latin America's exports.

It is now necessary to examine the issues arising out of the
setting described which zre of particular interest to Latin America.
Some of these have to dc with subjects mentioned elsewhere in the
document (such as the importance of commodity agreements) and others
have been dealt with extensively in documents prepared by ECLA and
other bodies in the past (the nzed for guaranteed access to the
United States market, for example) and therefore they will not be
covered in any great detail in this section.

- Concerning =zccess, a very important issué at the moment is the
generalized preferences scheme included in The Trade Act of 1974
recently passed by the United States Congress. This scheme has
been described and analyzed elsewherz in this document, where it
can be seen that even if it had been made considerably more liberal
it would probably have had no significantly prejudicial effects for
the United States economy as a whole and only mildly favourable
repercussions for products currently exported by Latin America to
the United States. For wmany of the latter it will have no effect
at all, due partly to the Tact that about 40 per cent of Latin
America's exports to the countries are already entering duty-free
and partly to the fact that it excludes most agricultural products
as well as manufactured goods deemesd "sensitive, which male up
about 10 per cent of the arza‘'s exports to the United States. Tor
products not yet traded its pctential significance is greater.

This is particularly the case for manufactured products, where the
preferences are concentrated and which constitute the export sector
where growth could be more dyramic, owing to the nature of the grpwth

of world import demand.
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Apart from tariff barriers affecting access to the country's
markets, the United States maintains certain non-tariff barriers
- on wheat flour, milled wheat products, confectionary sugar,
certain cocoa products, milk products, and ice-cream, in addition
to those affecting about 20 BTN tariff items covering other trpes
of goodsolﬂ/ Moreover, in addition to the need for vhat might be
termed "passive measures" for improving Latin America's access to
United States markets through removal of tariff and other trade
barriers, there is a need for active measures which would expand
the country'é present efforts to assist the aréa in export
promotion. S Co

Many critical probléMs are related to the general subject of
Latin America's search for guaranteed stability of export growth.
These relate to volume, ‘satisfactory prices, diversification of
both imports and exports, the need for commodity agreements, and
even the possibility of some scheme for guaranteeing export income
obtained through thé export of primary commodities. '

4 serious guestion of concern to Latin America is uvhether
their exports will continue to grov now that the United States is
facing economic problems of major proportions. In addition to
the possibility:of a drop in demand ifh the United States on purely
economic grounds, caused by growing unemployhent, certain so-called
government restrictions against unfair trade practices - which
might in practice have a liberal interpretation in good times -
could conceivably 'be narrowly interpreted when the country is
under serious uhemployment pressures. For example, how will the

reference to discriminatory acts in The Trade Act of 1974 be’

14/ UNCTAD, "Inventory of Non-tariff barriers, including quantitative
, restrictions applied in developed market economy countries
to products of particular export interest to developing
countries", TD/B/C.2/115/Rev.1, 29 April 197h4.
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interpreted?15/ It coull for example be understood to include the
formation of associations of export producers. It is true that in
order to invoke retaliatcry measures the unfair practices must
have a significant effect on United States production or exnorts,
but in hard times it would not be too difficult to rationalize such
an effect into existence,

Another point of concern in connexion with unfair trade
practices is that while expcrt subsidies are considered under
past and proposed United States legislation {(as well as GATT
regulations) to constitute zn unfair trade practice that could
give rise to countervailing duties, in third world countries they
have come to be accepted as a necessary and unavoidable tool of
exﬁort promotion strategy. Iere the Urited States position is of
course related to that o7 the GATT, but there has been considerable
criticism of the latter position in recent years - so much so that
undoubtedly the question of subsidization of exports by developing
countries is one which will give rise to debate in the forthcoming
multilateral trade negotiations.

In addition to prcblems related to lLatin America's access
to United States markets, stable growth of exports, commodity
agreements, possible new restrictions in the United States anad
north-south verticalizaticn of trade, there is a further element
that merits atténtiono This has to do with the possible conflict
between the nature of tke United States export drive and the
pattern of Latin American Znport substitution. There have been
some indications that Un: ted States official export-prometion
policy may be directed more and more towards trying to increase

greatly sales to developing countriss of insurance, brokerage,

15/ The reference reads as follows: "(2) engages in diseriminatory
or other acts or 3olicies which are unjustifiable or unreasonable
and which burden or restrict United States commerce ..." (nited
from the version of Hdcuse of Representatives document 10710
presented at the March “97% hearings before the United States
Senate Committee on Finance, p. 117}

/financial, technical,
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financial, technical, and other services, as well as of the capital
goods traditionally supplied to theuw.l16/ The increasing volume of these
services would be given in exchange‘for a‘similarly increasing volume of
raw naterials coming from the devaloping countries.

On the other hand it can be assumed that Latin America's
future import-substitution efforts will include attempts to provide
as many of their own services as poésible. Mbreover, Latin American
countries have just as much cause as the United States to be
precccupied with the depletion of their non-renewable natural
resources. They will not be very eagér to exchange these for
renewable services. Nor will they be willing to confinue providing
the resources at present, or merely inflation-adjusted, prices for
an indefinite period but will undoubtedly try-fo téke advantage of
the value added by scarcity.

The guidelines for action that mighf be drawn up on the
basis of the analysis of the issues outlined above are the following:

(a) As indicated in the section of this document relating
te the United States generalized prefereﬁces‘scheme, broad and
generous interpretation and implemeﬂtatidn of the scheme will be
required in order to avoid damage to trade through the operation
of safeguard clauses of The Trade Act of 19?4n ‘Broad product
coverage is recommendable also, with gradual inclusion of the
"sensitive products" to the extent possible given present United
States economic diffiqulties. The strengthening of adjustment
assistance to United States industries provided for by Law should
increase the possibilitonf achieving this= |

(b) It is hoped that the United States will continue and
expand assistance to Latin American counéxies in export promotion.

A good contribution is being'made by the country through the

16/ See United States Departiment of State, The Department of State
Bulletin. Vol. ILXX, Ne 1814, 1 Lpril 1974, pp. 339-344, "The
Reshaping of the World Economy", addresss by Villiam J. Casey,
Inder-Secretary for Zconomic Affairs. :

/Inter-American Centre
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Inter-American Centre for Export Promotion (CIPE) and the United
States Department of Commerce has published material of value for
Latin American exporters. These efforts ave laudable and it is
hoped that they will be intensified and diversified.l17/

(c) There should be maximum possible co-operation at the
hemispheric level, withir the context of all developed and
developing countries, in worliing toward viable international
commodity agreements that would provide reasonable stability of :
export income and import supply.

(a} Concerning possibilities of north-south verticalization,
it is hoped that Latin American countries will be able to continue
to seek maximum multilateralism for their own countries and the
world in general and that they will join with the United States
in trying to secure the extension to all developing countries of
the trade preferences which the EEC gives to the ACF African,
Caribbean and Pacific countries and to the Mediterranean countries.

(e) There is still room for the import-substitution process
to grow in Latin America, on a selective and efficiency basis,
within the context of the whole Latin American market, even in
some of the relatively developed countries. This includes substitution
of services, an area in which United States competition with Latin
America can be very keen right on tae area's own doorstep.

Comparative advantage is relative, nect asbsolute, and therefore
it matters less that the Tnited States is somewhat more efficient in
certain services than that these might have to be paid for by Latin
America's turning over noa-renevable natural resources. In some
cases, of course, the area will desire to continue importing

services in the foreseeable future.

17/ Perhaps the Netherlands' example in establishing an Institute
for Import Promoticn couid be emulated.

/C. JAPAN
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C. JAPAN

1. Evolution of mutual trade

ne mutual trade betveen Latin America and Japan which expanded
rapidly and more or less evenly during the 1960s change& entirely
in character in the 1970s, There was a tremendous boom in Latin
America's imports from Japan, which contrasted with the modest
expansion of the region's exports to that country, except in 1973,
Latin America's exports to Japan rose from 306 million dollars in
1970 to 2,717 million dollars in 1974, while imports from that country
during the same period went up from 856 million to 4,071 million
dollars. Moreover, much of the increase in trade with Japan corresponds
to 1975-1974 and is mainly a reflection of the higher prices (see
table 3). B

This trend naturally accentuated Latin America's trade deficit
with Japan, which inecreased frdm about 371 million dollars in 1971 to
about 1,350 million dollars in 1974,

The growth of Japan's exports to Latin America coincides with
the general trend of its world exports during this period, but the
growth rate of its exports to Latin America was much higher than the
average.

The increase in its exports to the region mainly took the form
of machinery, whose value went up from 614 million dollars to over
1,500 nillion dollars.

/Table 3




Tabla 3

LATIN AMERICA:a/ TRADE WITH JAPAN

L e e ] ety

rLatin Latin Percentage share Percentage share
American  Aterican  of total Latin  of total Japanese
expﬁrts icporias American trade trade
to Japan 3E;ZW
ogm;§%{:§2) {m2liicns Expcrté Imports Exports Imperts
' of dollars)
1961-1970 491.1 L5340 o 4.6 5.1 9.2
1970 - .806.3 855,75 5.6 6.1 4,9 6.5
1971 791.7 1 162.7 5.6 7+5 545 6.0
1972 862.5 1 289.4 53 73 5.9 5.3
1973 1 483.0 2 0h8,.5 6.6 8.8 6.5 4.5
1974 »/ _ 2 716.6 4 Q1.5 7.8 10.9 6.0 5.1

e A .

Source: IMF, Direction of Trade, several issues.
L S iy [ OIS I W

a/ Excluding Cuba.

b/ Preliminary estimates.

/By contrast,
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By contrast, the increase in Japan's imports from Latin America
was somevhat lower than the average increase in its overall imports
- a cumulative annual increase of 9.3 per cent compared with 19.4 per
cent. The féstest-growing Japanese imports during the period were
of certain foods, petroleum and industrial raw materials, but Latin
America failed to maintain its share of the Japanese market in respect
of several of these products. The substantial expansion of Latin
America's exports to Japan ir 1973 did not alter the above trend, since
it responded princinally to an increase in the price of most of the
region's export products; in fact, the volume of exports of several
products declined markedly, although, in terms of value, this was
offset by the higher nrices. " Such was the case with sugar, maize,
sorghum, cotton, zinc ore, ete. By contrast, the volume of other
products, such as coffee, wool, iron and copper ores, refined copper,
etc., increased slightly, although wuch less than their value.

Iatin America's share of the Japanese market dropped from 7.15 per
cent in 1970 to 5,03 per cent in 1973. The region's main export products
include bananas (whose share dropped from 69.2 per cent to 31l.4 per cent),
cotton (from 44.2 per cent to 31.6 per cent) and copper ore (from
14,1 per cent to 10.3 per cent); the decline in the share of zinc ores,
iron ores, non-ferrous metals, coffee, etc., was less marked. |

The main reason for the reduction in the share of Latin American
baznanas in the Japanese market was the exceptional increase in imports
from the Philipnines in recent years (184 per cent in 1971 and 77 per
cent in 1972) as a result of large-scale investment carried out there
by United States and Japanese firms in previous years. At the same
time, exports from both Cuba and the Central American countries tended
to level off, In 197% there was a definite drop in the region's exports
tc the Japanese market. As regards, cotton, despite the fact that the
value of Latin American exports increased in absolute terms, that of
exports from other sources (including the Soviet Union and Pakistan
where the 1972 harvests benefited from better weather conditions)

increased much more.

/The nature
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The nature of the ra=zion‘s trade relations with Japan thus changed
radically during =he present decade; for Japan, Latin America is no
longer just a source of supply of raw materials and food but a major
market for its exports, particularly of products of special importance
for the countries' erport promotion strategy, such as machinery.

Japan moreover provides a market that takes about 7 per cent of
Latin America's exports and supplies a terth of its imports. Around
the middle of the 19060s, the corresponding figures were about 4 per
cent and 5 per cent.

The increase in Latin America's trade deficit with Japan, which
it proved impossible to avoid despite the favourable conditions
prevailing in 1973, means that an efficient method must .be found of
promoting the region's eiports to that couniry. The situation is
similar to that which existed during the last century in respect of
the relations between the countries of Soutlh Fast Asia and Japan and
vhich has been largely corrected in recent ycars by a number of measures
designed to promote the exports of those courtries, togelher with
intensive financial and —echnical assistznce.

Furthermore, with few exceptions the structure of Lelin America's
exports to Japan is still characterized by a marked concentration on
a small number of traditional orimary products and by a failure to
expand exports of manufactures to any great extent, for all the efforts
made on both sides.

2. ovents and trends -n the economy of Japan that are relevant
to its relacions with JTatin America

. b e

In recent years, Jepan's economic activity has evolved along
similar lines to that of most indus%rialized countries. Economic
¥pansion began to accelerate at the beginning of 1972, in which year
the net increase of the gross national product was 8.9 per cent. For
the first time in Japan's history, industrial production capacity
showed signs of having a limit., Rapid growth continued in 1973 but
was accompanied by a hizgh rate of inflation: moreover, the growth rate

gradually declined %touards the end of the year although the net increase

/of the
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of the gross national »roduct in 1973 was still 11.0 per cent. From

the start of 1974k the economy entered into a phase of complete stagnation.
Anti-inflationary policies, combined with the factors already referred

to, would seem to have halted economic activity to such an extent that

the economic growth rate for that year, according to preliminary
estinates, was O or even negative, in sharp contrast with the rate

of over 10 per cent that it had maintained for more than fifteen years.

YThais rapid expansion naturally led to a sharp increase in Japan's
imports in recent years. The value of its imports rose from
23,471 million dollars in 1972 to 38,314 million dollars in 1973,
compared with 19,712 million dollars in 4971 (an increase of 19.0 per
cent in 1972 and 63.2 per cent in 1973).

Janan's economy and the structure of its foreign trade have
undergone far-reaching changes since the end of the 1960s. For many
years Japan has faced chronic balance-of-payments problems.l8/

However, from 1968 ouwards the country's rapid economic growth was:

no lounger accompanied by trade deficit problems and, thanks to the
eteady increase of exports, the balance of trade began to show increasing
surpluses which reached such proportions in 1971 and 1972 that they

were considered to be one of the causes of the internaticral monetary
crisis.

Jopan's trade policy towards the end of the 1960s and in the
early 1970s was marked by an appreciable liberalization of imports,
as will be seen belov.

Under the influence of external and internal factors, which include
the adjustment of the international monetary system, the increase in
the price of petroleum and industrial raw materials, the problem of
environmental pollution and the relative shortage of manpower, the

Japancce economy is nov undergoing another radical change.

18/ "he rapid economic growth had to be slowed down on several
cccasions as it was necessary to increase imports in order to meet
domestic demand, and exports were not expanding as fast as imports.

/The competitive



The competitive capacity of Japan's exports on the world market
declined rapidly from 197. onwards owing to the revaluation of the
Japanese currency, vhich in 1973 was about 30 per cent higher than
prior to August 1971, The decline in their competitive capacity
coincided with the rapid ecconomic growth that started in 1972 and
inevitably led to a relative decrease in exports in 1973, compared
with a sharp increazse in Zmports, which resulted in_a deficit in the
balance of trade. The situation became further accentuated at the
end of 1973 owing to the increase in the price of petroleuﬁ and other
products.

Japan's latest phase of economic growth has shown for the first
time that its industrial yreducﬁioh has a physical limit determined
mainly by the slower rate of investment in productive capacity in
recent years,l19/ a relative shortage of manpower, the aggravation of
the problem of pollution, and the short supply of certain industrial
rav materials from abroad. '

As a result, the stractursl changes in the Japanese economy suggesi
that it may perhaps not bz able to continue expanding as quickly as in
the nast 20 years and morsz, and that this will have definite repercussione
on its foreign trade. Thae increase in the country's exports and imports

will be considerably lecss than in previous years.20/

I

Lt

o/ Private investment in productive plants has been restricted for
several reasoaz, such as the lack of suitable land. This investment
increased at an annual cumulative rate of 10.4 per cent during the
last four years (1970-1973), compared with 16.1 per cent in the
previous five-year reriod {1965-1970}; moreover, since a substantial
nart of the investmenis made in recent years was earmarked for the
nrevention of industrisl nollutlion, the growth rate of investment
that went directly te increasing the country's productive capacity
vzs only 6.6 per cent, a very low figure compared with that of the
19505 (Bconomic Plarming fgeacy, Economi¢ Survey of Japan 197k,

Tokyo, 19747,

égj The structural change in the economy and foreign trade of Japan
was the main tooic dealt with in the official Economic Survey for
Janan for 1974, vhich considered that the Japanese economy was
massing through a historical period of changeo

/39 Trade
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3« Trade policy measures

During the first years of the 1970s, Japan's trade policy was
geared to an increased liberalization of imports, in respect.of which
a nunber of fairly imjortant measures were adopted; these included
the 1lifting of quantitative resirictions on 87 products between 1970
end 19733 in other wvords, the number of products subject to quantitative
restrictions was reduced from 118 (at the end of 1969) to 31.21/

Japan also reduced customs tariffs unilaterally on a number of
occasions during the period, and in 1972 introduced a reduction across
the board of 20 per cent. These, combined with the tariff reductions
agreed upon in the course of the Kennedy Round negotiations, caused
the average level of Japan's customs tariffs to drop from about 17 per
cent to 8 per cent.2’/ Furthermore, the Japanese Government adopted
a nurmber of additional measures to facilitate imports, such as the
increase in the import quotas of products subject to quantitative
restrictions, the elimination of the system of prior deposits for
imports, and the simplification of import formalities, etc.

liost of these neasures were adopted during the first three years
of the 1970s, essentially to counteract the upward trend of the
favourable balance of trade which the country had been registering
since the end of the 1960s. Several of the measures (for example, the
elinination of quantitative restrictions on certain products) were
designed tb facilitate imports from the United States, with which
Japan had its largest favourable trade balance during the period.
Consequently, the measures taken by Japan are not necessarily all that
the developing countries might desire, although they will undoubtedly
have certain positive implications for them, insofar as they are applied

equally to all exporting countries.

Ei/ Aowroximately 7 mer cent of total imports consists of 31 products,
of which 23 are agricultural and the rest industrial.

22/ OCDE, “Japan's Trade Policy", OECD Observer, April 197k,

/As regards
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As regards Latin America, several of its most important export
producis are still subject to cuantitative restrictions, such as
beef 2%/ and products made from beef and pork (preserved products,
etc.), certain fruits and products made from fruit and tomato (orange,
juices and purée; preserved pineapple, products made from tomato, etc.),
a nusber of sea products (certain fish, marine algae, etc.) various
leather products, ztc. Iy contrast, the only products whose importation
vwas liberalized in recent years of interest to Tatin America are coffee,
tea, lemon Jjuicss, pork and certain products made from pork, such as
bacon and ham, ‘

Moreover, in spite cf the considerable reduction in the level of
tarifis in general, some fairly high tariff duties are still applied
to a number of Latin America's traditional export productsegﬁ/ In
addition, no great improvement has been achieved in tariffs on certain
agricultural products, pariicularly processed foods, nor have these
products been included ir The Generalized System of Preferences.
Fipally there was no improvement whatsocever, as far as foreign suppliers
were concerned, in itlie situation of non tariff barriers such as the
price stabilization system (me=t, sova, sugar, etc.), state trade
(vheat and rice), sanitary regulations (meat), etc., which are considered

to have a serious effect on imports.

23/ 1In respect of this product, there is also a non tariff barrier

" of a sanitary nature. Owing to the problem of foot and mouth
disease, imports from Latin America of beef, other than cooked
beef, are virtually prohibited,

2/ Inter alia, bananas, roasted coffee, sugar, prepared or preserved
ruit, meat extracts snd Juices, other meat products, etc.

/D. THE
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D. THE SOCIALIST COUNTRIES

During the 1960s and the early 1970s, Latin America's exports
to the Socialist countries represented between 6 and 7 per cent of
the region's total e:inorts. Like its total exports, those to
Socialist countries expanded rapidly between 1972 and 1973, when
they amounted to 1,500 million dollars in value. The growth of
exports of industrialized countries to Socialiat countries are much
faster than that of the exports of developing countries. Whereas the
formexr rose by about 5% ner cent in 1973, the latter were up by 32 per
cent and those of Latin America by 43 per cent.

Although these exports still come from a small number of countries,
there vas a change in their composition during the early years of the
1970s. During the entire period, Cuba; Brazil, Argentina and Peru
provided 94 per cent of exports to Socialist countries. In the 1970s,
Cuba was the main exporter of the group, inasmuch as the value of its

exports to those countries was more than double that of the other three

- countries put together. The situation has now been reversed, with

Argentina, Brazil anrd Peru together exceeding Cuba's exports (see
table 4).

0f the three countries, the largest exporter in terms of value
in 1973 was Brazil. In the first half of the year, its exports to
the Socialist countries still consisted almost entirely of sugar, soya
flour znd coffee.  Argentina registered the largest increase in value
of exports, and Peru vas the only one-of the three countries that
nanaged to increase the share of its exports to Socialist countries

in its total exports (10 per cent as opposed to about 2 per cent in

the 1560s).

