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FOREWORD

The Economic Commission for Latin America and the Caribbéan
(BCLAC) held its twenty-first session in Mexico City from 17 to 25 April
1986. At the opening ceremony of the ministerial level of that séssion the
Presideat of the Mexico, Miguel de la Madrid Hurtado, inviteéd the
Commission to “once more take up its historical legacy and the great
tradition of clear, independent thinking it has developed in the course of
ies history and provide an up-to-date conceptual framework: that is
appropriate to the problems of the region”. The Presidenit called for such
a process of “analytical renovation” in view of the “complexity, magni-
tude and relacive noveley of the problems we are jointly facing”.

He identified four specific copics which are especially relevant for
the countries of the region —economic stabilization schemes, the
interrelationship between the external debt and the international finan-
cial system, the adjustment of national production processes to the new
circumstances, and the role of intra-regional co-operation— and con-
cluded by saying: “as Presideac of Mexico, I callupon and convoke ECLAC
to promote an extraordinary meeting to encourage an ordered analysis of
the four topics pointed ouc”. The Commission, for its part, welcomed
President de la Madrid's proposal and decided, in its resolution 487 (XXT)
of 25 April, to convene the special conference in question.

The Secretariat has prepared the present study in the light of the
President’s appeals and in fulfillment of the above mandate. The study
contains the Secretariat’s point of view on possible options for action on
the topics identified by President de la Madrid. In addition, and on a
broader level, it presents some reflections —which touch upon the very
raison d'8ire of the Commission— on the development of cthe countries
of Latin America and the Caribbean in the context of the obstacles which
have hindered same in recent years, and its prospects for the futuce, In
prepararing the scudy, account was taken of the views of a considerable
number of government authorities and academic circles of the region,
brought together especially for this purpose at a series of seminars held
between September and November 1986.

It should be noted that this document does not pretend to be
all-embracing, Many topics of great relevance to development, such as
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environmental, energy and demographic variables, are not dealt with in
it in sufficient decail. This in no way means thac these topics are consi-
dered of minor importance, but reflects the need to concentrate on a
limited number of concerns which will make i¢ possible to highlight some
aspects considered to be crucial in the current circumstances.

Among these concerns, there are some which have been of long-
standing interest to ECLAC, such as the relations between the centre and
the periphery, industrialization, intra-regional co-operation, and accum-
ulation. These problems, however, are now explored in the context of
new circumstances, thus possibly giving them features which are differ-
ent from those of the past.

In the final analysis, the aim is to make a contribution to the debate
on how to overcome the crisis, and on development, from an action-
oriented Latin American and Caribbean scandpoint, and, on the basis of
this, to make a synthesis of the two interrelated central copics on which
the concern of nations and governments is focused: how to achieve
economic development and also consolidace and expand processes aimed
ac furthering democracy and participation.



SUMMARY

1. This document deals with the vast and complex field of economic
recovery and development in Latin America and the Caribbean. It
explores some of the obstacles faced by the countries and offers guide-
lines on how to tackle them. Although the region is characterized by the
great diversity of different situations existing in it, it is felt that there are
sufficient common feacures to justify speaking of a distinctive style of
development. However, there is no intention of offering universally
applicable “recipes”, but rather guidelines whose more specific features
must fit in with the special conditions of each country and their changing
circumstances. Despite the complexity of the topic, it is possible (as is
sought in this document) to identify the essencial points which form the
basis for the guiding threads of the recovery and development strategies
of Latin America and the Caribbean.

2. Firstly, emphasis must be placed on the scope of the economic crisis
which is now being faced by virtually all the countries of the region. It is
already a commonplace to say that the present crisis is the deepest and
longest which the region has experienced in the last half cencury, and that
the short-term problems bring out and highlight the structural obstacles
which have been characteristic of Latin American and Caribbean devel-
opment and further magnify them. Ac che same cime, it is important to
stress thac notwithstanding the incipient recovery registered in some
countries in 1986, the deterioration in the levels of well-being of broad
sectors of the Latin American and Caribbean population has reached a
point that could noc have been imagined a few years ago (both because of
its depth and the broad social spectrum affected) while the productive
apparatus has deteriorated to such a degree in most countries that it
jeopardizes the possibility of reactivating the economies. The weli-
known heterogeneity, together with the differing forms of evolution of
the various pational economies in the 1970s, explain to some extent the
. diversity of the effects produced and the different ideas with regard to
future prospects in the individual countries of the region.



3. The need to teverse these recessionaty trends and to recover forth-
with the capacity of the economies to grow and change cannot be stressed
too much, There can be no doubt that this is the most serious chalienge
that the countries of the region have had to face since the end of the war.
The short-term expressions and constraints of the crisis, however, some-
times tend to overshadow the fact chat the stock of human, natural and
capital resources, as well as the creative capacity of the population and the
wide range of possibilities and situations which exist, represent a poten-
tial which, if properly developed, would enable this challenge to be faced
successfully.

4.  Secondly, it must be stressed that the reversal of the trends des-
ctibed above is hardly likgly co cake place spontaneously. Itis well known
that the development process does not “happen” in a vacuum, On the
contrary, it calls for a deliberate and systematic effort on the pare of
governments and civil society, within the framework of a process of a
democratic opening, aimed at mobilizing all forms of social energy
arourd a national renovation project. The features, content and scope of
action strategies have sometimes been the subject of lively debate, with
differing theoretical, practical and doctrinary expressions. In chis respect,
the proposals set forth in this document expressly recognize the plurality
of approaches to action strategies, both as regards the specific order of
priorities of the objectives and as regards the special features of each
country and the ever-changing dynamics of circumstances themselves.