/Table 4
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Table &
LATIN AMERICi: TRADE WITH SOCIALIST COUNTRIES
(Iillions of dollars)
19611963 1966-1970 1971 1972 1973
Exports | )
Argentina 128 a8 75 62 198
Brazil 3k 118 129 280 413
Peru 8 2L 81 98 118
Other Lstin American )
countries Lz 51 88 120 100
Total 243 291 273 560 829
Cuba 429 548 571 L7l 713
Total Latin America €82 829 g 1 031 1 542
ImEorEE
Argentina 29 23 22 22 26
Brazil 69 N 110 91 74
Peru 2 5 5 6 8
Cther Latia American
countries 22 Lo 71 73 65
Total -122 1h7 208 192 173
Cuba 622 831 980 950 965
Total Latia America 2k 978 188 1 142 1 138
Balance
Argentina 79 75 53 &0 172
Brazil 15 Ly 19 189 339
Peru : 6 19 76 92 110
Other Latin American
countries z 6 17 L7 35
Total 121 1hb 165 368 656
Cuba -133 -283 -409 479 -252
Total Latin America -62 ~139 -2hk ~-111 Lok

Source: IMF, Direction of Trsde and United Nations, Monthly Bulletin

of Statistics.

/The trend
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The trend in the other Latin American countries varied during
the three initial years of the 19705. Uruguay and the countries of
the Central American Common Market increased their exports to Socialist
countries to a similar extent, while the growth rate Chile and Guyana
fluctvated widely. 'There was a slight drop in Colombia’s exports and
those of Ecuador remained at the same level. Mexico and Jamaica have
virtually disappeared as exporters to the Socialist countriés, despite
the considerable flov of trade that existed in the past. In 1973,
none of the above countries exported more than 23 million dollars in
value. |

As regards the tyve of products exported, the International
Development Strategy recommended that the cdﬁntries-of the Eastern
Europe should take steps to increase their imports of manufactures
and semi-manufactures from the developing countries.

The exports of the developing countries in 1972 included 19.6 per
cent cf manufactured products 25/ compared with 14,3 per cent in
1968, 156.9 per cent in 1969, and 15.7 per cent in 1970, The same
figures for the LAFTA countries were 3.3 per cent in 1968, 3.6 per
cent in 1969, 5.2 per cent in 1970 and 7.5 per cent in 1972, The
lov share of manufactures in Latin America's exports, compared with
those of other develowing areas, is understandable considering the
greater progress that has been made in economic co-operation bgtween
the countries of Bastern Europe and certain countries in Africa and
Asia. The Socialist countries! trade relations with countries of
other geographical areas - India, for example - in the context of global
plans intended to promote the harmonious growth of basic sectors of
the economy have existed for much lohgef than with Latin America, and
econonic cowoperation with the latter region has been fairly modest.
The efforts to increse it that were made in 1973 are discussed elsevhere.

7ith regards to the destination of exports from Latin America
(excluding Cuba) to the Socialist countries, the Soviet Union continues
to be the largest burer: in 1973 it took about 30 per cent of the total.

25/ Bection 5, 6, 7 and 8 of the SITC, including division 68.

/China is



- 166 -

China is becoming an increasingly important buyer; whereas in the
1960s, it took only 13 per cent of Latin America's exports to Socialist
countries, it currently Zakes 23 per cent, which makes it the second
largest buyer., The third largest is Poland, which has been increasing
its trade with Brazil.

The origin ef Latin Ansrican imports bears no relation to the
destination of its ermor:s. Wiereas the principal buyers of exports
are the Soviet Union and China, the biggest supplier of Latin American
imports from the Socialist area is Checoslovakia, followed by Poland
and then the USSR (see table 5). |

In the first three yrears of the 1970s, Latin American imports from
the Socialist countries declined in absolute terms, while the share
of the Latin American countries importing from the Socialist countries
remained at more or less the same level. During this period, Cuba
was the largest importer, taking 85 per cent of such imports for itself
and thus leaving only 15 p2r cent for the other Latin American countries.

The decline in TLatir America's imports from the Socialist countries,
together with the rapid growth of iis exports in 1973, has changed
the region's balance-of-irade situation. The traditionally negative
balances of Cuba for many vears, which had besen increasing up to
1972, declined in 1973 as a result of the sharp expansion of Cuba‘s
exporis; the equally traditional positive balances of almost all the
other Latin Americain counrtries increased even more for the same reason
thereby giving Latin America a large and positive overall balance of
trade with the Socialict countries. The $raditionally positive balances
of the region (excluding Cuba) have frequently been mentioned as an
obstacle to increased trade between Latin America and the Socialist
countries,.

Despite éhe persistence o problems in the trade relations between
botli groups of countries, it is generally agreed that an expansion

of mutual trade is desirable and possible.

/Table 5
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Table 5

LATIN ABRICA 4D THE CARIBEEAN COUNTRIESZ/: EXPORTS 49D IMPORTS FROM AND
T T SOCTALIST GOUNTRIXS BY DESTINATION iND oRIGIb/

{Milliona of dollars)

Exports Imports
Destination and origin 1961~ 1966 1961- 1966+ '
1965 1970 1971 1972 1973 1965 1970 1971 1972 1973
Bul garia 3.5 181 12,9 18.9 2942 1.1 9.7 5.3 743 9.7
Cheooslovakla 1.2 30.5 30,5 36,9 L .5 4.0 28.9 40.6 b 8 434
Hungary J 17.7  29.9 .2 3642 40,9 8.4 5.5 9.2 "10.0 11.7
Poland . 48.0 5645 70,9 85,6 128.6 18.6 32,0 7.9 53.6 33.3
Germen Damooratlc Republic 24,2 50,4 53,2 63.6 5945 1642 22,9 35.4 25.9 16.1
Rumanie , 6.9 10.9° 22,2 21,7 2048 45 114 13.7 13.4 kb
Soviet Union ) £5.9 76.8 93.5 136.5 233.4%  40.1 33.6 13.3 15,0 29.7 !
' =
: o
Total Eastern Eurape - 1974 273.1 420.5 399,k 55649 122.9 143.6 - 189.4 174.0 158.3 ~
. . t
People's Republic of China 45.3 19.8 Lo, 8 132.0 17L.7 le2 3.9 2.2 6.5 7.3
Peoplefs Demooratic Republic of Korea - 0.2 - 4.8 Lo b - see 0,2 - -
Total Soclalist countries 22,7 293,1 3613 536, 2 769.0 12k 1h7,7 195.5  180,5 165.6

Source: IMF, Direciion of Trade, 1973.

&/ Excluding Cuba.

b/ The difference between these figures and vhose given in %able Y are due to the fact that certain Socialist couniries whose trads with
Latin America was ineignificant has been eXcluded. :
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Economic co-operation agreemerts similar to those governing the
relations of the Eastern Luropzan countries with several developing
countries in Africa and Asiz are currently being drawn up with a
number of Latin American couniries; new agreements already exist or
are being negotiated betwszen & number of Eastern Eu;opean countries
and Brazil, Argentina ard Perv.

In February 167%, Argentina and the Soviet Union signed a series
of intergovernmenial trade and economic co-operation agreements for
ten years, with a view to joint action in the principal industrial
sectors of Argentina. These agreements cover technological and
scientific assistance aand the supply of USSR machinery and equipment
both to the government and to private Argentine bodies, payment being
deferred for up to ten yzers znd at a rate of interest of between
4.5 and 5 per cent. The zoods supplied by the Soviet Union will be
paid for by goods produczsd by <he new industries. It is hoped that
manufactured products will make up 30 per cent of Argentina's exports
to the USSR. : |

The scientific and teshnical cc-operation agreement between
Checoslovakia and Peru is designed to create documentation centres
of great value to Latin America, where very little information is
available regarding the prospects afforded by Socialist countries.

As regards financing and payment agreements, a number of innovations
have been made that nay »sz11 Lelp swmoothe over some of the problems
arising from the exXcessive rigidity of existing methods of payment.

The International Develcpment Strategy refers specifically to these
problens and recommends tiat payment agreements should gradually

become more flexible and multilateral. The bilateral and multilateral
arrangements advocated oy the International Bank for Economic
Co~cperation cover =wart or all of mutual trade in transferable roubles,
thereby facilitating paynent znd credit arrangements both among members
of the Bank and between the lztter and non member countries,

liention must alsc 2 made of the intergovernmentsl agreements
between Argentina, Checoslovakia ané Poland, which stipulate reciprocal

.credits lines.

/Finally, the
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Tinally, the use of the clause relating to payment in convertible
currency now appears more often than before in payment agreements
signed hetween Latin America and Socialist countries. By contrast,
the agreements between Argentina and Rumania for the purchase of
Rumanian wmachinery and equipment stipulates that 15 per cent of the
cost should be paid in dollars and the remainder in Argentine

magnufactured products.

/Chapter IV
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Chapter 1V

CRISIS OI' IHI: INTERNATIONAL MONETARY SYSTEM
AND EXTERNAL FINANCING

Ae INTRODUCTION

The conditions under which external finacing has developed
in recent years have been particularly influenced by two aspects
of the international economic context: the crisis of the'monetary
system and the general ecomomic situation. The first of these
aspects is rooted in the obvious fact that the circumstances
prevailing in the second half of the 1940s and during the 1950s
have ceased to exist. The shortcomings of the Bretton Woods
Agreement in connexion with the process of adjustment and the
provision of liguidity were unimportant so long as world economic
and political conditions ¢id not chenge. As an increasing
number of countries began to have considerable economic impertance,
new currencies disputed the pre~eminent role of the dollar,
international financial narkets developed, the mobility of capital
vas facilitated, and United States collars vere accumulated abroad
through persistent deficits in that country's balance of payments,
the imjerfeciions of the process of adjustment made it impossible
for the system of more or less fixed monetary parities to operate
and led to the general prectice of floating the principal currencies.
Tiis has introduced an additional degree of uncertainty in the
financial markets, and frash factors of instability for the developing
countries, threby increasing their financing requirements.

The wvorld economy, in its turn, has been characterized by
sharp variations both inm the rate of growth of the industrial
countries and in their rates of inflation. While growtl has slowed
at an unprecedented pace since the Seconéd World War, inflation has
sourted. Currently, ani nossibly as cne of the many factors
responsible for the situation. the increase in petroleum prices
has led tu a redigtributicn of world income and wealth and a

recrientation of financial flovws tlhiat are completely without precedent.
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The two factrrs - the crisis of the monetary system and the
international economic situation - have combined to nresent an
extremely difficult picture of external financing in all its main
forms. Access to private financial markets have hecome more
difficult, risky and expensive; development aid at the government
level nas gradually fallen as a proportion of the gross national
sroduct of tize donor countries; and direct external investment
has been discouraged by the economic difficulties of the industrial
countries.

Latin Auwerica in particular ~ if the oil-exnorting countries
are excluded - ig once again facing a bottleneck in its external
sector, which was believed to be well on the war to being solved
in the widdle of the 1960s.

At the same time, the scurces of external financing seem to
be undergoing =z process of structural change and it may be gome
time before the action of existing institutions and the new ones
which may be set up can contribute to organizing the circulation
of the Tfirancial resources in the economic system and ensuring
their adequate distribution. In any case, the outlook over the
next few years Ifor {he non-ocil-exporting developing countries,

particularly in Latin America, is not too bright.

B. CRISIS OF THE INTERNATIONAL MONETARY SYSTE!
1. The Bretton lUocds system

The international monetary system established at the Bretton
Woods Conference at the end of the Second World War envisaged
a solution to the balance of payments disequilibria between member
States based mainly on the adoption of domestic policies to restrict
or exmand overall demand. The rates of exchange of the various
currencies were exvected to change only vhen the diseguilibria

could not be gettled by means of any other policiesg, either because

of their magnitude'or becauge o7T the gocial cost involved.
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The wmember couniries vere to declare their currencies' parity
with gold, =amd uadertake bo intervene in the exchange nmarkets to prevent
the exchange rate from teing adjusted by more than 1 per cent of the
declared parify. In practice, the countries maintained their rates of
exchange in relation to tiie Upitved States dollar, while the
United Statea undertook tz convert into gold any dollars presented
to it for the purpose by the rest of the member countries cf the
system.

To give the counirizs time to implement internal adjustment

neasures and for these to take effect, a system of loans vas
established, financed witlx contribuiions from all the members to

a Fund. The size of this contribution, wnartly in gold and partly
in the currency of each ccuntry, was determined in the light of
factors such as the exncris and income of each of the member States.
The loans vere made concitilonal upon the adoption of adjustment
measures, and the conditions irere stricier as the lcoan increased
in relation to the contribution of the country requesting it.

The International Honetzry Fund was set up to supervise the vhole
system and administer tle resources obtained through the countries!
contributions.

Under the monetary system thus established, the creation of
international liquidity was tied to the fluctuations in the price
of gold in terms of all currercies. Since the United Staltes was
the only industrisl couniry whose production capacity had\not
been affected by the war, Lowever, the United States dollar became
the most widely accepted nedium for financing international
transactions and for accunulating reservss. This accumulation had
its counterpart in a constant deficit in the United States balance
of nayuents.

After the war, and particularly in the 1950s, in a general
atmos»here of economic expamsion with slight inflationary pressures
exerted by demand, it vas generally possible to control overall
domestic demand in the variocus countries by means of fiscal and
nenetary pelicies, and thereby to regulate the balance of paynents
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- 173 -

trends. Moreover, the European industirial ountries and Japan, which
needed to restore the levels of their international reserves,
maintained persistent balances of payments surpluses and accuzulated
increasing =oounts in dollars.

This very accumulation, .however, raised growing doubts as to
whether the United States would be able to redeem its pledge to
convert dollars freely into gold. Furthermore, the size of the
surpluses of certain countries, or of the United States defict, was
not limited by the agreement under which the new monetary system
had been established. The system failed to provide adeguate
incentives to effecting adjustments in the case of countries with
balance of paﬁments surpluses. DNor did thé machinery provided
for conditioning the use of the Fund's resources operate in the case
of a country which had no need to resort to the Fund to finance
its deficits but was able to cover them with its own currency.

In addition, the growing inflationary pressures exerted by
costs made it more difficult or more exnensive to implement
adjustment nolicies based on the control of overall domestic demand.

Thus, the Bretton VWoods system involved tuo difficulties
in the implementation of tle adjustment policy envisaged: the
incentives to .adopt such a policy were applicable only to countries
with deficits which they were unable to finance with their owm ‘
currency, and pressures from costs were making it harder and harder
to achieve the adjustment by regulating overall demestic demand.

To this agsymetry in the adjustment process was added the difficulty

of

using the traditional economic policy instruments.

Moreover, since the accumulation of reserves was expressed
mainly in dollars, this created a transfer of real resources from
the rest of the world to the supplier country of the reserve currency,
while at the same time its provision depended, at least in part,

on the domestic economic policy options of thal country.

/The difficulties
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The difficualties involwved ir. the system became more evident
with the greater digwergion of vorld economic power and the
exvansicn and imorovement of the international financial markets.

he apnearance of other hard currencies in the system and the
development of tire Euro-currency market facilitated and stepped

un international capital movements vhich are difficult to

control by means of adjustments in overall demand. The direct
controls or disgsuasive mechanipsms tried out as a means of controlling
guch moveuents wnroved insufficient, sinsé the forms which capital
inflows or outflows could tal:e vere such that it was impossible

to detect them, at any rate in time to take appropriate action.

The risk of inconvertibility of the dollar into gold coupled
with the uncertainty regarding the strength of certain currencies
created pressures on the gold market which comnelled a group of
countries, in the second half of the 1950s, to agree not to
conduct oificial gold transactions except through their central
banks at the official yrice, and to stop buying or selling pold
on the free markst.l/

In the mid-1960s, concern also began to be felt regarding
the erratic movements of international liquidity. The drop in
tlie United States international reserves and the accumulation of
dollars abroad gave grcunds for believing that this country
might ‘adopt policies desighed to stabilize its balance of
paymenis, thereby closing the main source for the creation of
international liquidity. The matter was discussed in the
International Monetary Fund, which, in the light of ideas analysed
in UNCTAD, the industrial. couvntries end within the Fund itself,
decided to create anev instrument of licuidity having a fixed
parity with gold,which would be distributed to all the member

countries of the Fund villing to accept it in proportion to their

1/ The agreemsnt was adopied in Washington on 17 May 1963 by
Belgium, the Federal Republic of Jermany, Italy, the
Netherlands, Switzerland, the United Kiagdom and the United -
States. A large groun of countries subsequently aceecded to
the agreement.
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quotas. Thus the svecial drawing rights came into being, their
introduction in the system representing the first important
deviation from the basic princiﬁies'adoptéd at the end of the
Second World War. o o
The -developments in the world ecoﬁomy, with uneven'variations
in the productivity of the various countries' economies, ternms
of trade, and rates of domestic inflation, combined with the
agymetry of tﬁe adjustment process to make this system incapable
of stabilizing the groving disequilibria by cantrolling demand.
Of course, capital movements multiplied the pressures on currencies.
Thig want of adjustment led to a considerable accumulation of
reserves in countries like Germany and Japan,2/ and the movements
of capitél made the: system progressively more untenable. On
15 August 1571 the United-States, faced with the risk of being o
presented with.completély»unmanageable-quéntities of deollars '
for conversion into .gcld and with the aim of forcing the a&option
of a unev agreement on exchange rates that would remain éteady,
officially suspended the convertibility of the dollar into gold,
which in practice meant the end of the system of parities and
a general floating of the exchange ra£es.
Towards the end of 1971 an attempt’ was made to establish a
new set of stable exchange rates, witllt relatively wide margins
of fluctuation arocund parity. In December of that year, by virtue
of the Smithsonian Agreement, the countries decided on new rates
of exchange for their currencies which involved the devaluation
of the dollar in relation to all the rest; particularly the German
mark and the Jazpanese yen, wihich, among others, were revalued.
This agreement, llowever, lasted only a short time. It broke
down in mid~1972, owing to pressures in the international monetary

marltets.

g/ Wiile at the end of 1965 the gross official reserves of Germany
and Japan represented less than 1& per cent of the total
regerves of all the member countries of the IMF, at the
end of 1970 they amounted to 20 per cent.
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Thenceforwvard, two wein trends were evident in the international
wonetary sphere: a growingz accevtance of floating the exchange
rates as an important part of the international adjustment mechanisn,
and an effort on the part of a groun of Luropean countries to achieve
the joint floating of thei:r currencies.

2. FYoreign exchange policy and its impact
on developing countries

(a)  The c¢o-existence of neny different systems

& group of European ceuntries 3/ has decided on the joint
floating of their currencies, with maximum margins of fluctuation
between them of 2.25 per cent. To finance operations within these
margins, the countiries have established mechanisms in the form of
short-term loans between their tentral banks. In this way they
create liquidity through the mutual zccumulation of one another's
currencies or the right t> dravw against the credits opened, so that
the transfers of real ressvrces implict in the agcumulation of
liquidity in the form of zurrencies tend to cancel each other out.

The accepted margins of fluctuation in the currencies of this
group and the joint floalimg of these currencies in relation to
those of third countries nrovicde greater incentives to the private
sector to operate on the axcharge markets. For this purpose the

rivate sector needs to iicrease its international ligquidity
holdings in the form of currencies, which stimulates the demand for
these currencies.

As the joint floating of currencies ¢ontributes to improving
the process of adjustment, ~“he demand for international liquidity
will decline. The combined e2ffect of these factors may mean a
reduction in the demand for special drawing rights in relation to
othrer forms of accumulating international liquidity. At the same

time, the increase in privete currency holdings could, under certain

3/ Denmarl:, the Federal Republic of Germany, Luxembourg, the
Netherlands, Norway zind Sweden.

Jeconditions of
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conditions of interest rates in various countries and of relative
exchange rates, cause considerable movenents of capital or strong
pressures on the exchange rates.

The industrial countries which have not taken part in the
Jjoint floating scheme have let their currencies float independently
with some degree of government intervention in the exchange
markets, In these countries élso there is a relative increase
in demand for currencies out of their total reserves, and an
increase in demaﬁd for liquid foreign currency hol@ings in the
private sector for wmarket operation and arbitragé.

(b) Effects on the developing countries

The majority of the developing countries 4/ have adopted the
policy of tying their burrencies to that of some industrial country,
in particular the dollar, the pound or the French franc.

Ian view of the conditions prevailing in their exchange‘markets,
it is neither advisable nor possible to let their currencies
fluctuate freely. The size of the market for their currencies is
limited, and operations whicﬂ'would be considered small from the
international point of view might cause radical changes in their
exchange rates, providing opportunities in their foreign exchange
markets for monopolistic practices which might seriously affect
their economies. At the same time, the lack of relatively

sophisticatéd monetary markets including exchange operations

&/ The currencies of Afghanistan, Malaysia, Nigeria and Singapore,
inter alia, are floated independently. Algeria, Cyprus
and Malawi, among other countries, have tied their currencies
to those of a group of major countries with which they
normally trade, thus directly establishing their rates of
exchange. Although Brazil, Chile, Colombia and Uruguay fix
their exchange rates in relation to the United States dollar,
they adjust then relatlvely frequently.