5. Thirdly, it should be noted that in a world of growing reciprocal
influences becween nations, the future evolution of the Latin Ametican
economies will not depend only on their own efforts, but also on the
behaviour of the international economy as a whole, This should not be
taken to mean, however, that it can be realistically expected chat the
development solutions will come from outside, either through the facili-
tation of the insertion of the region into world trade or through other
forms of external co-operation. On the contrary, the profound transfot-
mations which are taking place in the industrialized economies and in
their mutual relations presage a different kind of international economy
which, although offering opportunities, also involves risks and uncet-
cainty, especially for countries which have historically shown a slow
capacity to adapt to changing circumstances, Likewise, everything seems
to indicate chat, at least in the medium term, most of the economies of the
region will noc have access to net external financing on a scale compara-
ble to thac of the past decade, and there may even be a continuation of the
recent sicuation in which the region has been transferring a considerable
proportion of its domestic savings abroad. For these reasons, Larin
America and the Caribbean will have to meet the challenge of economic
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recovery and development fundamentcally through their own efforts,
either on an individual basis oc, better vet, in 2 collective, organized
manner, Some of the initiatives which are underway in the latter direc-
tion are particularly encouraging.

6. Fourthly, the efforc which the countries of the region must make
should be based on four essential interdependent points which mutually
influence each other, The first of these is to reconcile progress in the
direction of an expansionary adjustment with the reduction of inflation
or, at least, the maintenance of reasonable control over inflationary
processes, since this is an essential requitement for reactivating the
economies and increasing the mobilization of savings. The reduction of
uncercainty (which affects the formation of the economic agents’ expec-
tations) would make it possible to create relative price steuctures favoura-
ble to the transformation of production. Moreover, the control of
inflacion would be compatible not only with the objective of achieving
growth but also with that of improving the distribution of the fruits of
such growth, in view of the usually regressive effect of inflation. It is quite
feasible to adjust economies without incurring the excessive social costs
characteristic of recent years. In other words, what is proposed is thaton
the one hand it is possible to achieve an expansionary or efficient
adjustment, and on the other it is possible to control inflationary pres-
sures, without necessarily remaining sunk in a prolonged recession. The
experience of some countries of the region in recent years in 2pplying
heterodox solutions emphasizes the feasibility of the foregoing.

7. The second priority point in the effore that the countries of the
region must make is to increase domestic savings and especially invest-
ment, while also improving the productivity of the latter. This is neces-
sary first of all because in the near future external savings will be far
smaller than they were in the past, and secondly because the moderniza-
tion, diversification and expansion of the structures of production will
call for growing volumes of investment. The leeway for action in this
sphere is relatwely limited in view of the depressed levels of private
consumption at the aggregate level and the financial restrictions which
typically affect cthe public sectors. Nevertheless, some progress can be
made in chis field. Among the types of action being explored, mention
may be made of certain measutes aimed at discouraging non-essential
consumption and promoting strict austerity in public expenditure which
is not associated with development (reduction of spending on arma-
ments is perhaps the most significant item in this field); some fiscal
reforms; the encouragement of institutional saving; the modernization
of the systems of intermediation which procure and channel savings; and
incentives for the repatriation of the capital belonging to residents of
Latin America and che Caribbean which is currently invested abroad.
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8.  The third priority point is to recognize the unavoidable need to take
thoroughgoing, sustained and systematic action to modernize and trans-
form the structures of production. In chis respect, it is necessary to take
advantage of what already exists, although it is unlikely thac a sustained
and dynamic economic recovery can be attained on the basis of an export
sector made up primarily of agricultural and mining commodities and a
pattern of industrialization marked in many cases by inefficiency, techno-
logical lag and insufficient linkages. This recovery should be tackled in
two distinct stages which nevertheless form part of 2 single ongoing
process. In the short term, it is necessary to make adaptations in demand
and supply and to protect existing productive facilities. This would make
it possible to take full advantage —without necessarily having to invest
in new productive facilities— of the available productive capacity in
order to increase production, create jobs and reduce costs, especially in
those branches of activity where there is only a small imported compo-
nent. This is where the key to carrying forward che current adjustment
programmies in such a way that they will have an expansionary nature
should be found.

9. At the same time, it is essential to attain forms of organization of
production which are more competitive boch domestically and interna-
tionally, by eliminating the dichotomy between specialization for the
domestic market on the one hand and for export on the other. This
means overcoming the many types of structural and institutional inertia
which have frequently impeded greater progress in the past. A good
design of macroeconomic policy (and especially, within that policy, a
foreign exchange strategy which consistently maintains a level of parity
in keeping with the sought-for change) is important for this purpose, but
is in no way sufficient of itself. It is also necessary to systematically
promote new lines of activities in keeping with the resource endowment
of each country, the sought-for patterns of domestic consumption, and
the trends in regional and international demand. Thus, it will be neces-
sary to improve the organic integration becween research and develop-
ment and the adoption of production technologies and processes; to
strengthen entrepreneurial capacity; to increase efficiency; to seek
greater cohesion between demand patterns and production capacity, and
finally to improve transport and marketing services, especially in view of
their growing intecrelation.

10. Inocder to avoid costly and unnecessary sacrifices, the transforma-
tion of the structures of production should be approached gradually and
selectively, but nevertheless firmly. A crucial aspect of the sought-for
modernizacion lies in the strengthening or creation of intersectoral links
in order to extend technical progress from the most dynamic activities to
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other (primary and tertiary) activities which enter into the productive
system and are considered to be of high priority in each particular

country, according to its special conditions. This approach —unlike the
predominantly sectoral approach which prevailed in the preceding phase
of growth— helps to reduce intersectoral and intra-sectoral heteroge-
neity, to strengthen che autonomy of national systems of production, and
to adequately value the poteatial of modern services which link up with
and complement the goods-producing sectors.

11. The fourth priority point, which ultimately gives significance and
legitimacy to the domestic efforts to achieve economic recovery and
development, refers to equity, understood both in its dimension of
broader access to goods and services and as the opening-up of spaces for
the participation of the population in aspects influencing its conditions
of life and work. The undesirability of prolonging a concentrative or
exclusive style of development is obvious, because of its economic, spcial
and political repercussions, especially if heed is paid to the growing
demand for the creation and consolidation of democratic and participa-
tive processes. Since marked inequalities of income distribution persisted
in the region even during a period of celatively dynamic economic
growth, it is only reasonable to expect that such a situation will tend to
get worse in periods of contraction or teduced growth, unless there isa
definite will to apply policies designed to correct past trends. This
document sets forth some of the bases for functional equity related with
development, designed to create jobs —the most urgent objective in the
short term—, to raise production and the productivity of the lowest-
income social strata, and to avoid, by suitable economic and social poli-
cies, the reproduction of poverty, exclusion and social segmentation in
the coming generations.

12.  Fifthly, although the countries of Latin Americaand the Caribbean
must naturally assume cheir responsibilities as regards reversing the
trends of the past, they obviously cannot do so unless there are conditions
in the interpational economy which facilitate renewed access to develop-
ment. Outstanding among these conditions are those governing access to
markets, technology and financing, all of which are interdependent.

13.  The latter point is closely connected with what has perhaps already
becor.e the main obstdcle to the expansionary adjustment and reactiva-
tion: tie terms on which the heavy external debt of Latin America and
the Caribbean must be serviced. The fact is that a considerable proportion
of the foreign exchange generated by the region (between 34% and 40%
at present, although with considerable differences from one country to
another) and a high percentage of domestic savings (about a quarter) are
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committed to the servicing of this debe. This raises a serious dilemma,
since the import capacity of most of the countries has been restricted to
such a point that many of them can neither grow at present nor finance
the imported component of investments aimed at cransforming their
production capacity in order to be able to grow in the future. Expanding
this import capacity is therefore the main requisite for economic recovery
and development.

14. The foregoing will only be achieved in thie short term if the debt
servicing burden is reduced and/or greater access to net external financ-
ing is obtained. It would appear that the spontaneous forces of the market
will not of themselves solve this sitvation, or at least will not do so quickly
enough to puta rapid end o the sacrifices of the population. In the case of
most countries, the recent fall in interest rates has been offset by an even
greater deterioration in the terms of trade. Consequently, one of che basic
external elements needed in order to supplement domestic measures is
the significant lightening of the debt servicing burden. Of course, in view
of the wide diversity of situations existing in the region, there can be no
question of single or uniform solutions for this complex problem. In any
event, the important thing would be to apply a set of measures whose
actual make up could vary from one country to another buc whose final
result would be reflected in the retention of part of the considerable
amount of resources currently transferred abroad, in order to use these to
meet acceptable growth targets and satisfy the urgent needs of develop-
ment. Among the measures in question, mention may be made of reduc-
tion of cthe principal of the debt, relief as regards interest payments, and
other forms of action explored in this document. -

15.  Part of chis solution consists of reopening access to external financ-
ing. There are enormous restrictions on this today, due to the normally
procyclic behaviour of both the international private banking system and
of direce foreign investment. This does not mean, however, that the
countries of the region should resign themselves to coatinuing to
transfer net resources abroad. On the contrary, efforts are called for
—both on the part of the international financial community and on the
part of the countries of the region— to expand the latter’s access to
external financing. With regard to the measures that could be taken by
the internacional financial community, ic would be desirable ¢o streng-
then the existing financial machinery, increase che resources of the
mulcilaceral agencies, facilitate cthe development of secondary markets
for the Latin American debt, make the current systems of repeated
renegotiations mote flexible, and agree on formulas for opening up new
sectors of the international capital markets, among many other possibili-
ties. The countries of the region, for their part, are not totally devoid of
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possibilicies for taking action which could lead to the co-operative expan-
sion of their share in international credit resources. Some specific exam-
ples of such action are the application of co-financing formulas, the issue
of regional bonds expressed in foreign currency, participation in risk
coverage systems, adoption of policies to modernize and increase the
competitiveness of local financial systems, and others of a similar nature.

16. In the medium term, however, the only way of ensuring a perman-
ent and growing flow of foreign exchange is to export goods and services
ot to substitute imports of these items within reasonable margins of
efficiency. This depends not only on the transformation of the structures
of production, but also on the possibility of gaining access to foreign
markets, Here, the obstacles are related not only to the rapid and
far-reaching changes in the structure of demand and technology in the
world, which make it essential to modernize production capacity, but also
to the marked trends towards protectionism and the proliferation of
non-tariff barriers. In chis respect, one of the bases of the development
strategy proposed in this document is to seek a greater share for the
economies of the region in international trade flows. This would only be
feasible, however, under a more transparent system, with progressive
elimination of tariff and non-tariff barriers and with the adoption of
policies which favour the process of redeployment of activities to the
developing countries rather than postponing it. The new round of
multilateral negotiations in Punta del Este by the Contracting Parties of
the General Agreement on Tariffs and Trade (GATT) couid provide an
opportunity for Lacin America and the Caribbean to pursue these objec-
tives through a minimum platform of international agreements. The
governments of the region should therefore initiate, as soon as possible, a
joint process of preparation in order to revicalize their negotiating
capacity in the relevant forums and to exercise joint bargaining power. In
a broader context, this power should not be limited to the field of trade,
but should need be extended to cthe sphere of technology, since all chese
elements are indissolubly interlinked.