/in future,



in future, compels importers anc exparters to seek coverage abroad,
at a cost wvhich may prove excessive on account of the risk of fairly
congiderable excharge fluctuations. he fact that these countries
are generally single-commodity exportars adds to the risks involved
in the small markets, since any slight variations in the prices or
gquantities exported, or iu the expectations in this connexion, may
cause relatively sharpy exchange fluctuations. In addition, the
favourable effects of exchanze fluctuations on the balance of
payments current account are not immediately felt, particularly when
the main exwvort prcducts zre not consumed locally on any large scale,
since such effects would cerive from veriations in production, which
telze time, rather than from relatively rapid variations in domestic
conzumption of the exportable products.

Those develoring countries whizch have traditionally received
substantial flows of shori-term capital Ifrom some industrial country
norwally find that to untie Their currency from that of the industrial
country concerned may procuce drastic effects on their own economies,
since the expectation of a relative revaluation er devaluation of
their currencies may set o¢ff large-scale rovements of capital in one
direction or the other, or violent movements of the exchange rates.

Lastly, exporters and impecrters of wany developing countries are
not accustomed to operating in a situatron of prevailing uncertainty
regavding exchange. Most of the countries of Latin America, for
examnple, have enjoyed notable exchange and price stability, although
some of the larger countries have not had the same experience.

.All thiese reasons lecad to the conclusion that in the majority of
the developing countries the floating of their currencies is not a
real pogsibhility for the vresent.

Naturally, this analysis is not applicable to exchange variations
aimed at remedying the eflept of different rates of inflation, since
such variétions tend to reduce the uncertainty regarding the exchange
rate in real terms. This kind of variaticn generally takes the form
of gradual, irregular and rzlatively frequent adjustments,. rather than
a more or less free floaling of the currency. '

/In tying
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In tying their currencies to that of an industrizl country, the
fate of the developing countries is bound up with the latter's as far as
their relations with other currencies in the world are concerned. If
the fluctuaztions in the main currency have a stabilizing effect in
the issuing country, given its own economic situation, they will not
generally have the same effect in the developing country, whose
external accounts will thus be exposed to fluctuations which are
additional factors of digequilibria. For this reason, although
floating their currencies may resulf in some gaving in the industrial
countries' liguidity requirements - and available information appears to
indicate that such saving, if it exists at all, is very small
~ it will cause an increase in demand for liquidity resources from
the developing countries, which, if not satisfied by means of the
creation and allocation of new liquidity resources, could force these
countries to adopt internal deflationary policies, thus jeopardizing
their levels of employmeﬁt and growth.

The greater liquidity requirements of developing countries
produce net transfers of real resources to the countries whose currencies
they are accumulating, since the former do not generally accumulate
their own currencies, so there is no rec¢iprocal cancelling-out effect
as in the industrial countries which accumulate one another's currencies.

In any case, the view increasingly held in the industrial
countries is that the present conditions of the world economy can
best be dealt with, from their own point of view, by means of greater
flexibility witlh regard to exchange. At the same time, the efforts
they are making to establish mechanisms for the provision of liquidity
among themselves are a. sign that, at least for the present, they will -
have no major incentive to support the creation of liquidity by means

of new allocations of special drawing rights.

3. Creation of international liouidity and the link

Although it seems clear that under the existing conditions of the
monetary system the industrial countries will have incentives to create

international liquidity by means of arrangementg among themselves, this

/is not
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is not feasible in the developing countries. The latter are excluded
from the liquidity agreemen:s reached by the larger countries, despite
the fact that their own oifficial demand for international liquidity
is increased by the floatinpg of the principal currencies.

Thus, the increase in the demand for liquidity is satisfied by
means of a growing accumula:ion of currencies, with the corresponding
transfers of real resources to the countries issuing then.

The introduction of special draving rights in the international
monetary system helped to foster the hope that the transiers of
regources involved in the accumulation of international liquidity
would not continue, or would evan be reversed, while at the same time
the creation of liquidity would become a more rational process. This
hope was strengthened by the agreement adopted by the Ministers
composing the Committee of 20 of the International Monetary Fund to
wake special drawing rights the centre of the monetary systenm, and
graduslly to reduce the pzr: played by gold and national currencies.5/

At the same time, tle establishment of special drawing rights led
to a revival of the old iceas of linking the creation of international
liquidity with development assistance. UNCTAD played a leading role
in this respect,§/ both tirough the representatives of the governments
of developing countries ard through the menbers of its own secretariat.

The former, as members of the Group of 7/, established a special

commitfee to take care of international monetary and financial questions.

This Committeé, which is called the Group of 2%, finally succeeded in
reconciling the developing couniries’ views on a means of linking the
creation of special drawirg righte with development aid, i.e., the
direct link. his consisted in tlhe direct allocation to the developing
countries of a larger proportinn of special drawing rights than that

to which they were entitled on the basis of their quotas to the IMF,

while the rest of the countries would receive a correspondingly smaller
ghare. '

5/ See Committee cf 20, Outline of Qﬁform,iB June 197k.

&/ ggggAD, Internationsl Honctary Issues and Developing Countrieé,
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The technical arguments advanced by some developed countries
against the link have found a response in several documents prepared
both by 1nternat10nal agenc1es and by economists, members of academic
circles and representatlves of governments. Z/ The discussion still
continues at the political level, however.

For the developlng countrles, the advantages of the llnk are
obvious. An allocation of special drawing rights which, wlthln the
total world demand, excee@s.théir oun demand-gives thém the‘opportunity
to use this allocation to purchase products from the industrial
couﬁtries. In this way, real resources are transferred to the -
developing countries, while at the same time the current accounf in
the balance of payments of the industrial countries is strengtheneﬁ.
Such a mechanism, about which the industrial countries did not seem
to be too happy until a short time ago, nov seems aipossible teans of
helpiiag to solve the problemsg created by the increase in 0il prices,
which are discussed later in this report.

The developing countries currentlj receive about 25 per cent of
the special drawing rights allocated, which is equal to their share
of total exports by the member countries of the IMF in mid-197%, and
also to their proportion of the total quotas payable to the Fund.
Should the proportion of special drawing rights which they receive
inerease significantly, a "triangulation® mechanism would be dreated,_
as noted above, whiech would permit the redistribution of international
liquidity according to the various countries' demand, by means of
trade flows which would facilitate both the stabilization of the
major countriez' current accounts and the expansion of world trade

and acceleration of development.

2/ See, for example, John Williamson, "Surveys in applied economicst
International liquidity", Economic Journal, September 1973;
and Adolfo C. Diz, "The Link, Inflation and all that,..", a-
document submitted to the Committee of 20, Washington, D.C., 1973,
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It is pointed out, however, that the link makes sense in a system
in which the expansion of total international liquidity can be reasonabl;
controlled. In other words, the reform of the monetaxry system,
including such regulation, in zddition to strengthening the internationa’
creation of liquidity, would create the best possible conditions for
the operation of the link.

If only half the zrowth of official international liquidity
between 1972 and 1973 had Leen covered by means of the creation of
special drawing rights, this would have mesnt at least 4,600 million
dollars.8/ If the whole of this amount had been allocated to the
developing countries, the total flow of firancial resources from the
member countries of the Dzvelopument Assistance Committée to the
developing countries would have amounted tc 0.80 per cent of their

gress national »nroduct.
C. THE INTEBNATIONAL ECCNOMIC SITUATION

1. Yorld economic conditions

The world economy has been characterized in recent months by
rates of inflation which are among the highest since the Second World War
and by the sharpest dron in the growth rates of the real gross product
since the 1940s.

The rates of inflation in the market-economy industrial countries,
in terms of the deflator Ilmrplicit in the gross national product, had
already started to rise by the end of 1969, following the period of
accelerated eccnomic growth in these countries in 1966. The rates of
inflation, which had remained close to 3 per cent in the preceding
years, rose to nearly 5 aad 6 per cent in 1969 and 1970. Although the
rates fell slightly in th=2 next two years, the 1972 minimum of
4.9 per cent was much higaier than the average recorded for the

i -

8/  Gold has been valuel at its official price.
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previous 10 ‘years. A relatively exnansionist monetary and fiscal
policy that year resulted in cumulative inflationary pressures in

1973, which raised the rate of growth of the deflator of the industrial
countries' national product to about 7 per cent. ALl the projections
showed that in 1974 the rate of inflation in those industrial countries
would be above 10 per cent. They also indicated that the growth rate
of those coﬁnﬁries would be close to zerc = or even negative - in 1974,
after being around 8 per cent in the first half of 1973. Estimates

of the Organization for Economic Co~oneration and Development (OECD)
indicate for the member countries a drop of about 1.3 per cent 2/ in
the product in the first half of 1974 compared with the preceding

six months. ‘ ‘

A group of factors has influenced this situation. Tirst, prices
seem to ghow an increasing resistance to dropping when the rate of
economic growth declines - a phenomenon whose corollary does not apply
when there are pressures to increase prices in periods of economic
expanzicn. Thus, during the period of slower economic growth in
1970~-1971 the rates of inflation remained fairly high, while during
the period of expansion in 1972;1973 they reached exceptionally high
levels. This seems to suggest that both the pressures exerted by costs
and the expectations of inflation are tending more and more to account
for the situation in the industrial economies. These pressures were
partly triggered by factors which were probably accidental, such as
the increase in food prices as from 1972 owing to the combination of
adverse weather conditions in most of the major production and consumer
centres and the difficulties in the supply of fertilizers and pesticides.
These prices, which for a long time had been showing a downward trend,
at least in relative terms, had helped to mitigate inflationary pressurds
in several couniries. Moreover, because of the fact that the cyclical
position of the major industrial countries! economies tended to coincide
the inflationary pressures strengthened eacli other. The disruption in

tlie international monetary situation and the uncertainty regarding the

9/ OECD, Economic Outleook, December 1974, ». 13,
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external and internal vaiue of the industrial countries' currencies
stimulated the growth of dzmand fcr raw materials by making it worth
while'to increase stocks of these commodities. At the same time, the
fleoating of important curirencies intrcduced a new inflationary bias in
the world economy, since the irflationary effect of the devaluations
owing to the resistance o3 vprices to come down was not compensated for
by opposite effects of thes reveluations. At the end of 1973 the

sharp rise in oll »rices added a decigive ingredient to the general
picture. '

Naturally, the existing sharp inflationary pressures caused the
majority of the industrial courtries, by mid-1973, to change their
policies in a more restrictive sense, and interest rates soared. These
policies, and subsequentliy the drastic changes in the composition of
overall demand caused by the increases in oil prices contributed to
a reversal of the rates of growth which is without precedent in the
last 20 years.

Yet even with these restrictive policies and the world economy
virtually at a standstill. prices continue to rise in the industrial
countries, and the forecasts available for 1975 are not heartening. As
a result of these pressures and the uncertainty regarding currencies,
the market price of gold l1as gone up to levels that bear no relation
whatever to the official vrice, which after two devaluations of the
dollar was set at 42.2222 dollars per troy ounce.l0/

2. Lifects o the increase in oil prices

The factor which has had the most far-reaching effect is the
increase in oil prices.

Estimates of internationsl agencies indicate changes of considerabl
magnitude in the balance of payments current accounts of several

countries and groups of countries. These estimates coincide in that

10/ At its meeting on I3 and 16 January 1975, the Interim Committee
of the IMF, at the ministerial level, decided to eliminate the
official price of gold.
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the oilfekporting-countriés were expected to record a current account
surnplus of_at least 60,000 million dollars in 1974 = some estimates
put'the figure at even over 70,000 million dollars ~ while
altogether-the market—econoﬁy industrial countries were expected to
show a balance.of payments deficit on current account, including
official transfers, of 30,000 to 35,000 million dollars. For the
developing countries which are not oil-exporters, the current account
deficit is estimated at over 20,000 million dollars. These changes
in the‘countries' balances of payments are important not only because
of their magnitude, but also becﬁuse they alter the traditional
structure of the industrial countries’ balances of payments. In the
past, these countrieé have normally recdrded a current‘account surplus,
which served to finance the capital and external assistance that

vent to the rest of the world. ‘_ | _

Naturally, it cannot be expected that the result estimated for
the current account in the balance of paymenté of the oil-exporting
countries will be réfleotéd in & similar result for the-total balance,
since these countries will seek remunerative uées for their reserves,
investing them in such external markets‘as'provide the best guarantee
of a safe return. WNevertheless, such a rapid éhange in the structure '
of the balances of paymgnﬁs and the need to place the accumulzted
resources in external mérkets create problems which are difficult
to golve.

the first of these problems is that for every industrial country
considered individually, the fact that the balance of'payments results
may to a large extent depend on movements of capital which are not
under its control creates a problem of volatility in the overall results
When in a country with a diversified economy a current account'surplus
is a normal relatively stable and certain result, the country concerned
is in a position to handle its overall balance of payments situation by
contrelling its investment or external assistance. In ¢ontrast, when
the current account reflects a constant deficit, the country is not in a
position to deal with movements of capital in the same way, and its

international economic situation is therefore more insecure.
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ternal insecurity promdis a three-fold response. First, there

will be a temptation to acont restwictive internal policies, possitly
including trade restricticns, in an attempt to reduce the current
account deficit; secondly the country will feel the need to increase
its international reserves, which will encourage the adoption of
somewhat restrictive policies, if such reserves are not created by
international agreement; eznd., lastly., there is likely to be a tendency
to rely more heavily on zxchangz fluctuations, which, however, may need
to be fairly sizable if tke capital movements of the scale of those
which may be generated are o bes withstood successfully. To give some
idea of the magnitude of these movements, the market for Euro-currency
is estimated at around 200,000 wmillion dollars,ll/ and the current
account surplus of the oil-exporting countries would amount to nearly
one-third of this figure. " |

The second nroblem createsd by the change in the financial flovs
is the difference in compogition of “he supply of and demand for funds
at certain rates of interest according to the repayment periods. In
particular, the countries receiving the capital flows, for the same
reason as that mentiomed above, usually prefer longer repayment periods,
vhile those supplying the resources have, at least so far, preferred
to place the funds at relatively short maturity periods. This creates
a downward préssure on the rates of interest on short-term liabilities,
while at the same time creating an upward pressure on the rates of interes
for longer periods. These oressgures are additional to those exerted by
other factors, such as, the couatries' internal policies, inflationary
pressures, etc. In any casz, the risk for the intermediary financing
institution increases as it places the short-term funds it receives on
a medium- or long-term basis. This risk is added to that generated by
the exchange fluctuwations and ig another factor of insecurity for the
whole private financing system. In view cf the size of the financial
flows involved, the problem has becoms sufficiently serious to merit

international attention.l2/

Exeluding inter-bank deposits. See, for example, Department of
the Treasury News, Vashington, D.C., 16 October 1979, Pe 3lo

A first step in the right direction has been the agreement of the
major industrial ccuantries to support the private banks which are
experiencing difficulties owing to market uncertainty.
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What is valid for each industrial cbuntry taken seﬁarately,
however, is not wvalid for the indusirial countries as & whole. In fact,
it is unlikely that the transfers of financial resources from the
oil-exporting countries to the rest of the developing countries will
come anyvhere near the figure of 12,000 million dollars which their
larger current account deficit may reaéhlin 1974.13/ Of course, this
means that the industrial countries as a whole will receive through
various channels sums which will probably exceed their deficits on
current account. Thus, the overzll balance of payments for this group
of countries may even be favourable to them. This féct clearly points
to the desirability of establishing internationzl machinery for
bringing the situation of each country into line with that of the whole
group, and at the same time for helping to recycle funds to the
developing countries. & _ ' |

This gives rise to the third problem. For the developing countries,
which do not usually offer the same conditions of security as the
economically more advanced countries, it is a different ﬁroblem altogether
For these countries, which often face an awkward situation-of external
indebtedness, the increase in their current account deficits cannot be
financed for long with relatively short-term loans or at commercial rates
of interest. Moreover, in order to channel funds towards them, market
mechanisms are not enough, and a conscious international effort is also
required. Al any rate, the increase in interest rates over longer pgriods
which may be the result of the intermediation problem will be particularly
unfavourable to them. |

In thig respect, it should be noted that a few developing countries
which are not oil-exporters, in particular some Latin American countries,
on account of their economic size, the development of their financial
system, the dynamism of their economies and their political stability,

have had relatively easy access to the international capital markets.

12/  Although the commitments to provide financial aid to developing
countries,contracted by the oil-exporting countries, both through
multilateral institutions and through national and international
agencies, amount to over 20,000 million dollars, these resources wil
be made available only over a relatively long veriod. In addition,
it is guite probable that, at least in part, these funds vill take
the place of assistance from other sources.

/However, increasing



. 188 -

However, increasing difficulties in the current account of their
balances of paymenti and th: resulting large increase in their external
indebtedness, may jeopardiz: such accessaéi/ Some of these countiries,
which play an important rol: as financial intermediariés, may benefit
from a growing demand for sich interrzediation, so long as they manage
to overcome the increasing risk invoived. in their operations.

A fourth problem liss in the international liquidity requirements
generated both by a possibly greater concentration of holdings of
international reserves and ty the greater wvolatility of the overall
balance of payments positiorzr of sach of the countries receiving capital
from the oil-exporters. The greater vulnerability of the external '
sector necessarily generates a bigger demand for international liquidity,
at both the official and the private level, while the greater concentratic
of such reserves makes tiasu in a real sense, less liquid for the countrie:
as a whole. If the increassd liquidity requirements are settled by means
of partial multilateral agreéments, tiis would accentuate the role'ofl
currencies in the internaticnal monetery system and weaken that of the
special draﬁing rights, maintaining the shortcomings of the Bretton Woods
system in connexion with tae creation of liquidity. At the same time,
the adverse effects of thess ghortcomings may be aggravated since, és_
has been seen, the general floating of the exchange rates tends to create
even greater liguidity requirements in the developing countries. In
addition to the greaﬁer volatility of their balances of payments due to
the larger deficits on current account, another cause of instability in
these countries' economiss is the floating of the industrial countries’
currencies. Contrary tc the situation in the industrial countries, whét
ig valid for the individual non-oil exporting developing countries is alsc
valid for these countries as a whele.

In this general situvation of international financial difficulties
and economic recession accoiinanied by inflation, it‘is difficult to expeét
even that the flows of official external aid from the developed to the
developing countries will contirue; in previous years they had gradually
declined to a proportion cf not more than 0.30 per cent of the industfial

countries' gross national preduct in 1973,

14/ The concept of credit worihiness in use is baased, inter alia, on
total future debt peyment obligations. This concevnt, which is alse
used by some internztlonal institutions, may raise difficulties ever

in gaining access tc ~hem. /D. EXTERNAL



- 189 -

D. EITZRNAL FINANCING IN LATIN AMERICA

1. Tinancial flows from the industrialized countries to the
developing countries as a whole

The net financial flows from the industrialized countries to the
developing countries during the 1960s amounted to an average of
11,000 million dollars annually. In the first few years of the 1970s,
the growth of these flouvs in terms of current prices accelerated
from 15,000 million dollars in 1970 to 23,000 million in 1973.

Hovever, as a proportion of the grdéé'national product of the developed
countries, the total net resources amounted to 0.74 per cent in 1973,
which is equal to the proportion in the previous year and below the
average percentages reached in the*l9605. Therefore, it is unlikely
that the recommendation contained in the IDS - which was ratified

by United Nations resolution 3202 (S-VI) - that the developed

countvies should provide to developing countries net financial

resource transfers anounting to 1 per cent of their gross national
product will be fulfilled by 1975 (see table 1l).

The components of the financial flows channelled from member
countries- of the Development Assistance Committee (DAC) to developing
countries have varied in structure compared with the 1960s. Private
flows are 1argé:, while official flows have decreased. If the resources
are grouped according to the terms on which they are made available,
it will be secen that those granted on concessionary terms - specifically
official development assistance - amounted to 92,400 million dollars in
1973, while those subject to normal market conditions, which are nearly
all from private sourbes, totalled 14,500 million dollars. Accordingly,
compared with a structure of 10 years ago when the developed couniries
granted resources on concessionary terms to the developing countries
amounting to 60 per cent of the total resources transferred, in the midc
of tie first half of the 19705 the percentage dropped to L1 per cent.

/Table 1
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Table 1

MEMBER COUNTRIES O THl DEVELOPMINT ASSISTANCE COMMITTEE: NET
FINANCIAL RESOURCE IRANSFERS TO DEVELOPING COUNTRIES

‘Nzt disbursements)

- -

Annual Annual
average average 1971 a/ 1972 a/ 1973 a/
19611965 1966-1970

——

1. Thousands of millions of dollars b/

Total net financial

flOlfS 9:2 12::8 1792 18.8 2208
Officizal development

assistaace 5.6 6ol 7.8 8.7 9.4
Private disbursements 2.7 5.7 8.2 8.6 10,9

2. Percentage of the gross national product

Total net financial

flows 0,81 0.7k 0.77 0.74 0.7k
Cfficial development |

assistance 0.50 0,38 0.35 0.34 0.30
Private disbursements  0.28 0,33 0,37 0.34  0.35

_— AR

Source: CECD, Press Releass, Paris, 3 July 1974, tables 2 and 3.

a/
b/

Excludes grants from organizations in the private sector, as in the
period 1961-1970. :

It is important to note that these figures are expressed in current
dollars and exchange rates, which include the distortions caused by
inflation and adjustmeants in the exchange rates. Therefore, the 9 per
cent increase in official development assistance between 1972 and 1973
means a decrease of about 6 wer cent faor the industrialized countries
in their own currencies, since the average adjustment in the exchange
rates during that oeriod was & per cent and the rate of inflation abou
7 per cent for all the rember countries of DAC. Similarly, the
increase of 21 per cert in total flows is reduced to a growth of 6 per
cent, which would give “he following figures for the two years:

1972 1973

Total net financial flows 18.8 19.9
Official development zssistance 8.7 8.2
Private disbursements 8.6 9.6

/That official
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That official development assistance (ODA) should be repléced by
flows reflecting the steédily increasing cost of capital on being
extended under normal market_conditibns adds to the cest of external
financing in the developing countries and affects them especially
because of the debt commitments involved.

This fact‘has been'reflected in the average terms for loans
already committed to Latin America, the grants-in-aid element falling
by U4 per cent between 1966 and 1972.

2. 0Qfficial development assistance

Compliance with the objectives laid down in the IDS and ratified
in resolution 3202 (S-VI) regarding the volume ‘of official development
assistance has been far from'satisféctory. in the 1960s the average
ratio of official develdpmeﬁt assistance to the gross national product
of the developed countries was O.4h per cent, while in 1973 it was
0.3 per cent, R |

The terms on which this aid has been granted have continued to
improve; the concessionary element amounted to 86.7 per cent in
1973, the highest proportion since 1969. The IDS goals in this
connexion have been attained, since the average indicators for 1973
with respect to amortization and grace periods, interest rates and
percentage share of grants in the total ODA come close to those
established as a necessary minimum,

In 1972 the DAC adopted a further recommendation on terms and
procedures for this assistance in place of those established in
1965 and 1969. The new recommendation is applicable to commitments
contracted as from 19735 and simplifies the measurement of performance,
establishing a minimum concessionary element of 25 per cent if a
transaction is to be considered as ODA, and setting as a minimum
target that the member countries ODA commitments should contain an
average concessionary element of 84 per cent.

The importance of the establishment of this minimum lies in the
fact that it is the first acceptance of a principle involving a limit,
and that this limit can be raised in the future and serve as a basis

for reviewing the concessionary terms for ODA.

/As regards
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As regards the simpiilisd tzrget of 84 per cent, this could
affect Latin Awerica adversely, since the United States and the
Federal Republic of Germany, the main sources of ODA granted to the
region, reached higher percentages than this in 1973, whiéh gives
them some margin for hardening their terms,

In addition to the two points mentioned above, the new DAC
recommendation broadened the scope of the measures recommended in
resolution 3202 (8-VI) as rsgards the special terms on which official
development assistance should be extended to the least developed
among the deVelbping countries, a measure which in Latin America would
affect only Haiti and pessibly, temporarily, Honduras.

The developed countries heve changed the method of channelling
their ODA to the develowing countries, in line with the IDS recommendati
to endeavour to increase tke resources made available through’
multilateral instifutions. In 1973 the resources contributed by
the member countries of the DAC to multilateral institutions amounted
to 2L ner cent of the total ODA grarted, compared with an average
of 13.5 per cent between 1967 znd 1970. There has, however, been no
adeguate response to the need to evelve techniques to enable these
institutions to fulfil their role in the most effective manner, also
recommended in the IDS and in resolution 3202 (S-VIi). The granting
of loans by programmes instead of by projects would be an advantage
to the developing countries; these loans have been somewhat medest,
however, negligibls for lalin America.

Bilateral or direct CDA to recipient countries has undergone change.
in geographical distributicn: while the amounts received by all the
other regions increased te:ween 1969 and 1972, Latin America recorded
a decrease of 25 per cent {from 564 %o 428 million dollars). The
countries contributing the bulx of Zhe bilateral ODA received by Latin
America are the United States, which in the years 1969-1971 provided
an average of 83 per ceant >7 the to-al received, and Germany which
provided 14 per cent. This sharp contraction reflects the pronounced

vertical character of the financial assistance, which is especially

/significant if
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significant if consideration is given to the openly declining trend
in the United States contributions.

The net resources transferred to the developing countries by
multilateral agencies come mainly from the International Bank for
Reconstruction and Development (IBRD) and its subsidiaries, and
the Inter-American Develovment Bank (IDB).

The net resources transferred to Latin America by IBRD, the
International Developrient Association (IDA) and the International
Finance Corporation (IFC) totalled 446 million dollars in 1973,
compared with 400 million the year before and an averapge of not more
than 200 million dollars in thé 1960s. ‘ ,

IDB's net disbursements have increased conéiderably, reaching
approximately 443 million dollars in 1973, or almost double the amount
disbursed in 1968. ' '

3. DPrivate international financial markets

e general‘picturpnoflfhe international financial markets is
clearly dominated by eleﬁents.that generate uncertainty, such as
the floating of the currencies and the changes in the financial flows
generated by the increase.in the price of oil, which also curtail
their growth. The Furo-currency market has started to run into
difficulties as regards expansion,lé/ owing to the nature of the
additional deposits and of the potential borrowers. Deposits are
being made generally on a relatively short-term basis, and the
depositor maintains a high degree of flexibility to change from one
cﬁrrency to another, or from one bank to another, if necessary. At
the same time, the nev depositors are few in number and their deposits
are fairly large. The applicants, in their turn, often face balunce
of parments difficulties, so that their solvency is doubtful, while
the amounts requested are such that the insolvency of a few of them

would seriously jeonardize the system.

15/ See, for example, llorgan Guaranty Trust Co., of New York, World
Financial Markets, 22 October 1974, p. 1h.

/The international
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The international sale of securities on a longer-term basis has
suffered some feductionso "Mmereas beiween January and October 1973
nev issues of Furo-bonds 16/ were scld to a value of 3,700:million
dollars, during the same period in 1974 the figure dropped fo
1,500 million. There was a_so a sharp drep in thé sale‘of.new issues
of foreign bonds ;2/ outsidsz the United States from 2,160 to 700 million
dollars between the same dates. These reductions were only partially
offset by the increase in the sale of rew foreign issues in the
United States market from 700 to 2,200 million dollars., Total new
issues of international boads fell freuw 6,500 million dollars in the
first 10 months of 1573 to 4,400 million during the same period in
1974.1.8/

These figures indicate that the limitations observed in the
Euro~currency markets are rairtly offset by the growing importance of
the United States market. Tihis country is anparently recovering the
relative importance it enjcyed as an international financial intermediar
in the past. According te arailable information, however, the increase
in sales of international becads oa the United States market has not
succeeded 1in pushing up total sales.

The reasons underlying this situation include, besides those
mentioned above, the pgeneral weakening of the economies and the increase
in interest rates resulting from anti-inflstionary policy. Although
the second of these additional reasons may have less validity in the
next few months, this would be so only because the world trend towards
a contraction may force the adoption of an easier monetary policye.

In any case, as stated above, there is likely to be a trend towards an
increasing difference betvzen skorit-term and long-term interest rates,
with relatively adverse implications for debtors requiring longer-term

financing, among thex the dsvelceping countries,

16/ Bonds sold mainly in ccuniries cther than those issuing the
currency in which they are quoted, with backing from international
financial groups. '

12/ Bonds sold ocutzide the bLorrower country, but gquoted in the currenc;
of the country in which they are sold.

18/ iiorgan Guaranty Trust Co., Yorld Financial Market, op. cit., p. 17,

/4, Latin
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Lo Latin America and international finmancing

The reduction in offlclal ald flows and the restrictred activity
of the international flnan01a1 markets create an awkward situation
for the developing countries in general, and the non-ollhexportlng
countries of Latin Auerica in particular. The latter's financial
requirements have recently increased as a result of én increase in
their balance of pavments defiéit on current account‘from about
3,700 million dollars in 19?3 to nearly 9 mllllon in 1974, The
deficit has been somevhat reduced by the higher external prlces of
ray materials exported by the countrles of the region, bdbut this
situation is now clearly show1ng sigus of deteriorating for a wide
range of commodities, particularly mining.productsa‘ In the appropriate
chapter of this document it is easy to see the size of the problem
in connexion with the potential trade deficit and balance of payments
deficit on current account whlch the non-oilwexporting countries of
Latin America will have to face in their efforts to achieve the growth
rates proposed in the Internationzl Development Strategy. Furtherhore,
recent projections prenaréd by fﬁe Orgaﬁization of American States (O0AS)
regardlﬂg these countries' external flnan01ng requirements confirm the
seriousness of the problem.ly/

The access of the Latin American countries to the sources of
international financiﬁg varies widely. Some of them, like Brazil,
have developed a finanecial structure and international contacts which,
combined with their cvﬁamic econony an&'stable policies, make it
easier for them to obtain financial rescurces at less cost in almost

the vhole range of maturity per:.ods° Others have to resort mainly to

12/ The estimates »Hublished in the OAS document entitled Financiamientc
externc de Amnrlca Latina: perspectivas y politicas futuras
(GiR/Ser.B/XIV, 21 November 1974, po 43) give an order of magnitud
for the flnan01nm requirements of the non~oil-exporting countries
in Latin America, under deteriorating conditions with respect to
prices of raw materials, which were expected to fluctuate around
8,000 million dollars in 1974, 12,000 million in 1975 and
37,000 millien in 1976 and 1977.

jofficial government



official government or multilateral sources. As will be seen in

table 2, the net foreign capital flows to the Latin American countries
are increasingly couposed of loams, wiereas direct investment does

not grow at the same pace. The exiremely high concentration of

direct investment in DBrazil. and Mexico s%ill further accentuates the
difficulties which the Latin American countries have to face.

The change in the world economic situation will put the borrowing
capacity of the non-~ocil-exporting countries of Latin America to the
test. Several factors limit this capacity.

Tirst, for some countries of the region the previously contracted
debt means a considerable annual expenditure of foreign exchange.

For the non-oil~exporting countries of Latin America as a whole, the
annual expenditure on servicing the sxternal public debt represented
15.7 per cent of the total value of exports of goods and services at
the end of 1972. The proportion was much higher in Uruguay (34 per
cent) and Mexico and Argentina (22.2 per cent in each) (see table

3 and 4). '

That service parments ¢n the external debt represent a high
percentage of total exports is not in ifself a bad sign. BEven if
the percentage is high-and the cdebt continues to grow, provided exports
are also ‘increasing the payment capacity grows with the debt. For the
group of Latin American czountries which are not oil-éxporters, a
10 per cent increase in the value of their exports meant, at the end
of 1972, an increase of nearly 1,800 million dollars in foreign exchange
earnings. If only half <kis figure vere used to service the new debt
service payments could increase by cver 30 per cent. Hence, fhe
dynamism of exports is a crucial factor of borrowing capacity and,

therefore, so also are the noliczies which promote such dynamism.

/Table 2
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Table 2

LATIN AMERICA: NET INFLOW OF FOREIGN CAPITAL
(Millions of dollars)

1961-70 1966-7Q 1971 1972 1973
Total foreisn capital - 2 258 2 951 5 258 8 338 10 075
Brazil 4o 607 2179 3 9L5 3 834
Mexico 508 631 810 1211 2 13k
Pailama 81 119 281 676 1 417
Rest of Latin America 1 227 1 594 1 988 2 506 2 690
Direct investment 626 845 1 304 1 317 1 959
Brazil 1k3 165 225 415 1 087
Mexico 190 ‘ 232 307 . 301 373
Panaua : 15 16 16 13 10
Rest of Latin America 270 432 756 588 | 489
Loans 1493 1 970 3 845 6 907 7 955
Brazil 275 k21 1 952 3 526 2 742
Mexico 317 396 Lgg 900 1 753
Panama 58 96 258 654 1 399
Rest of Latin America 8k 1 057 1139 1 827 2 061
Grants 139 136 108 115 162
Brazil | 25 21 2 b 5
Mexico : 1 3 7 10 8
Panams ' 8 7 7 9 8
Rest of Latin America 105 105 92 92 141

st P S

Source: IMF, Balance of Payments Yearbook.

/Table 3
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Table 3

a/

LATIN AMERICA: COMPOSETION OF THE EXTERNAL PUBLIC DEBT— AT 31 DECEMBER 1972

(Milliong of dollars)

Bond issues frivate eredit Official
Other
Na~ Total . Total
Country Public Privete  Total  oP” Banke LiReolel el fotel  peivate Lva Bileb- o 1 debt
pliers institu~ \ 1lateral eral
L. izatlen
T1LoNs
Apgenting Yo 272 769 892 666 2k hs 1 625 2 3gi 41 W 1182 3 576
Broadl 7" hhi 85 1073 L " 276 sz oot 1 8g 2502 %y 7O
Mexico LTS &y 503 U9 1 b9y lign 10 2 318 2 821 1 542 bo 2033 © Y4 O54
Vsnezuela sk 25 79 286 630 16 - 932 1011 458 igh 582 1593
Rest of Lebin Amerles 191 i08 257 i 657 i 68 361 934 4 459 4 W56 2 60y L Gra VLT 1L 933
Total 1252 k81 1733 -~ L4yw 6 015 77 664 12 537 24 186 7 213 8 230 15 43 29 626

Source:; Inter-imerican Development Bamk, Deuds pfblies externz de los pofses de América Latina. Sintesis egbadfstics, Washingbon, D.C., November 1574.

E/ With original maturity of one year or more, peyable in foreign currency.
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Poble 4
a/

' b
LATIN AMERICA: RATIO OF SERVICE PAYMENTS ON THE EXTERNAL FUBLIC DEST~ T0 THE VALUE (F EXPORTS (F GQOODS™ AND SERVICES

(Peroontages )

1970

' 1972

Country 1960 1961 1962 1963 1964 1965 1966 1967 © 1368 1969 n

drgentine 2040 21 2142 18.2 2 204 25 ¢ 2547 2737 2346 2048 20,3 222
Bahemas -G/ aes 2es ses v . L2 1] s e ass aww see son T ase ‘ LY}
Barba.dos_ ans e ase ava ses s 10“’ ' 1.3 12 1.2 1.1 0-? 0.7
Bolivia 27.6 2345 740 €1 . 1248 1246 k.8 . B9 6.4 647 10.8 11.8 18.2
Brazil 38.6 2942 33.1 3040 © gb.l 28.7 30.4 15.5 15.1 1640 14,3 13.1 12.5
Colombia 1349 12.8 13.1 15.1 1248 L 164 4.0 13.1 11.6 11.7 14, 12.6
Coste Rioa K g 8.0 8. 7H 10.2 12,2 . 12417 1240 10,5 10.0 2.8 5.8
Chile M2 . 226 2242 1747 17.9 12,0 1045 1249 19.8 1547 173 2046 1241
Ecuador Tl B45 9.4 8.5 847 - 6Gal Galt &4 8.8 - 10.1 8.9 12.2 1047
E1 Salvador . 246" 242 2.6 244 k.1 37 3.8 2.6 T 245 246 ) 5.9 T2
Guatemale, 1.5 3l 11.0 L4 . 645 Ga2 59 743 2.8 7.8 746 8.2 10.5
Guyana o/ wes 346 . .34 Wl 4. 5.5 5,0 6.0 3o 4.0 340 ass
Haiti . 3.7 67 347 547 242 " 242 - 244 - - 5¢7 by 342
Honduras - 2e7 3-6 243 33 249 241 1.9 147 1.9 24 3.0 302 3-1"
Jamaica ’ ane e " . ) 1.8 - 1.9 1.8 240 3.0 249 3.0 3.9 9.l
Hexioo, 15.5 .3 15.4 16.2 238 2h.6 2047 2144 250 2047 2346 2248 2242
Nicarague 3.8 549 3.8 by 4.0 b0 542 £45 747 9.8 10,5 13.2 10,2
Panema, - 146 1 1 LS5 25 246 248 247 3.0 343 746 8.9 10.1
Paragusy B8 - 640 £5 - 849 78 6.0 €43 645 10.3 9,0 - 1040 12.2° 12,3
Paru 10 | 6. Gt - 2.6 587 ¢ 647 947 11.0 1.6 11.9 13.6 19.6 18.9
beminiean Republic . 047 1.1 045 245 18.8 1244 740 745 8.8 L9 6.5 4,1
Trinidsd and Tobage T wes © eew cas 345 240 149 149 1.4 242 240 14 15
Uruguey - 56 5.0 £l 9.1 10,4 C647 - 1245 16.9 18.9 18.3 18,2 2240 34.0
Venezuela ; ' . Lalt 4.8 3.3 ‘ . 248 248 ) 1.8 246 20 240 149 247 33 "‘ns
Latin America 15.0 1346 13.3 1246 13.6 J13h 114.2 12.5 13.7 12.7 13.0 L) 13.2

Sourses: Dsbi sarviee payments: IBRD and IDB estimates; exports: IF, Ba.lanae of Pa.ymants Yearbook.

a/ Wth ‘orizinal maturity of one ysar or more, peyabla in foreign currency.
b/ Exports of goods (FUB). .
__/ Incliuded since 1% 1o a member of IDB.
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Although this point secems quite clear, in the analyses of solvency
undertaken by official and private lending institutions it is complicated
by the fact that the prices of products exported by Latin America
fluctuate so widely. The analysis of sclvency calls for price
projections, but the methods so far used for the purpose do not seem
to have produced reliable results. This situation can be dealt with
in three ways: by establigaing price stabilization mechanisms, by
improving the projection m2thods used, and ty changing the traditional
concept of solvency for and>sher with the emphasis on policies rather
than ou projections.

A second factor limitlng the borrowing capacity of some Latin
American countries is the lack of suitable internal financial structure
for tapning resources abroac. DMoreover, this usually goes hand in
hand with a lack of appropriate mechsnisms for the tapping and efficient
use ol domestic savings. '

A third factor militating against the possibilities of obtaining
external resources is the instability or nature of some countries’
economic policies. This instability not only joopardizes the more
efficient use of available resources, but i: also makes it difficult
to increase those resources, and presents an image abroad of unclear
objectivés and measures. As regards their nature, such policies do
not alvays contribute to the exvansion of exports, and frequently
obstruct it. It is worthuhile io stress ths crucial importance of the
expansion of exports in tre region's future economic context.

Lastly, the policies of some international institutions granting
long-term financing have besn aimed Hrimarily at satisfying the demand
of the least develoned countries in the world, including a very few in
Latin America and the Caribbean., In fact, these areas received an
averaze of 31.5 per cent ¢f the loans extended by the World Bank group

betueen 1964 and 1968, and just under 21 per cent in 1973 and 1974.20/

20/ ‘'orld Bank, Annual Report 1974, p. 13.

/E. MEASURES
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E. IEZASURES ADOPTED AND PROSPECTS

l. Measures adopted

In the face of the general situation described above, which was
created both by the sioricomings of the monetary system in force up
to 1971 and by factors of a fortuitous nature, attempts have generally
been made to solve tie wroblemaz one by one instéad of conducting a
complete organic review, Thus, the genéral floating of exchange rates
prompted the IMF to adopt general guidelines for this process aimed,
through international consultation and under the Fund's surveillance,
at minimizing any disputes that may arise in floating. The need for
more frequent consultations at the policy-making 1evél led to the
establishment of the Interim Committee of the Board of Goyernors of
the Internatienal lonetary Fund, while the‘deve}opingucauntries' requést
for attention to their problems led to the establishmgnt of the Joint
Ministerial Committee of the Boards of Governors of th§ World Bank
and the Fund. The increase in oil prices, in its turn, led to the
establishment of the IMF 0il Facility under which loans ﬁre granted
to member countries for a maximum period of seven years a{ 7 per cent
interest. Such loans are proportional to the countries' quetas in
" the Fund, to the increase in costs involved in their oil imﬁﬁrts, and
to the level of their international reserves.2l/ Count;iéﬁltéking up
these loans undertske not to increase the restrictions on their current
payments, or on current transactions, without éongultihg the Fund.gg/

é&/ Loans may not e:iceed 75 per cent of the country's quota in the
Tund, of the additional cost of petroleum imports calculated by
tae Fund less 10 per cent of the country's gross international
reserves at the end of 1973, adjusted by the fluctuations in its
excport earnings, or of its overall balance of payments needs.

22/ 0Of just over 1,800 million dollars' werth of loans approved under
the Fund's 0il Tacility by the end of November 1974; about 55 per
cent went to developed countries. The Facility has a total financing
of nearly 3,400 million dollars. In Washington on 17 January 1975,
the Fund's Interim Committee recommended that the Facility be
enlarged in 1975 to some 6,000 million dollars.