17.  Sixthly, as a link between the responsibilities which the countries
of the region should shoulder and those where the support of the
international community is essential in order to promote development,
emphasis should be placed on the importance of regional unicy. Just as
agreements on concerted action undeniably strengthen the capacity of
the Latin American and Caribbean countries to influence international
economic events, so the renewed impulse towards economic integration
could be a decisive element in che cransformation of national structures of
production. It is fele chat integration could be renewed in various direc-
tions: in the updating of the agenda, in the execution of joint efforts in
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fields felt to be ripe for regional co-operation, in the joint defence of
existing productive capacity, in the incorporation of high-technology
products and research, and, in general, in taking advantage of the broad
and varied potential offered by integration as a regional inscrument of
development. This approach, which uitimately expands the national
options open to each individual country, will be favoured by the greater
political backing that governments have begun to give to integration, to
judge from —for exampie— the recent pioneering agreements signed
between Argentina and Brazil, Argentina and Uruguay, and Brazil and
Uruguay, to name only a few. '

18. Inshore, cthe countries of Latin America and the Caribbean are faced
with a vast and urgent cask, and both governments and the people must
assume the shared responsibility for tackling it within the framework of
processes of broad participation. This responsibility includes transform-
ing the past patterns of supply and demand, stimulating and mobilizing
domestic savings, and promoting strategies to secure development with
equity. This is a task in which the international commuanity, too, should
assume important responsibilities, in the context of an interdependent
world where the actions of one party necessarily affect the others. An
external economic environment where co-operation is the rule canbe a
decisive factor for che application of the policies and scrategies aimed at
securing the economic recovery and development of the countries of the
region, while an economically vigorous Latin America could do much to
promote an upswing in the world economy. Redefining and assuming the
responsibilities that befall to each member in a community of nations
that are highly integrated in economic mattets should form the backbone
of the new agenda in the field of internacional co-operation; joining
forces within each society and promoting mutual co-operation at che
regional level are essential bases for achieving development.
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TS

1. THE BACKGROUND

A. THE PRESENT DILEMMA
1. The external setting

Since this paper deals with the development of the Latin American and
Caribbean countries, it is not appropriate to begin with a complete
analysis of the main features of the world economy, and of the complex
interaction of the diverse economies that compose it. Racher, by way of
background, the main trends in the extra-regional scenario that have had,
and will continue to have, particular influence on the evelution of the
Latin American and Caribbean economies are highlighted. In chis con-
nection, it is already a commonplace to speak of the economic interde-
pendence of nations. Modern communications have given rise to a
system of financial intermediation of truly global scope; consumption
patterns tend 1o be less differentiated owing to che power of the mass
media, also of global coverage, and production is increasingly character-
ized by geographic fragmentation aimed at specialization in the making
of parts or components with a view to exploiting comparative advan-
tages in their manufacture, for subsequent integration in a final product.
Likewise, since the war new actors have arisen —the transnational
cotporations— which function with growing independence of nacional
legislation and controls, and which dominate increasing proportions of
the world trade flows,

There are five aspects of the external setting that stand out. In the
first place, the leading industrialized economies are going through a stage
of transition as regards both technology and the patterns of manufaccur-
ing output and organization, and this is increasingly modifying the old
international division of labour. Thus the product cycle is shortened,
economies of scale become less imporrane, and rechnical advances,
including robotization, begin to make it feasible to reconvert activities
where previously comparative advantages based on cheap labour were of
paramount importance, Owing to the revolution in communications and
computation systems, it is possible for the first time to centralize plan-
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ning and control, while production is decentralized and subdivided geo-
graphically to take advancage of resources, costs or location.

Secondly, there is considerable concern today as to whether or not
cthe historical trends in the international transmission of dynamic
impulses from the industrialized nations to the countries of the region
will concinue. Particularly uncereain is the future demand for the basic
commodities that constitute the bulk of the region’s exports, since these
are suffering the effects of various new developments in the world
market. Apart from the weli-known fact of the low income-efasticity of
the demand for these products in the countries of the centre, many of the
foodstuffs and beverages —coffee, cocoa, bananas, sugar— have been
affected by a shift in consumer preferences away from products rich in
calories or carbohydrates; others —cotton, meat and cereals— have had
to face the competition of the frequently subsidized production of the
industrialized countries themselves; and finally, there are also products
affected by technological innovations tending to replace minerals such as
iton, copper and bauxite, with substitutes that cost less or can be pro-
duced with less energy consumption (petroleum, of course, is a special
case, which has different repercussions on the different countries of the
region according to whether they are net importers or exporters of the
product). It would appear, therefore, that most of these products have
witnessed the end of their most dynamic cycle.

Thirdly, today more than ever before the integration of the financial
markets and the adoption of floating exchange rates are inextricably
interwoven with the evolution of world trade. The economic policy
decisions adopted in any one of the consolidated centres —especially the
United States, the European Economic Community and Japan— have an
immediate effect on the others, and, ac the same cime, on the rest of the
economies that form part of the global economy in their differenct ways.
Hence there has arisen a complex network of financial interactions
which are beginning to predominate over real transactions. Any event
that affects the balance-of-payments capital account causes changes in
the floating exchange rates, which, in turn, affect the domestic incerest
rates of the leading industrialized economies. In the cycle that follows,
the alterations in the exchange rates and interest rates help to modify the
balances’ current account and capital account, as well as having different
repercussions on the level of economic activity, public finances and even
the efficacy of the trade policy of each country. Moteover, the greater or
lesser co-ordination of the macroeconomic policies of the industrialized
countries affects the movement of their exchange parities. In particular,
the variations in the relation between the currencies of the European
countties and Japan and the United Scates dollar have a matked effecton
the countries of the region, and call for increasing flexibility and constant
adjustment of the structures of production and expenditure, in order to
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adapt them speedily to the changing signals emitted by the main markets
for the exports of Latin America and the Caribbean.

Fourthly, the interrelationship between finance and trade has a very
special significance for the countries of the region. These are faced with
the burden of servicing a swollen excernal debt without having access to
additional foreign credit on a scale comparable to that of past years.
Reference will be made further on to the adverse effect that the need to
generate surpluses on the balance-of -payments trade accounts has had on
the terms of trade.

Finally, the very complexity that has become a feature of the
international economy and the climate of intense competition to obtain
access to markets and actract financial resources have contributed to a
growing loss of transparency, both in trade and financial transactions.
The application of tariff and especially non-tariff barriers, and the use of
export subsidies, constitute a threat to orderly world trade, while the
tensions thae have arisen among the main industrialized economies of
the world regarding the above-mentioned co-ordination of their respec-
tive monetary, exchange-rate and fiscal policies prevent the proper
functioning of the monetary and finaacial acrangements established a
generation ago through the Bretton Woods agreements.

2. The regional situation

Racher than seeking to interpret the origin, scope and consequences of
the economic crisis of the 1980s in Latin America and the Caribbean
—topics which have been studied in other Secretariac documents! —it is
germaine to characterize the present sitvation of the economies of the
region and ¢o refer to the challenges faced by the countries on account of
the limications of their previous development, the economic crisis and
the requirements they must fulfil if they are to atcain a dynamic place in
the world economy. Clarifying the nature of these challenges represents
the first step in seeking alternative strategies which will enable the
countries to return to the path of development.

After the end of the Second World War, within the framework of a
rapidly expanding international economy, the countries of Lacin America
and the Caribbean achieved important, albeit varied, degrees of progress,
including, in particular, and in most cases, sustained and dynamic growth
rates together with significant economic and social changes. Among the
latcer, special mention may be made of the increasing degrees of indus-
trialization; a vigorous process of urbanization; greater differentiation of
society, with growing expansion of the intermediate social and occupa-
tional strata; the appearance of modern entrepreneurial groups; the
development of increasingly complex institutions, including those in the
area of financial intermediation, and quantitative and qualitacive
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improvements in the levels of education of the population.? It is also well
known that some phenomena of a negative nature appeared during this
period: the asymmetrical and dependent relationship with the industrial-
ized economies in trade, financial and technological matters; the growing
vulnerability of the balance of payments; the inadequate linkages of che
structure of production and the technological lags displayed by it; the
high degree of heterogeneity in production and technology, especially in
primary activities, where most of the countries display a dual form of
agriculture; the high levels of unemployment, and the unequal discribu-
tion of the benefits of progress among different sectors of the population
and different regions of each country.’

What distinguishes the first half of the 1980s from the preceding
decades is that the trend towards progress was abruptly interrupted,
while the negative phenomena were magnified. The accumulated imbal-
ances in the structures of production and export reached a state of crisis,
and the insufficient external payments capacity turned indebtedness into
a factor which aggravated the basic imbalances. This led to drastic
economic and social deterioracion whose main (and interrelated) features
are present in almost all the countries of the region, although they have
assumed particular characteristics in each case. '

Thus, in mid-1986 —despite an incipient recovery in some cases—
the levels of income of che great majority of the countries are markedly
depressed. The per capita gross domestic product of the region went
down by almost 9% in real cerms between 1981 and 1985, and in some
countries the drop was over 20%. This phenomenon was widespread:
only one country registered positive growth rates, and only three mote
came close to maintaining their per capita product unchanged. To put it
another way: the per capita product is only comparable to that registered
ten years before, and in order to fulfil the goal of keeping it up so that
there will not be a deterioration in income and standards of living during
the present decade, enormous effores will be necessary during the coming
years (see table 1 and figure 1).

The drop in the added value has many economic, social and political
repercussions on the well-being of the majority of the population. Some
social groups —especially the wage earners in a large number of
countries— have lost up to a third of their previous income, which has
given rise to serious reductions in consumption even of the most basic
items (see table 2 and figure 2). A macter of special concern is the rapid
expansion in unemployment and especiaily underemployment, reflect-
ing the growing economically active population in contrast with the
stagnacion or very sluggish growth of new opportunities for productive
employment (a state of affairs which has many complex consequences,
especially for young people) (see table 3 and figure 3). Similarly, budge-
tary allocations for the provision of basic services such as education and
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health have suffered considerable declines which couid lead to a danger-
ous weakening of the process of forming human capital. All this deterio-

ration in economic and social conditions also reflect a deeper underlying
fact: the persistence of structures which make up z2n inequitable system of
social relations.

Through the force of circumstances, all the countries have been
obliged to adopt adjustment programmes and many have also had to put
into effect stabilization programmes. The speed with which it has been
necessary to act and the procyclical behaviour of international private
bank credit {(in the sense that the supply of tesources was excessively
large when the countries of the region needed it less, but weat dowa
considerably when it was most necessary) have meant that the adjust-
ment has been inefficient and —since it has had to be achieved almost
exclusively through the trade account— has been extremely recessionary.
Thus, although improvements are to be observed in the trade accounts of
the various countries’ balance of payments these have been achieved,
especially in 1982-1983, through a sharp contraction in imports and a
drop in domestic economic activity rather than through a recovery of
exports (see table 4).

At the same time, some novel attempts have been made to reduce
inflationary pressures in some countries, with positive initial results (see
figure 4). Nevertheless, inflation persists inother countries and has even
got worse in some of them (see table 3). In other words, adjustment and
stabilizacion ate processes which have not yet concluded and have been
characterized so far by an excessive social cost.