/Recognition that
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Recognition thaot nmessures for adjusting the balance of payments
require a relatively lerg Gime to ake effect, particularly in single-
commodity producing or exporting economies, prompted the Fund to
establish an Extended Fecility, under which loans may be granted for
periods of up to eight years at the same interest rates as those
charged for normal loars of this organization, i.e., less than 7 per
cent.23/ The United Nations General Assembly, in the Programme of
Action on the Establishnent of a New International Economic Order
(resolution 3202 (S~VI)) adopted in May 1974, adopted a Special
Programme aimed at providing assis:ance to the developing countries
most seriously affected by the economic crisis, and also established
a Special Fund which sel itseif a target of 3,000 million dollars for
the provision of emergency aid. The major proportion of the contributione
to this Fund is provided by the oil countries, while Haiti, Honduras,
El Salvador and Guyana ars among tae Latin American countries eligible
for thisrtype of assistance.

The continued rise in the pricze of geld on the free market,
combined with the generusl flozting of exchange rates, caused the
valwation of the special drawing right to be tied to a basket of
currencies comprising the 16 currencies of thosé countries whose imports
amount to over 1 per cent of the total imports of the member countries
of the Fund, weighted Dy a factor that is intended to reflect the
relative importance of cach in world trade and reserves. Accordingly,
the value of a special drawing right may vary in terms of a given
currency, even if the r:laticn between tkat currency and gold does
not change. Basicelly, 5he special drawing right is now '"floating"
tied to this basket of svrrencies.

All the measures alcpted are, however, insufficient to deal with
the présent world econonic problemz, and in particular with the

developing countries' nasds.

23/ The International Monetary Fund has yet to establish the
operational policy of this new facility, which has not yet been

used.
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2. Prospects for the immediate future and
: courses of action

The immediate future of the economy is plagued with uncertainty.
As a result of the uresent monetary market situation, multiple exchange
systems in which one form or another of floating'Will‘predominate
are Llilely to continue to co-exist for some time; In particular,
since it is highly inprobable that there will be any appreciablé
reduction in oil prices, the present financial market trendé‘will
continve and their wvolatility will stimulate the fiexibility 6f
exchange rates unless institutional changes are introduced fo reduce
their volatility.

As a result of tlhe chénge in the structure of the balance of
payments in most of the industrial'couﬁtriés, combined with continuing
1nf1at10nary pressures, the Adéption of somewhat restrictive internal
policies will be intensifie&g while fhe growth and even the level of
total world demand vill slacken. At the same time, it would not be
surprising if the recent tendency to imﬁbse trade restrictions in
the iandustrial counﬁ -ies were accentuated.

This combination of factors makes up a discouraging picture for
the ndnmoil-exportimg developing cduntries, including those of Latin
America. Of the latter, some possess sufficient reserves to withstand
difflcult situations for some time, their exports have reached a
degree of dlver31f1catlon which safeguards them against temporary
difficulties, or they have relatively easy access to the international
finaucial markets. A veak external demand beyond mid-1975, however,
combined with high nrices of the main import products,‘wouid create
conditions which weuld be difficult to overcome, even for those
countries, without a significant sacrifice of their levels of income
and employment or their rates of growth.

Borrowing and external aid, a course originally taken to overcome
both temporary exfternal difficulties_and:structural weaknesses in
external trade, seems no longer a machinery to which recourse can be
had as in the past. The scarce assistance resources available at present

are probably not evexn enough to palliate the most dramatic problems of
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poverty in the world, still Less te acshieve some acceleration of the
developing countries! growih. The industrial countries, which are
having difficulty in manag:ng their own eccnomies, do not seem to'be
in a position to consider sizadle increases in foreign aid. The
international financial machinery is in its turn affected by the
sharp change in financial ZTows, which will be difficult to absorb
within the short term.

The oil-exporting countries will gonstitute an important source
of financial resources in the near future. As stated above, these
resources will probably be channslled primarily to the industrial
countries. In fact, estimates of the United States Department of the
Treasury indicate tlhat of an aﬁproximate surplus of 25,000 to
28,000 nillion dollaxrs accruing to ths member countries of the
Organization of Petroleum Exporting Countries (OPEC) between 1 January
and 31 August 1974, some 7,000 million dollars were invested in the
United States, about 3,000 nillion were transferred to developing
countries either directly or through multilateral institutions, and
the rest - some 15,000 to 18,000 million - were placed mainly in
Europe.2i/ The oil-exporting countries have no tradition in the field
of external aid except at the regional level in certain parts of the
world and, therefore, they have no proper irstitutional organization
for the purpose.

In the light of the ganeral situation, the pressure from the
develoning countries on thz international agencies is likely to increase
shortly, thus putting the capacity of these institutions to the test
as regards either obtaining additional resources or devising nev forms

of operation.

24/ Uaited States Devartment of the Treasury, The Financial and
Leonomic Consenuences of the Quedrupling of the Price of Qil, a
document preseﬂted To the Permanent Research Sub-Committee, jointly
vith the testimony of Villiam E. Simoa, Secretary of the Treasury,
on 18 September 1974.

/The industrial
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The industrial countries, for their part, will need reserves on
an increasing scale to offset the greater vulnerability of their external
sector, and added to this are the needs of the developing countries.
At the same time, the zrowing concentration of international ligquidity
resources will tend to reduce the availability of these resources for
financing the requirements of intérnational_trade. Unless greater
liquidity resources are created in the form of special drawing rights,
a new nressure will have been generated which will stimulate the
acqumulation of currencies and partial arrangements between groups of
countries to create among themselves the resources they need. No
doubt the most important of these arrangements will be those which
eccent officially, either directlj or indirectly, a considerable increase
in the price of gold. Thus, the creation of new liquidity would be
distributed among the countries in proportion to their gold holdings,
and gold would coutinue at the centre of the international monetary
systen.

/Chapter V
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Chapter V
REGIONAY, ECONWOMIC INTEGRATION
A, INTRODUCTION

After the bromising beginnings of Latin American integration
during the 1960s, »oricds of cfisis set in = in the Lafin American
Free-Trade Association (LAFTA) and the Central American Common Harket
(iiCCA) - but, the process was given a new start with the creation of
the Andean Group and the Caribbean Community (CARICOM), formerly CARIFTA.

The crisis helped the Latin American countries to foirm new groups
on bases which were not very different from those which existed in the
1950s, or to advance separately towards a common more dynamic scheme.

It has been repeated on several occasions that the relative
stagnation of LAFTA was one of Tthe principal reasons which led some
countries to sign the Cariagena Agreement, and that the understadning
of the limitafions of the model stimulated the conception of more
aisbitious integration fornules, such as are described further on in the
study of the Andean subregion.

During the five years of the life of the Andean Group several
plans have been put forward to link this subregional integration
process with the remainde: of the subceantinent. The most significant
events which show the interest created by the Group were the
establishment, at the end of 1972, of bileteral commissions of the
Andean Group and llexico, and of the Andean Group and Argentina. As
regards the latter country, it is of interest to mention its intention
of signing the Cartagena Agreemsnt. For its part, Brazil was a party
to the co-~operation and trade agreements with five countries of the
Group, and has granted lines of credit to the Andean Development
Corporation. Contacts have been established with the Central American
Common Market for a mutual exchange of experiences cn integration
schemes with a view to c0woperatioﬁ in the task of subregional

integration.
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It is still premature to evaluate the significance of the Andean
integration process as a resucltatlng factor 1n Latin Amerlcan
integration. But.it appears that the 1mportant task of the future
is to plan the possible ways of brlnglng the three subregional
1ntegrat10n groups and the larger countries together, as well as
determlnlng the future role of LAFTA.

The Andean countries submitted a draft resolution to LAFTA
under which they were authorized to suppress the conce551ons granted to
products included in national lists which under decisions 28 and 29
of the Commission of the Agreement, were, on 1 January 1971, allocated
for production in Bolivia and Eduador and liberalizgd if exported from
those countries to other countries of the subregion. The suppression
of such concessions was to come into effect as from 1 January 1975.1/
In this connexion, six countries were allowed to suppress the concessions
granted in their respective national lists to the products which were
included under the metal»éngineering programne (Decision 57) and in
the future lists which were to be incorporated in Sectofal industrial
programmes (Decision 25). The suppression will be effective from the
date these sectoral programmes meke the adoption of the common external
tariff, provided for in them obligatory.‘

The failure to reach agreement duriﬁg the second roﬁnd of the
Collective LAFTA Negotiafions in Quito resulted in the deferment of
the project to the third round in lontevideo in December 1974.

For all these reasons the Andean Subregion could be considered
~ within the LAFTA framework - a divergent movement. On the other
hand, éonsidered on its own, its content is an obvious point of
convergence of the targets of the mémber éountries, and serves as a
catalyst in the regional 1ntegrat10n Process. .

The need for regional co- operatlon also emerges in the relations

between Mexico and Central America, and between Mexico and CARICCIL

1/ This aim was not realized, but the countries agreed to continue
negotiations during 1975.

/Moreover, in
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lioreover, in the las’ two years there has been a resurgence of
bilateral agreements aimed at strengthening and diversifying trade,
co~ordinating industrial activities, promoting investment and
encouraging the establisktment of bi-national enterprises. Among them
mention could be made of the agreements concerning specific projects
of Argentina with Uruguay, Cubs, Chile and Brazil, as well as Brazil's
with Paraguay and Boliviz. The granting by Argentina or Brazil of
credits to several countries of the region is related to the rapid
development of exports of manufactures'from both these countries.

The different socic-economic situations of each of the countries
lead them to adopt natioral objectives which are not z2lways compatible
with the subregional ones. These divergences must be remedied if any
nrogress is to be made ir ~“he harmonization of policies within the group,
and they constitute a challienge which the counrries participating in ‘
any integration scheme will have %to overcome if they are to satisfy
the legitimate interests of the parties.

Among the basic problems to be tackled mention should be made of
overt or disguised unempleyment, which is reaching alarming proportions
in some countries. Linked with this problam is that of integrating
the agricultural sectors wiich have never been a priority area. As
regards industrislization, the need is alsc emerging to reconcile
national objectives with those laid down in each integration scheme;
experience in the industrial field has shown that the obstacles which
stand in the way are not iasurmountable. TITastly, technology, transport
and the transfer of extra-regicnal resources ~ among others - are the
fields in which there is need to harmonize national objectives with
subregional ones.

Finally, it should bz noted that preference should be given to
reconciling the interests of each of the countries in future integration
projects regardless of the degree of economic development. The Cartagena

Agreement and the Chaguaramas Treaty 2/ were a step in this direction,

2/ Tstablished by the Caribbean Community and Common Marlket (CARICOM).

/but recently
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but recently there have been signs oi reasonable concern that the
measures introduced in a subregional scheme in favour of the relatively

less developed countries could prove inadequate for achisving the
results expected.

B. THE LATIN AMERICAN FREE-TRADE ASSOCIATION

Article 61 of the Montevideo Treaty establishes that on the
expiration of a twelve-year period counting from the date it came into
force, the Contracting Parties shall review the results obtained as a
result ol its enforcement and shall begin collective negotiations to
improve the performance in achieving'the'bhjectiVes of the Treaty and,
if opportune, to adapt it to a new stage of economic integration.-
Therefore, at the ZITI LATTA Conference, the Contracting Parties approved
resolution 328 (XIII), which made provision for the collective
negotiations heid in 1974, which are to be continued in 1975.

The integration process, which during some periods of the 1960s
made some noteworthy progress, both in the liberalization of trade and
in the complementarity agreements has come practically to a standstill
in recent years. Parallely, intra-zonal imports, whose relative
importance increased a great ceal up to 1965, have hardly maintained,
in recent years, the same rate of growth as that of imports from the
rest of the world.

Simultaneously, during recent years, Latin American trade with the
rest of the world took a favourable turn. Exports of manufactures
increased, especially in the larger countries, from the second half of
the 1970s, and favourable prices during 1973 and 1974 for many of the
raw materials exported by the region were ftwo basic causes for the
improvément which took place in trade towards countries outside of
the region. Although it may not be easy to establish very strict
relations of cause and effect, it is reasonable to assume that the
existence of faveourable conditions in the international market reduced

the need for the countries of the zone to make any special effort to

/step up
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step up regional economic co-operation, to iIncrease intra-zonal trade,

or to give an impulse to the integration process. Even so, some of

the advances made in intra-sonal trade in recent years, above all in
respect of goods of major industrial importance, are of some significance,
as will be seen further or.

The purpose of mentioning here the relation which cowld have
existed between the favourable conditions in the international mariket
and the limited progress made ia irtegration efforts is to show, as has
been pointed out in other parts of this document, that in the years
ahead it could happen that ‘hese conditions in external umarikets which
now favour Latin America could change substantially in the other
direction. Such a trend weuld snhance the value of co-operation and
regional trade as a means of offsetting, in part, the possible drop
in outward directed growth. )

In this context, the collezctive negotiations mentioned earlier
between the LAFTA countries will be of great potential importance.
Articles 51 and 54 of the lMontevideo Treaty provide a framework for
considering rather far-reaching and comprehznsive integration proposals.
For this reeson the ongoing negotiations offer a particularly important
opportunity. '

1, Tror’n in intra-zonal trode

Bxports between the LAFTA couniries were sizable in absolute
terms (approximately 2,200 uillion dollars in 1973), a figure very
close to those which the countries as a whole exported to the Federal
Republic of Germany, and hicgher than sales to Japan in the same period.
The relative importance of this irade is greater if account is taken
of exports of manufactures,3/ for which data is available only up to 1972
In that year, the area was the second largest market for this type of
goods, with some 700 million dollars, following the United States

(930 million), and much mor: importarzt thawm that of the six countries

3/ Sections 5 and § of SITC, with the exception of Division 68,

/of the
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of the EEC (300 million), that of the EFTA (100 million) and that of
Japan (60 million).%/ 1In table 1 the importance of the Latin American
rniarket for some sectors can be seen, for example, transport equipment
and non-electrical machinery, scientific instruments, manufactured
fertilizers, plastic materials, various chemical manufactures and
metal manufsctures. 1t ought to be noted that 30 per cent of these
ﬁrodugts are directed towards the area; that the sales of machinery
and transport equipment represent 45 per cent of the total exports
of these goods, and that for chemical products the proportion is
34 per cent, which shows the importance of the Latin American narket as
a potential buyer of industrial goods produced in the areas

However, for some 15 years, that is to say approximately since
the creation of the Latin American Free-Trade Area, such intra-zonal
trade, which increased a great deal in the early years, tended to ‘
stagnate. From 8 per cent, the figure for intra-zonal imports in 1961,
it increased to 13 per cent in 1965, dropping afterwards, in relative
terms, and levelling off at between 11 and 12 per cent in recent years.
The important advances made during the first half of the 19605 are
explained by the re-establishment of traditional trade flows within a
new framework of multilateral agreements, as well as by the success
achieved in overcoming the difficulties in respect of the trade of
some goods between the different countries which are on a competitive
footing. It is no less important that during this period the
reduction of certain traditional items in intra~zonal trade was
offset by an increase in the trade of manufactures and semi-manufactures,
marking the beginning of an experiment in exporting these goods which
was later expanced to include the rest of the worlde This increase
éoincided with the progress made in the agreements on the reduction of
tariffs thiough LAFTA machinery, and was supported later on by the
industrial complementarity agreements.

Ly This analysis is based on a sample of countries, comprising
Argentina, Brazil and lexico, which in 1972 imported 36 per cent
of the total exports of wmanufactures from LAFTA countries, and
accounted for 7% per cent of intra-zonal sales in these sanme

products. /Table 1



Tes:iz 1

LAPTAsa/ SHARE OF INTRAZOWAL EX2(R7S OF MANUFACTUAES IN TOTAL EXPCRTS OF MANUPACTURES

(Totoc 797, each sagtor in 1972)

-

: ) Hllions of Percentage
SITC Sections éand divislons dollars share

%o ufgotured products 1 79240 30.1
Chemicels (Section 5} 25743 340
Chemical slsments and sompounda {Dive 5..) 8549 3063
Dyeing, tanning and colouring raterials (Dive 53 2749 32.6
Medioinal and pharmeceutical produsts {Div. S4) 43.5 25,8
Fertilizers, menufactured (Div. 56) 1847 45.5
Flastis materials (Div, 58) 4.7 57.1
Chemical materiels and products Neoes. {Liv, 59) 3749 k9,3
Essential oils, perfums me%erials and axplosives

{Dlv, 55 and 573 : 2347 1747
¥gnufastured goads olagsified vy material (Section 6) 732.7 19,2
Papsr and paperboerd (Div, 64) _ 2lt.5 3247
Textile yarn, fabrics and relatied produsis {Divs ©5) 1351 9.1
Hop~mstallle mirersl manufacturoe {Dive 66) 73.1 237
Irca and s5enl and manufastuies of metal: 1248

(Dive 6F anc 69) 237.5 3541
Leather, rubber, wood end corl manufeoti: 2 .

(Dive 61, 62 and 63) 20745 6.6
Machinery and transport eguipment (Section 7) . 57046 b5.1
Yaohinery, other than eleotris (piv. 71} 282,1 48.5
Electrieal machinery (Dive. 72) 126.9 3049
Trensport equipment (Div. 73) 16146 5044
Mignellenscus manufactured artisles (Sacitcn 8) 2314 23.1
Clothing (Div, 84) 57 e 9.0
Pootwsar (Div. 85) 6.l 0.5
Seientifis instruwents and miscellaneous erticles

{Div. 86 and 85) oky5 49,8
Furniture and iravel goods (Dive 82 ard d3, 149 Gabi

g/ On the basis of & samplo covering Argintine, irazil end Mexloo.

/The distribution
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The distribution of these increases in exports was not equal
between countries, for intra-zonalexports came in the majority from
the larger countries:  the share of Argentina, Brazil and Mexico
increased from 46 per cent in 1961 to 60 per cent in 1970, and to
66 per cent in 1973. '

In the trade balances a similar systematic difference vas seen
in performance. The larger countries were alsc favoured in this
respect. Argentina had a favourable trade balance with the zone,
which amounted to = surplus of 362 million dollars in 1973.

liexico and Venezuela had a large positive balance at the outset,
but this diminished in time.

The medium-sized countries and the relatively less developed ones
recorded a long series of negative balances, generally high, amounting
to a third or more of their intra-zonal imports.

Perhaps more important than the total amount of intra-zonal trade
or the balances of such trade is how much of it is made up of
manufactures. In the total of LAFTA countries’ exports to the zone,
the proportion of manvfactures increased from 10.5 per ceat in 1960 to
40 per cent in 1970, and to 42 per cent in 1973.

Exports of manufactures to the zone show an even grester imbalance
in favour of the larger countries which in 1973 accounted for 79 per cent
of such exports. These sales towards the rest of the LAFTA countries
played a very important part in the total exports of manufactures from
the relatively more developed Latin American countries. The most
cultstanding case is that of Argentina, which in 1973 sold to the zone
half of its exports of manufactures; for Brazil the proportion too is
high, although there has been a marlked fall in recent years, from
L1 ‘per cent in 1971 to 28 per cent in 1973; for Mexico the proportion
is smaller (17 per cent}, owing to, among other things, its vigowous
trade in industrialized goods to the United States, in_copnexion
its subcontractual (maguila) re-export industries. The proportion of
manufactures exported by the economies of the medium-sized countries

is rather small, except for Colombia. The intra~zonal exports enable’

/the countries
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the countries of the Assccistion tec euport lcre complex items requiring
a greater degree of manufacturing and technology, thus facilitating

the expansion of these exports ts the rest of the world. The fact

that the majority of these exrorts cowme from the larger countries of
Latin America is another feature of the diseguilibrium which affects
Latin American trade both in terms of volume and trade balances, and
even more so insofar as its structure is concerned,

An evaluation would &lso have to be made of those positive
halances in favour of sone countries in a wider context, given that in
several cases they stem from financial messures, credits granted, or
direct investment. Although it is true that integration is an
instrument to give an impulse to the development of the medium-sized
and small countries, trade tends to retain a certain relationship with
the size of the economies of the countries involved in the process.

As has been statsd in a recent ECLA study,3/ for regional trade
anl co-oneration to make a significant contribution to the improvement

f the industrial structure and cevelopuent, the enforcement of more
celiberate policies is necessary. These policies could shane the
particular areas of specialization of %he different countries in
goads or sub—compohents of each industrial ssctor, give stability
to specialization so that this would bring about not only the improved
use of existing industrial capacity, but alse the installation of
new plants or the expansiorn of existing ones, so that markets can be
widened and plants built ir rela%ion to the resulting economies of
scale. Although at a low level, the office machine and motor
industries have been the subject of agreements between some of the
LAFTA countries, and are irteresting examples of certain combined

mnodalities of intra-zonal co-operation in trade and industry.

5/ This study is in the process of nreparation under the title
"Latin America: Economic integration and import substitution',
and will scon be published by the IFondo de Cultura Econdmica.