Despite the contraction in global income, most of the countries
—by making great efforts— have managed to keep up levels of domestic
savings comparable with those of previous years. Much of this saving is
used co finance net external factor payments, however, while inflows of
external savings have gone dowa drastically. Consequently, average
ratios of investment co GDP have fallen from 24% to 16% (see figure 5
and table 6). This circumstance raises new and difficult dilemmas. The
weakening in the capital formation process will necessarily affect the
capacity of the economies to adapt to cthe necessary structural changes and
will even unfavourably affect the efforts at industrial conversion and the
replacement of existing fixed assets. In other words, the contraction in
capital formation jeopardizes the very possibility of building up a struc-
ture of production which is more competitive on internacional markecs,
and also makes it much more difficult to protect the incomes of che
economically weakest strata of the populacion. _

A phenomenon closely linked to the aspects dealt with above is che
large expansion in the indebtedness of the region as a result of the rapid
increase in loans registered up to mid-1982, combined with the high
interest rates prevailing since the beginning of the present decade. The
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total debt has risen from less than US$ 100 billion at the end of 1976 to
over US$ 330 billion ar the ‘end of 1982, and a growing share of it is
accounted for by private creditors whose financing has been character-
ized by floating interest rates and relatively short maturities (see table 7).
All this has resulted in an explosive increase in debt servicing costs.*
Thus, the payment of interest alone, which absorbed around 15% of the
foreign exchange generated by the region’s exports of goods and services
in 1978, has come to represent between 35% and 40% of chis income
between 1982 and 1985° (see table 8). Almost all the debtor countries
have been repeatedly obliged to negotiate the partial restructuring of
their debt maturities, which has meant that the principal of the debt has
concinued to grow despite the negative net transfer of resources takmg
place at present.

Furcthermore, although nominal interest rates on the internacional
capital markets have gone down in recent months, cthe beneficial effece of

this has been offset by the steady deterioration in the terms of trade.

Moreover, interest rates are still higher than their historical levels in real
terms. Even if the downward trend in interest rates is consolidated, it is
estimated that for the region as a whole —albeit with considerable
differences from one country to another— around 35% of the foreign
exchange generated in the coming years by exports of goods and services
will have to be used to pay interest commitments unless there are
appreciable changes in the terms of financing or in crends affecting
international trade.$ In other words, the debr servicing commitments
seriously limit the capacity to import and to finance the transformation
of productive structures.

What makes the situation described above particulatly serious is
that the inflow of external financing to the countries of the region has
been almost completely interrupted since the second half of 1982, It may
be recalled that between 1978 and 1980 chere was a net inflow of capital
of nearly US$ 30 billion per year. In 1985, in contrast, this flgure was
below US$ 6 billion. In the 1970s, when the countries of the region were
receiving net transfers of real resources from abroad, they received funds
equivalent to around 1% of their gross domestic product, whereas in
recent years they have transferred around 4% of their gross domestic
product each year to the rest of the wotld (see table 9 and figure 6). This
phenomenon reflects the fear of the international banking system that
the countries cannot service new financial commitments under the condi-
tions currently prevailing on the capital market. Moreover, in the pro-
cesses of restructuring the external debt the international banking
system has acted virtually as a cartel, which has further magnified the
asymmetrical relationship between creditors and debtors.

At the same time, the multilateral financial organizations are suf-
fering from financial and operational restrictions. In general, the terms

22



of their loans have become more onerous, at least as regards the estab-
lishment of cross conditionality between short-term financing for the
stabilization programmes and medium- and long-term financing for
development.

The above gives grounds for considering that, in contrasc with whac
happened during the three decades of economic expansion after the end
of the war, the countries of Latin America and the Caribbean will have to
face unpromising prospects in the coming years as regards the possibility
of supplementing domestic savings with net external financing.

Furthermore, the economic crisis has contributed to the weakening
of domestic financial systems in most of the countries. The drop in
external financing has been compounded by a constant drain on foreign
exchange actributable on che one hand to the flight of capital (encouraged
by the progressive integration of the international financial markets) and
on the other to the increasing difficuity experienced by the countries of
the region in offering attractive yields to savers and ac the same time
protecting the real value of their assets. Similarly, the demand for funds
to finance loans, which was previously satisfied with domestic and
external credits, has now been channelled to the national financial
systems, which are generally weak and lack sufficient capacity to supply
resources. This is reflected, ¢nzer alia, in imbalances between the need for
and availability of resources and increased competition for these scarce
resources between the public and private sectors or between different
parts of the private sector.

The deterioration in the public finances in many countries is closely
related with the foregoing phenomenon (see table 10). Factors in this
have been the stagnation or contraction of income, attributable to the
depressed level of economic activity, the growing commitments in
respect of servicing the external and internal debt, and the drop in
imports. These public finance restrictions have in their curn led to
growing constraints tending to compress domestic demand, o reduce che
supply of basic social services and to weaken the capital formation
process. Indeed, a recent feature which is common to the great majority
of the countries is the incapacity of the State to satisfy social demands and
promote development, which has had serious economic, political and
social repercussions.

The long-standing asymmecrical relations hecween the Latin Amer-
ican and Caribbean countries and the industrialized countries have been
further accentated during the last five years. Thus, whereas since 1983
the countries of the centre have experienced an economic recovery, those
of the region have almost all continued in che opposite direction; in the
case of the former countries, inflationary pressures slackened, whereasin
the ochers they got worse, at least up to 1985. The industrialized coun-
tries are applying advanced technologies and even promoting industrial
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conversion —instead of the pretended redeployment to the periphery—
whereas the overall performance of most of the countries of the region
continues to depend to a greater or lesser extent on the fate of basic
commodities, for which demand in internacional markets is either stag-
nant or actually declining. This explains the drop in the relative shace of
the region in world trade and also the virtual stagnation of the value of its
exports. Notwithstanding successful cases of diversification and expan-
sion of certain exports, the total external sales of the region as a whole in
1985 were only 4% greater in value than those registered in 1980. Thus,
for the first time since the end of the war, most of the Latin American and
Caribbean economies, with very few exceptions, have ceased to share in
international recovery and have remained sunk in a prolonged crisis.