/2. The
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2. The machinery of liberalization: the liberalization
of trade and complementarity agreements

The liberalization programme of the Montevideo Treaty, based on
a selective negotiation mechanism, enabled a wide range of procducts
to be iycorﬁorated in intra-zonal trade in the beginning; its application
not only arrested and reversed the downward trend in intra-zonal trace,
recorded in the closing years of the 1950s, but also brought about
considerable diversification in its composition. In the first two
years of the Treaty's operation 70 per cent of the concessions at
present in force was granted. At a later date, the product-by-product
negotiations were to become more difficult and complex, practically
coming to a standstill in recent years. Lately, moreover, tlhe
countries of the Andean Group have proposed the withdrawal of their
national lists froem the concessions corresponding to the products
earnarked for joint industrial programming within the framework of
the Cartagena Agreement.

Furthermore, it ought to be stressed that the concessions containec
in special lists of benefit to Dolivia, Ecuador, Paraguay and Uruguay,
which constitute the main support machinery of the Hontevideo Treaty
in favour of the economically relatively less developed countries,
have only had a 1imited effect. This could mean that purely trade
wachinery, without more direct complementary support measures for
production and the distribution of goods, are not sufficient to
offset the initial handicap of the less developed countries, and
that those countries, which suffer major disadvantages in respect of
their industrial structures, entrepreneurial experience, skilled
nanpover and infrastructure, need more direct assistance in order to
take due advantage of the trade concessions. Such support could be
given, in addition, through investment in new factories or in the
expansion or renovation of existing ones, technological co-operatien,
collaboration in solving energy or transport problems, and facilities
fer having access to the marketing machinery of the relatively more

developed countries.
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So far the complemersarity sgreements have covered rather
specific and limited groups of goods, so that they have had no major
effect, in respect of total trade and trade in manufactures; however,
as they have usually covered ralatively evclved industrial goods,
their importance has beern greater in the sectors of greater technological
and industrial importance; for example, in 1970 the exports under the
complementarity agreements: represented apprdximately 20 per cent of
the intra-zonal sales of the engineering'industries'of Argentina,
Brazil and Chile, and more than 20 pszr cent of those of Mexico.

The majority of the complementarity agreements in force only
henefit the larger countries of the region {Argentina, Brazil and
lexico). Countriss with a limited market have been involved to a
limited extent in them, znd the relatively less developed countries
orly marginally so; the effective participation of these two groups
of countries has decreased even further since the establishment of
the fAndean Group.

The sgreements entered into to date are in-practice merely
special tariff eliminaticn programmes betwecen the parties, with the
automatic extension of the preferences agréed upon for the eventusl
benefit of the relatively less develLoped countries. They do not
contain any explieit criteria or elenents of industrial programuing,
and several of them are exclusively bilateral in scope. In some,
however, a group of prefervnces have been firmly established through
negotiation which constituie a truve distribution market, of
long~term importance, making soume factory specialization possible,
which has in fact occurred in some cases; for example, office
machinery, in which specialization has been reflected in a strong
intra~zopel trade flow, greatsr efficiency, and the opening up of
possibilities of extra-zonal expurts,.

Another interesting case is that of the automobile industry:
the existing agreements do not formaelly counstitute a LAFTA complementarit:
agreement, but in practice they ere close enough to one, although

perhaps they are not as zound, because thay have not been dravm up in
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accordance with strict procedure. The important thing to note is
that they have gi;en rise to the distribution of the production of
different parts for the automobile industry, by vhich means the
participating countries are reconciling the achievement of greater
econonies of scale, by making use of the markets of several countrics,
with a certain degree of intra;sectoral specialization.

This is an interesting but limited and imperfect example, in
wihich the specialization of economies of scale is reconciled with
balanced benefits for sll the participating countries.

The exchange of'views, between entre?reneurs, promoted through
oficially encouraged sectoral meetings have made a great contribution
in bringing about changes in the form in which the industrialists
evaluate regional marlket péssibilities; the results of this machinery
have culminated not only in complementarity agreements, but also in the
trade generated within the zone as a result of official agreements.
Furthermore, it ought to be stressed that in the conplementarity
agreements signed, the initiative was generally taken by private
enterprises, particularly transnational ones. In practice there has
been no industrial strategy formulated by Governments to guide
negotiations of complementzarity agreements, which take account of
the needs of industrial development in the countries, and the Eases
in which economies of scale and the advantapges of the regional market
could assume greater importance. |

Considered within this framework of totzl exports of manufactures
to the region and to the rest of the world. the complementarity
agreenments have so far had a rather limitnd effect, which moreover,
has been declining in relative importance in recent years, with the
spread of exporting experience and the expansion of the agreements to
include =& larger number of products and sectors. There has even been
a further reduction in their influence on the industrial development
of the countries, specialization, the extension of ecouncnies of scale,
and on the improvement of industrial efficiency for this to meet the

requirements of the international market.
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3. A brie’ for the study of the case of LAFTA

To organize the stady of the features of the integration process
within LAFTA the following points could be proposed:

(a) General concepts or criteria

(i) The effective achievement of a suitable balance between the
countries is an essentlal objective for the advance of integration
itself; all the countries shouid balance their total trade with tke
zone, as well as the structure of this trade, so that they could ail
find opportunities of exjorting diversified manufactures which premote
the development of the trincipal sectors, including those ol greater
manufacturing and technological importance;

(ii) The liberalization of trade which will continue in LAFTA
could be complemented usafully by placing greater stress on concerted
or programmed actions. Thus, the periodic negotiations which are of a
strictly commercizl nature, at present, could become genuine wide~
ranging economic negotiations, which would include measures for the
liberalization of trade and well-laid policies;

(iii) The machinery Zo be used should be of a flexible nature and
there should be some differentiation in their operation. The present
development status of <the countries differ, as do their situations and
essential characteristics. Awmcng the larger countries and the more
developed ones, for example, trade machincry - both liberalization as
well as long-term trade agreements which stimulate their specialization -
are sufficient in many cases, insofar as each cne of these countries
hag the economic, financial and technical capacity to take advaniage
of these trade agreements. On the other lhand, the basic conditions
necessary for taking full advantage of trade concessions received are
laclking in the relatively less developed countries, and for this reason
they have greater need for cohcerted or programmed actions. Thus,
tlhie importance assigned tc the trade mechanisms and programming does not
have to be equal in all cases nor for all countries.

Actions could be bilateral in those cases in which only a pair of
countries are concerned, tut multilateral action will also be implemented
and other forms off action which cover several countries belonging to an
association, whenever this offers importart advantages, or is feasible.

/{iv) The
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(iv) The convergence of the aims of the Andean Group and of the
remainder of the LAFTA countries should be a fundamental objective.

(b} Principal instruments of the intesgration procsss

(i) The basic objective of the liberalization programme could
continue to be that laid down in the Caracas Protocol: that the aunsmal
_ reduction should be at least 2.9 per cent of the weighted averaps of
the duties applied to third countries, with the corresponding safeguari-
for the relatively less developed countries, and those facing majcr
difficulties in meeting the general obligation. The reductions
included in national lists could be suspended for those products which
are effectively included in the area of concerted action. The common
list would include thaz items on which tariffs are to be completely and
definitely abolished, definite time limits could be fixed for so doing;

(ii) The concerted actions could aim at achieving the expansion,
 diversification and equilibrium of trade between the countries, so that
integration could make an effective contribution to the development
of all of them. Among others, the following could be included: the
setting of indicative trade targets, periodically reviewed and
adjusted, through programmes for the trade which the countries would
try to engage in using all the methods at- their disposal « such programms
would constitute a flexible procedure for meeting changing circumstances
and for using the possibilities of putting them into effect =~
multinational asscciations for marke:lag, which would serve as a
guaraniee of the fulfillment of the trade objestives set; multinational
producer associations, so that larger projccts could be tackled through
co-operation between countries - such associations would also facilitate
the adeguate participation of the relativeiy lesser developed countries
in the process - and infrastructure projects, both in the field of
transport, for the setting up of a basic system connecting the countries,
and in the fields of energy and communications;

(1ii) Jo-operation for development and integration aimed at
achieving an adequate balance between countries whose economic dimension.
and initial degree of development vary greatly. In this case,

particularly with respect to the lesser developed countries, it is

/important to



important to provide for technical and firancial assistance actions
agreements on the locatior of indusiry, and ¢o-operation in respect
of the infrastructure and marketing and producer associations.

(iv) As it stands at present the auxiliary machinery establiched
for the complementarity agreements, and its operation exclusively ln-. .-
the liberalization of trade, would be phased out so as to give grea:s:r
emphasis to the importancs of these agrszements and to diversify tueir
machinery, which would alzo include a certain degree of explicit
industrial programming, perticularly with respect to the relatively
lesser developed countriezs. Agreerents dealing solely with trade
liberalization could be ccnceived; others could be long-term trade
agreements with disparate reductions in tzriffs gfanted between countries.
in order to promote specialization, since medium-term or long-term
agreements would not only facilitete the use of existing capacity but
also the installation of rew plants or the expansion of others;
programmed integration agreements could also be conceived which cover
the location of plants, technical apd finencial co~operation, and
marketing and producer associations. Similarly, mixed agreements
could be entered into which contain elements characteristic of two or
three of the preceding tywes. As has beer pointed out, the predominance
of trade mechanisns are bciter suited to the situation of the relatively
more developed countries in the region, whereas the aspects of
programming are better suited to the neseds of the relatively lesser
developad countries;

(v) The indicative iargets in the field of trade, and the results
of the mechanisms which have been discusstd could be evaluated
periodically with advaniage, 50 that it would be possible to aprraise:

- the contribution cf integration to the development of the region
as a whole and of gach country in particular, in accordance with
the equilibrium criterion referred to;

- progress achieved and problems of the integration process;

- nmezsures for intensifying the process, and for correcting aspects
which need to be modified, as well as for revising the targets
themselves in the light of experience.

This appraisal prccess could form part of the economic

negotiations referred to, /C. THE
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C. THE CARTAGENA AGREEMENT

l. The scope of the Andean integration model

On the basis of the diagnoses carried out in the past decade on the
limitations or obstacles to the development of the economies of the
relatively lesser developed countries and those with narrow markets, the
Andeaﬁ integration scheme, which took the form of the Cartagena
Agreement, was conceived. The appraisal of the LAFTA results clearly
showed its inadequacy insofar as the ;maller ¢ountries were concerned,
and provided the impetus fﬁr the Andean countries %o seek new ideas for
a more répid end more deep-rooted form of intégration, whilst ensuring
that the process would develop efficiently, both from the standpoint of
the increase in trade as well as that of the creation of new lines of
production, within a spirit of real equilibrium in the distribution of
the benefits of the process. - ' - |

These are the guidelines under which this integration schéme seels
to create interdependence between countries, combining generalized and
automatic trade liberalization mechanisms with forms of industrisl
programwing, complemented by a special effective system in favour of the
relatively lesser developed countries. At the same time the Cartagena
Agreement e:xpresses the decision to harmonize policies and laws so that
the rules of the game could be.the same for the six countries,; with a
view to a common Andean planning system.

It is very significant to see that the Andean Group, in addition to
trying to create conditions for the economic integration of the
countries, has also aimed at, although it is still at an incipient stagse.
establishing new and diversified co-operation ties. Mention should be
made of the Andrés Bello Convenio (education and culture), the Convenio
Hipdlito Unanue (health) and the Convenio Simdn Rodriguez (labour law).
The group is also seeking to create a new common bargaining strength in
international forums, so as to obtain better treatment and more
favourable agreements. '

Andean integration because of its concept and characteristics
obliges the countries to revise and bring its inséitutipng, policies
and performance up to mark so as to create a new form of rationality

/that no
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that no longer merely seeks to use integretion as a means of obtaining
only national benefits, bt also pursues with genuine interest the
comnmon good of the Andean couniries.

In brief, the Andean integration model was conceived with a view
to the creation of firmly established interdependance and rapid
implementation; it sought to help e¢ll the member countries - particularly
the relatively lesser developed ones - to improve their development
potential, and required of all of them unswerving political will for
the process to overcome the obstacles created by its own complexity
and those for which factors ir the individual countries were responsible
and for the creation of a betlter subregional emvironment, united by
common interests in which nationsl objectives would find their expre
expression within this subregional sphere and vis-a-vis the

industrialized countries of ths world.

lal

~. The evolgpion of intra-zonal trade

In 1969;'on the signing of the Cartagena Agreement, intra-zonal
trade within the Andean Croup was at a relatively low level, and the
five countries traded much more with the other countries of LAFTA
than between theﬁselveso n 1969-1973 trade, measuréd by the level
of imports, grew at an average anpual rate almost four times higher
than that of imports from the rest of the world (24.2 per cent and
6.5 per cent respectively). Iu absolute values intra-zonal imports
increased during the samne period from some 91 million dollars to
207 million.é/ But although there was this outstanding increase,
the relative share of trade in total imports was still low: 5.3 per cent
in 1973 commared with 3.5 per cent in 1969.

The structure of iantra=-zonal trade still does not reflect what
it could be in the future. There is at present an important increase
in the trade of manufaciured and semi;manufactured products, and a

somewhat smaller increase in petroleum and mineral products, whereas

(Y4 These figures do not include Venezuela, for although this
country signed its accession to the Andean Pact in January 1973
(Lima Consensus), its real and effective incorporation was only
completed at the end of that year. .
/the relative
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the relative share of agricultural products is falling. Since many
industrial products have been set aside for programming, it is possible
to affirm that trade in these items'will inerease in the future, thus
diversifying the structure of trade and bringing this closer to that

of extra~zonzal imports.

From the point of view of trade balances, it can be seen in
figure 1 that, during the period under study, Colombia had a constant
positive balance which tended %o increase, whereas Chile and Peru
have had growing deficits in their trade balances with the subregion.
As regards sales to the zone, Bolivia experienced the highest rate
of growth, followed by Ecuador {70 and 4% per cent annual average,
respectively), whereas Peru and Ecuador were the two countries whose
purchases within the zone showed the greatest increase (39 and
37 per cent, respectively).

The initial study carried out on the effects of trade under the
different »roduct lists which appear in the trade liberalization
programme of the Cartagena Agreement deserves special attention.

The trade realized under the common list granted within the frameworl:
of LAFTA renains at 1969 levels. On the other hand a singular growth
in trade can be seen in the products included in the lists for the
automatic reduction of duties under the Cartagena Agrecment, and those
earmarked for sectoral industrial development programmes.

However, some obstacles, more or less serious, depending on
the country, have been obserﬁed which made full use of the liberalizatior
programme difficult, among them the lack of exportable supplies of some
products, the complexity of external trade machinery, lack of knowledge

of potential markets, and infrastructural problems.

/Figure 1



"C

=/

TeTI39npul

Figure 1

ANDAN SUBREGION : TRADE BALANCE FOR ZACH ONE OF THE COUNTRIES WITH THE REST OF THZE ZONE a/
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3. Industrial programming

Industrial programming was conceived as ‘‘the fundamental
mechanism of the Agreement" (article 4#8) and, therefore, is no doubt
one of the mechanisms which is the hallmark and major feature of the
Andean integration effort. When it comes into operation it is hoped
that the wider market will be used more rationally for the creation
of the new lines of production which it makes possible, and that the
relatively less developed countries will be guaranteed an equitable
share of tie benefiis of integration, through attempts to reduce
the 1n1t1al c¢ifferences in developmente

The efforts made in this fleld have been of great interest and
'proved successful in the first programme that of metal engineering,
which fostered the hope of seeing the appllcatlon of this important
machinery {o new sectoral programmes of industrial development.

It iz still too early to evaluate the results in the fields of
trade an& wroduction uﬁder the metal—enginearing programme, but it
can be affirned that the majority of the countries were duly organized
for the stucv and promotion stages of the projects, hav1ng observed
subregional production and trade in several of the earmarked products.
It is pecesgary to bear in mind that the effects of the programme will
be first seen.in the larger couﬁtries since these have a productive
structure which enables them to take advanfage of many of the
allocations in the short term. In the case of Bolivia and Ecuador the
majority of the projects will become operational after‘i9‘76c

As regards the remainder of the products reserved for the
sectoral programme (decision 25) it must be recognized that progress
has been slov, partipﬁlarly taking into account that the Agreement
fixed 31 December 1975 as the deadline for the approval of industrial
programmes (article 47). The main subsectors are electronics, pulp
and paper, iron and steel, chemical and pharmaceutical products,
chemicals for different uses, colouring materials and pigments,
pesticides, ship-building, machines for the textile industry, and the
printing and the glass-making industries, in respect of which sectoral

programme nroposals have been prepared..’ '
/This sluggishness
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This sluggishness s dee, %o a large extent, to the death of
experience in integrated industrial programming, and to the
difficulties enccuntered ia the preparation of programmes, given the
inequalities existing between the Andean countries in respect of
policies and levels of develonpment.

As will be remembered, one of the main objectives of the
Agreement is 'to promote the salanced and harmonious development of
the member countries and the equitable distribution of its benefits'.
In this connexion, the present negotiations covering the programmes
concerning the zutomobile industry, petrochemicals and fertilizers
are of importance, since they would enable each country to negotiate
a number of projects, thereby providing each country with some degree
of industrial specialization in keeping with its natural, human
and financial resources in the subregion as a whole, instead of
liniting it to a fixed sectoral programme. The gross value of
production under the metal-engineering programme will amount fo a
total of 20k nillion dollars in 1980. On the other hand, the
proposals for the automobile and petrochemical industries together
represent a nroduction value cf some 2,500 million dollers, and
cover many uocre products than were covered in the first programme;
therefore, they provide a wider and more flexible framework of
opportunitiies for each country, and a single rouﬁd of negotiations,
which offers the possibility of making more rapid progress, in the
integration process, towards overall equilibrium.

4. The harmonizaiion of economic policies and the
co-ordination of development plans

Chapter IIT of the Cartagena Agreement embodies the undertaking
of the countries to endeavour to harmonize economic policies and
co-ordinate development plans. Some commitments with their deadlines
are includec in it, as well as other which are open to the initiative
of the Bozid or the Commissioz.

The Commission, at proposal of the Board, succeeded in adopting

almost all of the decisions within the time limits stipulated in

/the Agreement,



- 227 -

the Agreement, in addition to others not laid down therein. The
Board, for its part, has proceeded cuatiously in the technical study
of those subjects for which there were no time limits for the
presentation of vproposals. They have also made some progress in the
study of the fundamental ideas for co-ordinating development plans.
As a result of these efforts including a time-consuming task in which
ECLA and ILPLS collaborated closely by providing advisory services,
the Board sﬁbmitted the “general bases for a subregional development
strategy'. |

The hasic problem which arises in this important mechanism for
policy harmonization is that of its real enforcement and operation
in the countries. It would appear that at national level, there is
some delay in carrying out, to the letter, the decisions adopted by
the Comnisgion.

"But a2lthough such a state of affairs limits the effective
influence of the integration process, with its consegquent demands
on national policies, it ought to be borne in mind that the present
decisions adopted are an important tool in the hands of the Andean
Grour. In this connexion the subregion has seen the reciprocal
interest of the different countries in their attempts to implement
the decisions adopted, this sets them on the path to making mutual
demands whereby each one is committed o implementing the decisions
or to seel, jointly, where justifiable, the modifications the decisions
require for them to be implemented fully.

5. The preferential éystem for Bolivia and Fcuador

This is one of the basic features of the Cartagena Agreement
and at the samne time a challenge to the Andean integration process,
which seelis to overcome the tendencies noted in respect of the
concentration of the benefits in some countries.

The nreferential system in favour of Bolivia and Ecuador could
fall under twe categories of measures stipulated in the Agreement.
The first are the generic ones which stipulate the obligation to

establish "differential treatment and adequate incentives to

/coupensate the
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compensate the structural deficiencies of 2olivia and Ecuador"
{article 39) in the harmcnization policy decisions, in industrial
programnes; and id decisions ccacerning the trade liberalization
prograﬁme and the establishment of external tariffs. This has begn
&qne in the case of many o the decisions adopted.

The second type of preferential measures. are those specific
obligatiqns which determine thes concessions that the remaining
countries grant ¢o Bolivia and Ecuador as from a given date.

As regarcds trade liberalization there are three basic provisions,
Firsf, the larger countries undertalke to iLiberalize, from any dﬁty or
resfriction, the list of producis included in the Immediate Opening
(approximately %0 products} to sach one of the two countries receiving
preferential treatment or 31 December 1974, Through this machinery,
significant trade activity was generated iz Ecuador, with some
interesting effects on tre attiiude of gnirepreneurs, on certain
institutional changes to prromote exporte azd simplify administrative
procedures, and also on the expansion and creation of‘new enterprises,
whereas in Bolivia its effects were limited, owing to feaspns of a
domestic and external nature. |

Secondly, the larger couniries undertook to liberalize in three

yegrs, counting from 1971, the universal %tariff which is sﬁbject to

automatic reduction, Thus, from 1 January 1974 the markets of Colombia,

Peru and Chile (Venezuela is also complyinz with this proviéion) vere
fully opened to Bolivia and Ecuador for tze entry of all those
products included in the trrade liberalization programme, except for
those included in the rese:rve List. On ths other hand, as both
countries will begin to reduce thelir tariffs by 10 per cent a year
over 10 yéars only as from 31 December 1975, they would have had the
advantage, therefore, of & sixmyéar protection period, in which to
prepare themselves for tle gradual opening of their markets.

Lastly, preferentizl margins were fixed for a list of products
of special intefest to Bolivia and Ecuador, which se far have not been

of great importance in the exports of both countries.

. "V/In the
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In the field of industrial policy, in addition to the general rule
which establishes the priority product allocation for the countries in
each programme, the Agreement lays down that of the goods which are not
produced by the subregion, if not earmarked for sectoral industrial
development programmes, a number of them should be reserved for
production in Bolivia and Ecuador only, and freely marketed in the
remainder of the member countries. This list of products (decision 28)
also marked further progress in the preferential system so that the
two countries, would have in addition to the benefits that could accrue
from the allocations of this list, the possibility of preparing their
development structures, studies and promotion of projects with a view
to industrial programming. '

The effects of this industrial instrument are different for each
country. Whereas in Ecuador, in general, better conditions have
existed to givé an impetus to allocated preojects, in Bolivia, although
some progress has been made in the implementation and study'of several
allocations, there have been some difficulties in respect of the
technological, entrepreneurial, and financial infrastructure for
implementing them.

As regards the financial aspect, in compliance with a mandate
of the Agreement, the member countries have acted jointly so that the
Andean Development Corporation and other international financing
bodies help in providing assistance to Ecuador and Bolivia in their
efforts to make some headway in the allocations, both under decision 20

and under the metal-engineering programme.

6. Venezuela's incdme and the Andean Pact

The incorporation of Venezuela in the Cartagena Agreement is an
event of ccnsiderable'pplitical and‘ec0nomic importance. The Group,
which was already sﬁbstaﬁfial, has seen its importance and incidence on
Latin America and the world.increased with the membership of this country.
The Venezuelan contribution to the Andean Group, in quantitative
terms, can be appreciated by a few illustrations; for example, the

subregional population increased from 62.6 million to 74.4 million

/in 1974$
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in 1974, and the overall zross deomestic product of the subregion, at
factor cost, rose consiieraly. increesing from 28.6 million dollars
(at 1968 prices) to 40.2 millicn dollars im 1973.

From the qualitativ: standpoint, the membership of Venezuela,
meant a considerable iancr:zase in the potential market of the subregion
since, for example, domestic dsmand for the manufactures of this
country was, in 1970, almost 55 per cent of the other five Andean
countries, and its imports of manufactures were equal in value tc almost
60 per cent of the imports of the countries in‘question. Such a
situation increases, out of all proportion the possibilities of import
substitution at éubregianal level owing to the possibility of installing
industrial plans of even nore efficient economic size to cover not
only the Andean market, but alsc for exports outside the region, mainly
of the more dynamic items covered by the production of imputs, capital
goods, and durable consumer goods. It is worthwhile considering that
in addition to the demard provicded by Venzzuela's economic structure
it is also very active zs a supply source, which will have, in addition
to the possibilities offered by its own market, the opportunity of
penetrating the markets of the other countries,

Although it is true that almest all of the countries of the
Andean Group have strengthened their range of exports of primery
commodities in recent years thanks to the price increases of these
products, Venezuela is ths country which receives the heaviest
inflowa of income, given the volumz of its petroleum exports and the
high prices of hydrocarboﬁs ir. the world market. As a result of this,
in 1972 Venezuela generatad 54 per cent of the total of subregional
exports, its share in 1974 was estimated at 60 per cent. Although it
is still not possible to forecast the evolution of prices of imports
from outside the region, particularly of equipment, machinery, inputs
and foodstuffs, short-term estimates project a significant surplus in
the total trade balance of the group of countries as a whole, mainly on
the basis of Venezuelan exports. The volume of this surplus provides
the countries generating it, and tc some extent the subregion, with the

financial muscle for sgme of them to tackle the organization of a

/subregional policy
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subregional policy to their mutual advantage so as to increase and
strengthen the links of the Andean countries, which could include
actions in several fields: production, infrastructure, technological
development, financing of exports, and alsc joint negotiations with
third countries.

' The concurrence of these factors which coincided with Venezuela's
entryito the Cartagena Agreement, together with the larger resources
which the new prices of petroleum will make available to several of
the countries of the subregion in the years ahead, will create in a
new context, many conditions conducive to the proposal of trade
liberalization policies, industrial and agricultural programming, the
achievement of equilibrium in the distribution of benefits and the
harmonization of policies, and the integrated development strategy
itself, At the same time one cannot overlook the comnotations inherent
in the presence in the agreement, of a country such as Venezuela,
whose national income, demand, balance-of-payﬁents situation, and
finaﬁcial ﬁotential place it in a privileged situation in the world.
The new situation of this country changes significantly its importance
in the group, and puts it in a strong position to take initiatives,
which could prove to be a very important contribution to the

achievement of the objectives of the Agreement.

7. Some indications on prospects for action

This integration process has advanced rapidly to establish within
the time limits the rules and decisions laid down in the Agreement.
There has been considerable political bhacking to keep the process going
and, when the inevitable difficulties arose the negotiating strength
'to find positive solutions was forthcoming.

In this complex and far-reaching integration scheme an important
achievement is the creation of juridical-institutional framework,
get up by the Andean Group iﬁ this'périod; but the objective to build up
the subregion through the éstabliéhment of innumerable inter-dependent
links will only be achiéﬁed if a series of‘économic, political, social
and cultural relationshipsrére establishéd-“ - '

/The basic




The basic future chellenge lies in the capacity of the country
to go beyond the decisicné and agreements sstablished to the forms of
solidarity and co-opereticn which offer real and significant results
for the economies of the member Stz:es, to enable them to face, in
particular, the present-international economic situation.

In these circumstances, ¢he Andean Group has several alternatives
open to it for undertaking the task of ccrsolidation which will enable
it to ensure a suitable Toundation for further advance.

It would aprear desirabls that the Goveraments meke an effort
to enforce the present decisions anl agreements by incorporating them
in national legislation aﬁ& policies. This will, in many cases bring
'about compulsory changes in internal structures to make way for the
requirements afising from the integration process. Special mention
should be made of the ne=d Tor the agreements in education and culture,
health and work to be embodied in operative strategies in their
regpective areas,

The achievenent im the near future of the implementation of
established mechanisms within the time limits fixed by the Agreement
seems to be one of the poszsible future actions for the consolidation
of the group. At the same time, progress could be made in the
formulation of new bases for the irtegraied development strategy
particularly taking into sccount the experience accumulated and the
new international situation.

Vig-3~vis third countries, it is still unclear how and in which
sectors the import substitution strategy at the regional level could
be complemented by an aggresive policy to export manufactures to the
rest of the world. 1In additicn to the foregoing, one could go deeper
still on the form, and the fields iz which it could be possible to
use the common bargaining strengihk of the Group to enter into specific
and useful negotiations with the rest of *he world.

A path which ought to be explored in greater detail is how tfo
strengthen the social fcurndation o7 the present integrafion PYrOCess.

Opening it to the creativity of the social forces, under certain central

/guidelines, would
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guidelines, would be a good way of channelling the energy and dynamism
which have already been seen, but which have lacked continuity and
means of expression.

A wide area of future éc%ion could be the posiibility of studying
and undertaking new non-cqnflicting actions or projects invelving
the various State institutiohs, which have no direct relationship
with trade, industrial and agficultﬁral programming, and fhe
harmonization of ?olicies, Bufiwﬁich could establish a network of
joint projects in fields of so@ial welfare and in others of economic,
scientific, teéhnological or cﬁltural importance.

Likewise, it will be necessary to study the future actions that
the Andean Group will be impleménting to help in finding practical
solutions to the difficulties which both Bolivia and Ecuador face in
making effective use of the preferential system. Experience shows the
importance of a constant review of the achievements in respect of the
harmonious and balanded distribution of‘benefits, and the reduction
in the initial differences in levels of development. This will be

one of the prerequisites for the success of Andean integration.

D. THE CENTRAL AMERICAN COMMON MARKET 7/

1. Recent Trends

buring the early 1970s, relative stagnation and abnormal conditions
continue to preﬁail in the Central American integration programme, but
concrete steps have also been taken to renew, by various means, the
ties\of interdependence.

2/ An BECLA study of which the provisional title is "La integracién
econdmica y la sustitucidn de importaciones en América Latina"
("Econonic integration and import substitution in Latin America'),
end which is shortly to be published by the Fondo de Cultura
Econdmica, contains a very detailed analysis of the structural

factors and the most marked features of the crisis, in particular
at the close of the 1960s.

/The course
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The course of events in the various Central American economies
during the 1960s shows thzt the speedy headway made in the integration
process was accompanied by s rapid rise in the growth rate of the
product. In contrast, it is eignificant that in more recent years the
growth rate of the per capita product shous signs of slowing down and
even of remaining staticnary in the ccuntries most directly affected
since 1969 by the crisiz and the disruptions in the Common Market.

This seems to refelct tie closz relationship between development and
integration, although account must also be taken of external influences,
which have played an impcitant role. '

In 1973, however, intra-area frade regained the impetus lost at
the end of 1969 and in 197C. In addition, there is an increasing flow
of trade in manufacturzd zecods which reprazsent a sizable proportion of
the outﬁut of some sectours in certain countries.

Through the High-Level Commiitee set up in the course of 1973 to
expedite the restructuration of the Common Market, governments have
been considering the factors that are hampering the progress of
integration: ill-balanced participation in the benefits of integration,
inequities in the chial siructure, external deficits and insufficiently
flexible community instruments. It has been recoghized that the
stagnation of the Common Market is imputable to difficulties for which
no effective solvtions, satisfactory to every member country have been
found, and that integra<lon called for new lines of conduct whose
adoption takes time. Nevertheless, developments worth noting in this
same period are the temjorary bilateral agreements signed by Honduras
with three countries of the subregion, by virtue of which it rejoins
the free-trade system, and its participation in the process of
restructuration of the Commor Market. Then, too community aid was
forthcoming for Nicaragia on the occasiorn of the 1972 earthﬁuake, and
for Honduras in 1974k after the passage of the Hurricane Fifi. The
peried 1973~197L4, thereforsz, may well signify the beginning of a process
of recovery founded beth on past experierce and on the possibilities and

dangers of the international situation.

/2. Regional



- 235 .

2. Regional trade

‘ During the 19605 the establishment of the free-tradé area, of
the common external tariff and of national development policies had
a tonic effect on trade. But the difficulties besetting the Coumon
Market at the end of the 1960s were reflected in a relative weakening
of trade flows, and only in 1973 did intra-area trade recover a share
in total exports similar to its higheét rate of participatiogJin the
preceding decade (23.5 per cent and 22.9 per cent in 1968 and 1973,
respectiveiy).

The geographical distribution patterns of trade have not
significantly altered in the early 1970s. The intra-area trade surplus
is still concentrated in Guatemala and El Salvador (see figure 2);
Nicaragua's deficit has been aggravated partly as a result of the
natural catastrophe it suffered at the end of 1972; and Honduras sand
Costa Rica are gradually reducing their negative balances.

There are no signs that major changes are likely to take place
in intra-area trade flows over the short term, since the relative
participation of Guatemala and El Salvador together (62 per cent) has
remained virtuvally unchanged since 1965, except that Guatemala has
supplanted El Salvador as the area's leading supplier, since El Salvador
has traded with three countries only. Honduras has been losing ground
in both relative and absolute terms since the beginning of the 1960s,
and is still doing so to an even greater extent; while Nicaragua and
Costa Rica, starting from low levels, have taken better advantage of
the creation of the expanded market. These disequilibria detract from
trade stability and perpetuate the root problems underlying the
stumbling~blocks to subregional integration.

Trade in manufactures has been steadily gaining importance in
intra~area trade as a whole, inasmuch as in 1968-1973 it represented
a proportion of exports ranging from 70 per cent to 80 per cent; sales

of yarns, woven fabrics and other textiles, glass, hand-tools and

/Figure 2
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houseﬁold ufensils nade of base meitals are predominant,§/ absorbing
36 per cent of total trade in goods, and chem1ca1 products account
for over 20 per cent Whlle processed goods cf agricultural orlgln
and others of a more traditional type (Standard International Trade
Cla831f1cat10n /512;7 sections O to 4) have lost some of thelr
relative 1mportanceq

In contrast the structure of experts to the rest of the world
reflects 8 marked dependence on agricultural commodltles, since 1n 1973
exports of coffee, bananas, cotton, meat, sugar and wood alone
represented 85 per cent of total extra—area exports of goods., The
remainder was made up of fish products and certain manufactures.
Although ‘the volume of extra-area exports is not yet very considerable
for the countrles in the aggregate, it is by no meaus negllglble,
espec1ally where trade to Europe is concerned, and would not ‘have been
p0551ble w1thout the. experlence acquired durlng the 19605 in trade 1n
these goods within the framework of the 1ntegratlon movement. Among
the factors that may have helped to determine the relative succeés
achieved 1n the sale of manufactures in very recent years must be counted
the channelllng of some part of 1ntra-area trade towards third countrles,
as a result of the situation whlch arose in 1969.

3. Intra-area trade and industrial development

In its early stages, the development of manufacturing was -
encouraged by the common tariff, the expansion of domestic markets -
under the aegis of free trade and the 'national laws establishing
indusgtrial development'incentivese-'Furthermore, during the first half
of the 1960s traditional agricultural exports did remarkably well, and

supported economic growth. This periocd witnessed a phenomenon very

§/ In‘the SITC classification these products are grouped in‘section 6,
under the generic title of manufactured goods classified chiefly
by material.

/seldom seen
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seldom seen in Latin America: coacurrently with the improvement of
the capacity to import, consideraovle progress was achieved in import
substitution.

But from 1968 onwards the march of industry lost impetus. Extra-
regional sales of agriculturai compodities failed to make headway,
and the result was a balarce-of-payments defipit, since extra~area
imports had continued to grow, especially purchases of raw materials
and inputs needed for the substitution process. Moréover1 the absence
of any kind of forecast of the ieﬁelopment nossibilities and options
offered to Central American industry in the context of the Common
Market made itself more plainly felit. In the formation of the Central
American Common Market (CACM}, pgrea:er progress was made in measures
for the iiberalization of intrez-area trade combined with a measure
of protection against external competitior, than in those aimed at
programming industfial deveiopmeht and the lines aiong which its
results should be directed. Owiﬁg to the limited operatioﬁal force of
instruments that would have helped to orientate industrial development,
it was the countries which had a broader iﬂdustrial base at the outset
that took fuller advantage of fhe benefits of tﬁe new situation.
Again, given the lack of a selective regionai policy designed‘to
ensure the participaticn of Central American capital, foreign investment
under the national laws in force, whﬁch were sometimes reciprocally
competitive, helped to set & course for the.potential effects of the
Common Market on the industrial sector. Between 1959 and 1969,
58 per cent of direct foreign investment was plaéed in Guatemala and
El Salvador - countries which possessed initial advantages -~ and was
primarily geared to the satisfaction of the area's demand, playing a
decigive part in determining the volume of intra-arca exports of
manufactures that was generated.

The capital formation process was reflected in a substantial
expansion of industrial praduction czpacity, but in some branches area.
demand was overestimatesd, which gave rise to considerable margins

of idle capacity.
/The broadening
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The broadening of the Central American Conmon Market produced
its wost favourable effects in Guafemalaiand El Salvador, but these
were also the countries in which the prggress of industrial develonment
was nost manifestly affected by the Common Market problems when they
arose; between 1967 and 1973 the share of the manufacturing sector in
the product stood at 15-16 per cent in Guatemala, and fluctuatecd
between 19 and 20 per cent iﬁ El Salvador.. In Honduras and Nicaragua,
on the other hand, and also in Costa Rica, manufacturing activity
continued to increase its pérticipation in the economy, possibly as én
result of the internal channelling of intra-area trade in manufactures
which derived from the 1969 situation, as well as of the relative success
achieved in the sale of some products to third countries.

Table 2 traces the evolution of the proportion of domestic demand
supplied by imports in 1960-1971, divided between imports from the
rest of the world and those from the area itself, and broken down by
major industrial groupings.9/ It can be seen that in the manufacturing
sector as a whole the import component from outside the area decreased
from 36 3 to 31. l per cent, whereas the share of intra-area imports
climbed from 1.4 to G4 per cent (with a slight falling-off in 1971 as
" conpared with 1970 for obvzous reasons). This is clear evidence of the
impact of Central America's - import substitution process. - A point to
be noted at the sectoral level is the substantial increase in the
intra~area manufacturing content in the fextile, rubbet, chemical,' A
basic metal goods and électrical,épplianées'industries; This progress
both in production and in trade on the part of such intermediate
activities as the metal-transforming industries has been.achievéd
through the manufacture of goods based on cowparstively simple processes
ahd in many instances on assembly operations, and having, in general,
little value added. In the chemical industry, for example, tie
leading place is taken by parachemical products and in the

. PR

9/ No sectoral informaticn is available after 1971 for total foreign
trade or for the gross value of industrial production.
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- 2ho -

Tavle 2

CENTRAL AMERID Az EVOLUDIOR OF THR COEFRICIEN? OF IMPORYED SUPPLIES
N REATION T0 JOVESTIC DEMAKE

(Pen%}
Trali Inmtorme Hetal Miseel Total
$ionel diate trars laneous manif a0,
induge mﬁu‘% forning indus- . turdng
tria:.—B/ trias‘z’/ industrdes &/ triess/ sector
Imports from
outside the
area
1960 12.9 6649 86,3 56«9 3643
1567 8.9 g 7641 35.1 3.0
1970 7-6 ' 1&%3 73.3 28,1 3009
1971 740 33.2 7502 33,0 31.1
Intra-area
imports
1960 Lol 251 045 1.4 L4
1967 9.0 1le6 Fe2 1243 749
1970 8.6 13k ol 12.8 Selt
1971 ' 7ot 12.2 Ba9 11.0 8.4

Source: "La industrializecién y los eiqusmas regionsles de sooperacidn econémiea. EI case del Meree
do Comfin Centroameyicanc’, CTPiLAEX/74/18, Saptember 197k

Inoluding mejor groups 20 to 26 and 29 of the Inbernational Standard Industrial Classification of
all Economic Activities {iSIC), United Nations Statistical Papers, Series M, NO l, Reve le
Ineluding ISIC (Revel) imajor groups 27 and 30 to 33

Including ISIC (Revel} major groups 34 to 33,

Including ISIC {Rev.1) major groups 28 andé 39.

el

' /metal-transforming
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metal-transforming industry by durable consumer goods, manufactured
or assembled on the basis of raw materials and parts imported from
outside the areaj; capital goods'still represent only a small fraction
ol output. - .

Notable headway has been made in import substitution,
notwithstanding which coefficients of imports from the rest of the world
are still high (see again table 2); for example, in 1971 the metal~- .
transforming industries imported 72 per cent of the supplies needed to
meet area demand, and the intermediate and miscellaneous industries
33 per cent. This weans that there is still an ample margiﬁ for
inport substitution, since industrial development is continuining to
rely on imports of capital goods and inputs which the area cdoes not
nroduce. Ingofar as the esize of the area nmarket permits! or as
economic co-operation activities are undertaken with other Latin
American countries outside the area, these sectors may offer significant
development possibilities.

In 1971 trade absorbed more than one-fourth of Central American
production in several sectors including, among others, electrical
machinery (40.7 per cent), chemical products (36.8 per cent),
textiles (29.9 per cent) and rubber manufactures (25.6 per cent).
There are alsc a number of sectors in which the proportion of output
traded ranged from 12 to 25 per cent. Clearly, then, significant
advances have been made in the trade liberalization process linled to

the integration movement.

. The restructuration process

In the course of 1973 the Central American governments set up
two forums for study and decision~making, to undertake the tasl: of
drawing up directives for the restructuration of the Central Aumerican
Commzon liarket. The first of these -~ the High-Level Comuitiee - in
which the five countries are taking part, is to review the integrated
‘development strategy formuléted by the Permanent Secretariat of the
General Treaty on Central American Economic Integration (SIECA) and

present its conclusions to a second organ - called the

/Tripartite HMeeting
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Tripartite Heeting - of an executive character. Following several
meetings in 1974, the Committee reached impcrtant decisions as to
tihie objectives of the new policies in the fields of industrial
development, investment, free trade, harmomnization of tax system,
co-ordination of development plsns, agriculiural policy and science
and technology. ILastly, on 11 December 1974 SIECA presented to the
Committee the draft of a new itreaty setting up a Central American
economic and social community. The governments will proceed to the
analysis and negotiation of this draft during the first half of 1975.

The High-Level Committee reached consensuses in the above-
mentioned fields which indicate, in broad outline, the scope of the’
future commitments that ths five member States would ewmhody in the
basic restructuration instrumenz. |

Another current development is the gradual reincorporation of
flonduras in the Common lizrket. It has signed bilateral trade agreements
with three other countries under which it is granted preferential
treatment as a relatively less developed country; but these agreements
are of an interin nature, inasmuch as they are subject to the
restructuration of the integration prograrme, and have to be
renegotiated from time to time in conformity with the evolution of

trade flows.