The export promotion policies adopted in almost all countries in
recent years and the pressing need to generate foreign exchange have
been reflected, at least in the short term, in a glut of traditional products
offered on the international markets. This is partly due to the fact that
the terms of trade have in recent years reached their lowest levels since
1930, despite the recent gradual devaluation of the dollar —the currency
in which most of these products are quoted— with respect to the
currencies of the other industrialized economies (see table 11 and
figure 7).

Another of the consequences of che crisis has been the weakening of
the economic interdependence which had been attained in previous
decades among many of the countries of the region. Mutual trade, as
measured through intra-regional exports, has slumped even more inten-
sely than overall trade. Reciprocal trade had come to account for 16% of
the total external sales of Latin America in che period 1975-1981, but
from the latter year onwards it fell steadily until it came to only 11% in
1985 (see table 12). This phenomenon, which reflects the depressed
levels of demand and the crisis in the reciprocal payments systems,
affected all the subregional integration processes. Likewise, since a high
proportion of this mutual trade was made up of manufactures, this
setback has helped to increase the amount of idle industrial capacity,
precisely at a time when it is most necessary to make use of the available
installed capacity.

The problems of the first half of the 1980s have been clearly
reflected in the way economic policy has been conducted. This policy has
had to operate within narrow margins imposed by the acute shortage of
foreign exchange and the need to adapt to a situation of limited oppor-
cunities or multiple rescrictions. The pressing financial problems have
made it extremely urgent to apply short-term measures, thus creating
difficulties for the rational selection of policy instruments. Thus, in spite
of their wishes, governments have been forced to make radical cuts in
their investment expenditure, which has traditionally been more flexible
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than current expenditure. Likewise, the circumstances have forced those
responsible for formulating economic policies to concentrate their atten-
tion on immediate problems, to the detriment of longer term develop-
ment scrategies and policies. Economic policy and the behaviour of chose
responsible for designing and implementing it has therefore changed 2
great deal in the 1980s compared with previous periods. In most coun-
cries, emphasis has cleatly been placed on measures for overcoming an
adverse current situation, rather than fulfilling development objectives.

Finally, although it is difficult to establish clear causal links between
the phenomena which have been taking place in the economic sphere and
those in the political and social arena, during the period under analysis
there were significant interactions berween them. In some countries,
different types of tensions could no longer be contained and sometimes
only found their outlet in situacions of violence, although in others —the
majority— a process of democratic opening-up was observed.” This latrer
phenomenon, which is undoubtedly of a positive nature, is extremely
important because it will condition future economic policy in the context
of participatory processes in which it may be expected thac both sacrifices
and benefits will be shared more equitably. This has perhaps facilitated a
gradual adaptation of expectations —which today are perhaps more
realistic than they previously were— on the partof the population of che
region as regards che cesults chat are actainable in development maccers.
The discipline with which organized groups of the most varied types
have agreed to share responsibilities and sacrifices in the adjustment
process has helped to prevent even deeper cracks from appearing in the
normal functioning of society in Latin America and the Caribbean.

In short, the countries of the region have suffered from a profound
maladjustment during the lasc few years. An international recession of a
cyclical nature has been superimposed on a structural phenomenon, and
the consequences of that recession, which has very complex feawures, will
have a decisive effect on the future capacity to actain development. If the
countries of the region fail to adapt to these changes in their ciccumscan-
ces, they run the risk of deepening and prolonging the economic reces-
sion, with all its consequences; if they adapt to chem incompletely, they
run the risk of worsening the profound inequalities thar still persist in
most of the societies of the region. Thus, conjunctural problems further
offset and magnify che long-standing shortcomings, lags and imbalances
of the economies of Latin America and the Caribbean and raise important
challenges which demand urgent new responses.
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B. REFLECTIONS ON THE CONCEPTUAL
FRAMEWORK

1. The priority agenda

The foregoing pages suggest a priority agenda of development actions to
be taken by the countries of Latin America and the Caribbean. Alchough
the relative importance of each of the icems making up this agenda may
vary from one country to another, and the stracegies of which chey will
form part must undoubcedly be different, all of them are relevant for each
one of the countries of che region. Together, they seek the reactivation of
the economies within a context of increasing equity and democracic and
participative societies. These items, which are all closely interrelated, are:
firstly, advancing towards adjusement and stabilization, buc within a
context of growth; secondly, raising the levels of domestic saving and
channelling it towards productive investments; thirdly, promoting the
modernization of the structures of production; fourthly, improving the
capacity of the countries to adapt to the changing circumstances of the
international economy and improving their insertion in same, and
finally, bringing increasing equity into development strategies.

a) Advancing towards an expansionary adjustment with
stabilization

After several years of efforts and sacrifices aimed at reducing the
serious external and internal financial imbalances of most of the coun-
tries of the region, this objective has still not been reached. Effective
action in this respect is not only a prerequisite for the transformation of
the structure of production, but also forms an essentcial part of reactiva-
tion itself. Promoting an expansionary adjustment while at cthe same
time advancing towards the stabilization of the economies without set-
ting off a recession therefore constitutes the first item in this priority
agenda.