5. Probvlems deriving from the current situation

Alongside these lires of action, directed towards establishing
new bases for the intercdependence of the five'Central American countries,
other measures have been taker fo tackle short-term problems.

One of them was the emergency technical and financial aid extended
to Nicaragua after the =2arthquake which devastated Hanagua in
December 1972

Then, too, the countries have begun to suffer inflationary
pressures and shortages of raw meterials that are unprecedented in the
econonic history of Central America. The sudden upswing in the prices
of imports of primary commodities and strategic products and the

disruptions in the Interaational monetary system have generated

/considerable internal
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considerable internzl pressures on prices. As early as mid-1973 a plan
of action was proposed to cope with some aspects.of the increase in
donestiec prices, but unfortunately the plan in question has not so far
found expressioﬁ in specifid measures to deal jointly with the problem.

As regards petroleum and its derivatives, provisional estimates
suggest that in 1973 imports of crude o0il totalled 133 million dollars,
a sum which represented 5.7 per cent of total imports and 8 per cent
of exports. It is estimated that the value of these fuel imports will
have risen to about 400 million dollars in 1974. The impact of such
an increase is rendered still more severe by the rige in prices of
petrochemical products used as rav materials.

If the factors listed above are taken together with the
contraction in the supply of agricultural commodities in 1972/1973,
resulting from prolonged droughts and marketing problems, and with the
low growth rate of private investment in the industrial sector, the

seriousness of the inflationary pressures will be all too evident.

6. Central American integration prospects

The prospects for the integration movement are governed by
divergent forces. The failure to settle the dispute between two
countries is gtill the greatest obstacle in the way of the integration
programme., It has held up the adoption of a series of joint measures
which might be the best means of overcoming the gifficulties at
present resulting from the evolution of the international economic
system. The settlement of the conflict and the application of
concerted measures are two interrelated steps that might clear the way
for a development strategy which, while keeping up co-operation in
the existing fields, would promote it in others where it could
etrengthen the area'’s position in the present international situation.

On the other hand, there are signs that the stage is set for
maintenance of interdependent relations. Progress is being made in
the conversations between El Salvador and Honduras, and all five

countries are participating in the High-Level Committee to study and
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prepare a draft treaty for {the restructuration of the Common Market,
with the assistance of SIECA.

-An interesting even® in the external sector is the participation
of four Central American countrizs (includirg Honduras) and of SIECA in
the establishment of the Union of Banana Exporting Countries; in 1974.
Similarly, the five countrizs have jointly faken part in the preparatory
work for the next round cof GATT negotiations, with a view to presenting
a common external trade pclicy. Arnother striking feature is the creation
of a working group with the participation of Panama, to formulate a
crash agricultural plan simad al promoting domestic production and
supply of foods, in order to obiain supplementary supplies of grains
and inputs from external sources and make the area self-sufficient
in staple grains. Lastly, during the conference at Puerto Ordaz
(13 and 14 December 1974}, the Presidents of the Central American
countries, Panama and Venezuels signed an agreemest under which
the five Central American countries and Panama will retain part of their
coffee crops in 1973/1974 and 1974/2975, with the support of loans
whose source is an 80-millien-collasr fund finaﬁcea by Venezuela.
Mopeover, Venezuela sigrec another co-operatibn agreemtent with these
countries granting them balance-bfnpayments financing for the pﬁrchase
of Venezuelan petroleum. Urder the terms of the agréemenf,-Venezuela
will supply them with 66,200 berrels of oil daily at six dollars per
barrel. The difference between the interrational market price and
the price agréed'upon will bevdepoéited in the national currency of
each country in its respective central bank, to be devbted to the
financing of investment projects which wilil contribute to the
development of the area's natural resources. It may be hoped that
this financing progrémme will be épplied in such a way a5 to help
to strengthen the subregisnal intezration movement.

Another point werih noting is the progreés achieved in the
monetary field with the emtry into force, in October 1974, of a new
Central Américan Monetary Agrsement fusirg the three instruments by

which the area's monetsry integration process was previously governed,

/and thus
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‘and, thus. giving the central banks greater freedom of movement in
dealing with balance-of-payments problems. This event is illustrative
of the concern arocused in the area by the international economic
situation.

In the proceedlngs of the various Common Market forums, including
the Meeting of Ministers for Agrlculture, that of Ministers for
Economic Affairs and, of course, the Puerto Ordaz meeting with Venezuela,
Panama has played a steadily increasing part. This does not
necessarily mean the total incorporation of Panama into the "community"
envisaged in the draft treaty prepared by SIECA, but it does indicate
. & progressive strengthening bf the links between it and the rest of
Central America. R

Lastly, & consensus is taking shape with respect to the necessity
of convening a meeting of the Central American Economic Co-operation

Committee early in 1975, for the purpose of discussing the repercussions

of current international problems on the economic development of the area.
E. THE CARIBBEAN COMMUNITY AND COMMON MARKET 10/

In July 1973 the Caribbean Community and Common Market (CARICOM)
. was created to replace the Caribbean Free Trade Association (CARIFTA),
which was established in 1963, and incorporated Barbados, Guyana,

- Jamaica and Trinidad and Tobago, together with the countries members
of the East Caribbean Common Market. The new Caribbean integration
scheme has more far-reaching objectives than the former system. To

the programme for free trade, as the main factor in the area's economic

10/ 1In the fellowing analysis, for the period previous to July 1973
reference will be made to CARIFTA; for the period between A
July 1973 and July 1974, to CARIFTA/CARICOM, gince it was only
on the latter date that the countries members of the East
Caribbean Common Market acceded to CARICOM; and, after
July 1974, to CARICOM.

/and social
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and social development, it zdds (he expansion of the geographical area,
inasmuch as it is potentielly opea to all ¢hs Caribbean countries,
and it also includes joini nzcaanisms for the cow~ordination of

economic policies.

1. Expansion of intra-ares trade

In contradiction to what has happened in other Latin American’
integration programmes, the products coversd by the CARIFTA intra-area
trade liberalization progranme have enjoyed the benefit of a rapid
decrease in import tariffs. Tn 1973 almost 90 per cent_of intra-area
trade was duty-free. For extra-area trade; the member countries
brought a common external tarif? inte force in May 1973.

This body of measures has had a favourable influepce on intra-area
trade, since betwegn 1968 and 1973 the share of imports from within
the area in total imports increased {rom 4.9 per cent to 7.2 per cent,
respectively., But it shounld be poirted out that although the expansion
of intra-area trade has comewha’ modified I ts compesition, which was
previously based on few producis, this change has not been very marked,
since the structure of preduction is still underdiversified. DBut the
Caribbean area is now third on the lList of suppliers of its own
member countries, after thaz Unlted States and the United Kingdom.

Table 3 shows the scale of intra-arza trade in each of the larger
countries individually, and in the relatively less developed countries
in the aggregate.

The four larger courtries (Barbados, Buyana, Jamaica and Trinidad
and Tobago) have played an increasingly s’gnificant role in the
intra~area import trade, for whereas in 1968 their imports represented
65 per cent of the trade in question, by L973 their share had risen
to 74 per cent. In the expor: trade, they have taken an even more
leading part, since according to estimates, in 1973, 92 per cent of it
was concentrated in their hands. Tablie 4 gives some idea of the
relative importaﬁce of these four countries in 1972, and figure 3

traces the evolution of their trade balarces between 1967 and 1973.

/Table 3



- 247 o

Table 3

QARTFTA/C RICOM: SHARE OF INTRA~AREA IPPORTS IN TOTAL IMPORTS

(14llions of East Caribbesn dellars st eurrent prices)

Country or 1968 1970 1975
group of Intra Percent : Intra Peroent : Intra Poroent
countries Total ares  ege Total area  age Tatal area  age
Barbados 168,0  17.0  10.1 235.0 27,0  11.5 37240 U2 12.k
Cuyane 220.0  29.5  13.4 268:0  37.8 141 268.2  B4.1  21.0
Jamelea, 768'0 8!6 I.1 1 050.0 1901 108 1 275-0 6?.7 5-3
Trinidad &nd Tobago bf 856.5 1640 1.5 1 0B7.0. 2649 2.5 15364  39.6 246
Subtotal 20125 7lel 3,5 2640.0 110.8 4.2 3 M6 207.6 - 6.0

East Caribbean

Common Market

plus Belize 221.7 376  17.0 320.2  57.7  18.0 bsltez 73,6 18e2
Total cARIFTA/

CaRICOM 2.234.2 "208.7  M.9 2 960.2  168.5 5.7 38968.8 281.2 7.2
Source: ECLA; Port of Spaln Office, -Overviaw of economio activity, 1973, ECLA4/POS/74/10, 31 July 197H.

_g,/ Eatimates, oxcept for Jamaica and Trinided and Tobago. ‘

_13/ Including petroleum imported under the processing agreemsnt, which iri the years in gquestion repre -

sented about 50 per eent of total imports,

/Table &
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Yable U

(Porsentasys)
T . . Relatively
\\I\mf orter Barbadog Guyrana, brinidad Sub less Total
S Janzise and =
~ s/ b total develaped &
Exporter \\ Tobago ceuntriesg/
Ao Imports
Barbados o/ " 1,1 5e0 18.h4 Ge2 2042 9.9
&vana E/ 15.6 - 23.2 2503 1508 7'5 13'?
Jamaics, 16,0 a2 - L&,y 17.0 1640 16.7
Trinidad snd Tobago 60,6 754 £2.1 - 53.4 Lg.3 5243
Subtotsl 9242 9647, 90,3 50,1 92.4 930 9246
Relatively less
developed oountries 7.8 303 967 9.6 y 7.0 744
Total CARIFTA/CARICOM 1000 100.7% 12040 - 100,0 100.0 100.0 10040
Y. Exporis of
Barbados a/ - 7e8 1242 26,3 by 59.6 100.0
Guyana. P'/ 18.8 - '40.9 26-0 85.7 1’*.3 100.0
Jamaioa 15,7 19,8 - 394 4.9 25.1 10040
Trinidad and Tobago 19.0 277 28.6 - 7543 2he7 100.0
Subtotal 16.4 20,1 23:5 13,7 237 26,3 10040
Relatively less .
develcped countries 173 8.7 31.3 18,53 7546 PR 100.0
Total CARIFTA/CARICOM 16,1l 1942 241 14,1 79.8 26.2 10040

Source: ECLA, Port of Spein Office, Overviou of eoomomlo sotivity, 1973, ECLA/POS A4/10, 31 July 1974

a/ (n the basis of January-Jduly 1573,

b/ (n the basls of January-September 1573,

8/ The figures for 1973 are estimates for all %he relatively lecs developed countries, except Beliza, based
on sxports tother markets from the lurger courtriss,.

4/ Provigional figures.

9/ Assessed in terms of imports.

/Figure 3
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Figure 3
CARIFTA/CARICOM : INTRA-AREA TRADE AND TRADE-BALANCE POSITIONS BETWIEN

1967 AND 1973
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Despite its recent diversification, the intra-area trade of
Trinidad and Tobago is still conceatrated in a few products. On the
export side, petroleum products, cement and fertilizers continue to
make up a major proportion c¢f its sales, although it is beginning to
export an increasing volumz of 1light manufactures and of durable
consumer goods such as reflrigerztors, gas cookers, radio receivers and
television sets. Its principal imporis are still rice from Guyana and
market-garden produce from he Zast Caribbean.

Foods, electrical eguipment and chemizal products constitute
most of Jamaica's exports to the area. As regards imports, Trinidad
and Tobago retains its position as Jamaica's leading supplier, providing
it with 62 per cent of its intra~avea imports (see again table 4).

Imports of petroleun products account for half of Guyana‘s
intra-area trade, and chemical products and foods make up the rest.

On the export side, agriculturai commodities continue to represent the
greater part of its salesz to the area, but the share of chemical products
and other manufactures iz graduslly increasing.

The rapid expansicn of intra-arvea trade has had little influence
on production. For examplz, the share.of the manufacturing sector in
the area's gross domestic product has remained virtually unchanged:
14.5 per cent in 1968 and 15 per cent in 1972,

2. Broadening of tihz integration prccess in the Caribbean

Awareness of the dzficiencies of the free-trade programme as the
chief factor in the area's economic and social development has been
evidenced on nany occasions. Conssquently, during 1973 action was taken
to expedite the establishment of the Carivhean Community and Common
Market, as a further stepr towards more fully integrated co-operation.
For example, preliminary draf: intra-area agreements were analysed,
the aim of which was to avoid double taxation in order to encourage
the inflow of private capital from the larger countries to the
relatively less developed countries; fiscal incentives to industrial
development were harmonized, preference teing given to the relatively
less developed countries:; and the structuration of a common external

/tariff was
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tariff wae sketched out. "Lastly, in Georgetown it was decided to
create the Caribbean Community and Common Market as from 1 August 1973.
The Prime Ministers of Barbados, Guyana, Jamaica, and Trinidad and
Tobago implemented the Georgetown Accord by signing the Chaguaramas
Treaty on 4% July 1973. The time schedule drawn up enabled the larger
countries to make progress in the establishment of the Caribbean
Community and Common Market, while at the same time incorporating
temporary arrangements under which the relatively less developed
countries could accede to-CARICOM.

Thus, in April 1974 the Caribbean Cemmunity and Common Market
was joined by Belize, Dominica, Grenada, Montserrat, St. Lucia and
St. Vincent, and in July of the same year by Antigua and
St. Kitts-Nevis-Anguila.

The decision reached at Chaguaramas is attributable to the prior
existence of CARIFTA, and the agreement does not confine itself to
establishing a free-trade area, since its objectives are of wider scope
as regards the co-ordination of economic policies and the extent of
the geographical area couprising the member countries. Under the first
head may be mentioned the establishment of a common external tariff,

a common protectionist policy, a trade régime vis-a-vis third countries,
harmonization of tax systems, rationalization of agriculture, a common
exchange rate and monetary policy, co-ordination of economic policy

and joint action in relation to industrial development programmes and
to the encouragement of tourism. Special treatment for the relatively
less developed countries was also stipulated.

Under the relevant treaty, full membership of the Caribbean
Community (CARICOM) is open to all the Caribbean countries 11/ instead
of to the English-speaking countries only, as was the case with CARIFTA.

The agreement setting up the Caribbean Common Market is automatically

11/ During the St. Lucia weeting in April 1974, the governnents of
Haiti and Surinam displayed interest in joining the Community.
Haiti officially submitted its candidature for membership as
early as May 1974,

/open to
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open to former members ol CARIFTA. As in the case of the Community,
any Caribbean country car join the Common Market. And here too options
are offered, since it is pcssible to he a member of the Common Market

without joining the Caritubzan Community.l2/

(a)  Foreign trade

Copcurrently with the signing of the Chaguaramas Treaty, the
four relatively more developsd couniries decided upon a common external
tariff which came into Torce om 1 August 1973%. As the other countries
gradually take up memberszhip of CARICOM, this tariff will be extended
to 211 extra-area trade. In order to apply these measures a time s
schedule was established which provides for total uniformity of
external tariffs by 1981 (fariffs for most goods will be harmonized
by 1976). The relatively less developed countries, with the exception
of Belize and Montserrat. will adopt as initial tariffs those of the
East Caribbean Common Market, and will make the necessary adjustuents
with that level as their starting points These countries will be
entitled to maintain their existing exterral tariffs until 31 July 1977;
the deadline for their subseguent adjustment to the CARICOM common
external tariff will be 1 August 1981.13/

Lastly; a ban has bzen placed on restrictive trade practices and’
regulations have been drawn up with respect to provenance, on the basish
of the criterion that profusts whose extra-area import content exceeds
50 per cent of the export price will not be eligible for treatment
under the liberalization programme. For the relatively less developed

countries the ceiling figure is 60 per cant.

12/ For further details see ECLA, Port of Spain Office, Ampliacidn
del proceso de irntezracidn el Caribe. Nota sobre algunos
procedimientos y aspectos institucionales, E/CN.12/1976.

A3/ Montserrat will be allowed tc maintain its existing tariff until
31 July 1981, after which it will have to bring it finally into
line with the common external tariff by 1 January 1985.

/(o) Industrial
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(b) Industrial development

The main objectives of integrated industrial policy are as
follows: 1h/ ‘ | -

(i) to step up the utlllzatlon and pr009551ng of the areals raw
materials;

(iij,to promote increased industrial efficiency by designing
plants of a size adapted to the subrégional-market;

(iii) to favour exports of manufactures both within and outside
the area; and ‘

(iv) to promote the installation of factories in the rélativel&
less developed countries, in order to secure equitable distribution
of the benefits of industrial development. __/

An Agreement on Harmonization of Fiscal Incenfives to Industry
came into force on 1 July 1974 Under its terms, the relatlvely less

developed countrles are empowered to grant, ceteris paribus, greater

advantages than the larger countries. Provmglqn was also made in this
agreement for another fiscal measure designed té aﬁéid international
double taxation, in order to encourage the inflow of private capital
from Barbados, Guyana, Jamaica and Trinidad and Tobago to the relatively
less developed countries, in the form of mixed enterprises.

Lastly, the Caribbean Investment Corporation was set up on
1 June 1973, to give finaneial support to investment programmes channellec
into the less developed countries and based on the list of industries

established in the Georgetown Accordn

14/  See Interamerican Develapment Bank (IDB)/Instltute for Latin
American Integration (INTAL), El proceso de integracidn de América
Latina en 1973. -

15/ In the Georgetown Accord of April 1973 (annex II) a list of
industries to be promoted in the relatively less developed
countries was adopted. Mention may be made, among others, of the
manufacture of aluminium products {tubular furniture, window-frames.
¢locks, shirts and underwear, silencers for motor vekicles,
mattresses, cigarettes, beer and gramophone records, reinforced
concrete products, copra oil and fat, and packing materials
(paper and plastic bags, corrugated board boxes).

/These fiscal
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These fiscal arrangewents and the creation of the Corporation
were decided upon at Georgetown in April 1973, and show the extreme
care that was taken by the FEeoads of Governmests to make an equitable
distribution of costs ané benefits within CARICOM.

Another important aspect of the harmonization mechanisms is the
periocdic evaluation which i35 to be made in crder to compare the progress
envisaged with that actually achieved. It is hoped that the harmonizatio:
of policies will help to rsduce competition to obtain extra-area
investment and will constitute z basis for “he formulation of a
co~ordinated industrial developument policy.

(c¢) The agricultural sector

The expansion of the Carivbean integration movement inveolves
the revitalization of agricultural production. The CARICOM secretariat
is forming an agricultural planzing agency for medium-term projectsz.
Apart from the Rice Agreement estabdlishing Guyana as the sole area
supplier of the rice-deficit CARICON couniries, agricultural co-operation
has developed through two principal instruments: the Agricultural
Marketing Protocol and the Oils and Fats Protocol or marketing
agreement.l6/
{(d) Infrastructure

There is very litt..e that can be done in respect of road and

rail integration. But the countries members of CARICOM have agreed o “y
to set up a Regienal Shipuning Council to deal with waterborne and \
airborne passenger and frzight transport, as well as with the improvement .

of airports and seaports. As regards energy, the rise in petroleunm
prices has had severe repercuszions on industry and agriculture.
Trinidad and Tobago hae proposed the creation of a special fund in
the Caribbean Development Bank to which it would make an individual
contribution. This fund wculd be zarmarked for those relatively less

developed countries which, in view of their constitutional linkage

16/ See ECLA, ,CARIFTA dsvelovments_in 1973, POS/INT.7h/1,
January 1974,

Jwith the
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with the United Kingdom, cannot take advantage of the loans granted
to its members by the International Banli for Reconstruction and
Development (IBRD). Venezuela, as an active member of the Caribbean
Bank, is also proposing to make a contribution.

(e) Financing

Something has already been said of the role assighed To the
Caribbean investment Corporation in the promotion of industrial
projects for the relatively less developed countries. Its initial
capital will be 5 million Bast Caribbean dollars, with major
contributions from Jamaica and from Trinidad and Tobago. Only the
area's own public and private sectors can be shareiiolders. 1In
addition, by the end of August 1973 the Caribbean Development Bank
had lent a total sum of £5 million Bast Caribbean dollars, 75 per
cent of which had been allocated to the relatively less developed
countries for the agricultural, transport and communications,

hezalth and other sectors.

3. Prospects for CARICOM

The broacdening of the intepration process has posed certain
problems and set up certain obstacles which will have to be overcome.

Among the relatively less developed countries, Grenada alone
is entirely independent and eligible to take part in the whole range
of CARICOM activities. The Bast Caribbean countries cannot yet
participate fully in external affairs owing to their linlage with
the United Kingdom; they depend on the sterling area and it is
difficult fof them to present an independent common front as do the
Central Bankes of the four larger countries. An independent exchange
rate would facilitate exchange contreol, practices znd regulations
in the whole of the ares.

Lastly, it is to be hoped that industrial development will
help to solve the acute unemployment problem, since the agricultural
sector alone cannot absorb the increase in the econowmically active

ropulation of the area.