Viewing adjustment and scabilization as part of an expanded devel-
opment agenda means modifying the very high priotity which has been
given (sometimes to the detriment of other longer-term concerns) to
short-term economic policy and i mvmng the economic agents to take up
once again the important and complex issues of long-term development.

b) Increasing domestic saving and channelling it towards productive
investments

Both the transformation and expansion of the productive structure
and the fulfilment of income distribution objectives call for investments,
either at the productive level or in the infrastruccure and the develop-
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ment of human resources. The burden of the external debt service,
however, and the scanty contribution that can be expected from excernal
savings in the coming years raise queries about possible formulas for
financing such expenditure. The response to these queries consticutes
another item in the priority agenda.

¢}  Transforming the structures of production

So far, the countries of Latin Ametica and the Caribbean have been
virtually passive subjects of the changes which have taken place in the
global economy. Moreover, in most of the countries of the region there
has been a weakening of the impulse behind the prevailing pattern of
industrialization, while the lags and shortcomings characteristic of many
branches of manufacturing and che deficient inter- and intra-sectoral
linkages continue to persist. There is likewise a long way to go in the
strengthening of agriculture, and especially peasant agriculture.

It is therefore doubly necessary, in each country, to trace out the
broad lines of the production structure on which the new patterns of
economic development are to be based: on the one hand, because of cthe
urgent aeed to change the forms of insertion in world trade; on the other,
because it is essential to enter the mainstream of the technological
change which is gathering speed in the world, on pain of witnessing the
beginning of an even more intensive cycle of margination from the fruics
of world progress.

d)  Improving the countries’ capacity to adapt to the changing circum-
stances of the international economy

Reference has already been made to the important transformations
and alterations which the international economy is currently undergoing
as a resule of changes in patterns of technology, in consumption habits,
and in the relations among the main countries or groups of countries
which take part in trade and financial flows ac the global level. These
changes and alterations are taking place at a rapid rate, which bringsina
factor of uncertainty regarding the future evolution of international
economic relations and demands an ever greater capacity for adaptation
on the part of the countries,

This state of affairs holds ouc many perils for the countries of Latin
America and the Caribbean, but also some opportunities. In the short
term, however, the former would appear to exceed the latter, especially in
view of the crushing burden of secvicing the external debt and the way in
which it affects the possibility of renewed access by the countries of the
region to fresh net external financing,. Briefly, this means that the region
must prepare itself to cope with an international economy of a much
more complex nature than in the past. This involves adapting the
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economies to the changing external conditions and, as far as possible,
influencing those conditions through the application of joint
negotiations.

e Promoting development in a context of growing equity

Oue of the great challenges of future development consists of trying
to reduce the inequalities of income distribution inherited from the past,?
against a background of growth rates which are expected to be more
modest than those of recent decades, but in an increasingly participatory
political context. It should be noted in this respect that, according to
historical patterns of behaviour of the economies of the region, the vast
majority of the countries will not be able to create sufficient productive
jobs for the economically active population emerging in the next decade,
even assuming an optimistic growth hypothesis.?

With regatd to equitable income distribution, this is justified not
only by sacial considerations but alsa by economic and especially political
ones. The dynamic expansion of domestic markets will undoubtedly
stimulate demand for certain types of goods, which could eventually lead
to greater supply capacity. Furthermore, the fulfilment of the great social
goals will screngthen and consolidate democratic processes. Concern for
equity, especially in adverse economic circumnstances, therefore assumes a
significance which justifiably makes it an essential topic on the working
agenda of Latin America and the Caribbean.

2. Reflections on the conceptual framework

More than thirty-five years have passed since the ECLAC Secretariat
published what one author somewhat exaggeratedly called che “ECLAC
manifesto”,!? subsequently entiched in the course of time with what the
President of Mexico called cthe “historical legacy” of the Commission.!!
Ies interpretation of Latin American underdevelopment centred on the
asymmetrical relacion between the countries of the centre and those of
the periphery, due mainly to the way in which the international division
of labour assignied to the countries of the region the production of raw
materials or primary commodities whose capacity to generate foreign
exchange was not compatible with high rates of accumulation and sus-
tained growth. Prominence was also given to the unequal spread of
technical progress, the structural heterogeneity characteristic of Latin
American production, the concentrative nature of the free functioning of
the market mechanism, and the shortcomings and lags typical of devel-
oping societies. : .

In order to provide responses to the problems thus diagnosed, a
well-known set of “idées-forces” was formulated. Among these were
industrialization, an active role by the State (both to correct faults in cthe
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market mechanism and to supplement the action of private agents), the
elimination of various structural obstacles to development, and the
mobilization of resources to increase production capacity, 2

In dealing with these and many other topics, ECLAC and its Secreta-
riat did not pretend to offer a paradigm; on the contrary, they repeatedly
stressed the need to adapt the "idées-forces” to the changing circumstan-
ces and special situations of each country.'? In response to the President
of Mexico's request to “provide an up-to-date conceptual framework that
is appropriate to the problems of the region™," it is therefore approp-
riate to try to clarify the relation between those “idées-forces” and the
present changing circumstances, both domestic and external.

This is a delicate issue, not only because of its inherent complexity,
but also because it takes place within the context of the re-thinking which
is taking place in the developed countries along lines which are not
necessarily in keeping with the realities of Latin America and the Carib-
bean. This type of debate has sometimes helped to create dichotomies
—import substitution versus export-oriented strategies, planning versus
the market, structuralism versus monetarisn— which, far from helping
to clarify ideas, make the discussion more difficule. In this respect, it
might be vseful to set forth the Secretariat’s viewpoint with regard to
four central aspects of the debate: the concept of economic development
itself, the fulfilment of multiple and sometimes competing objectives,
the degree of “economic openness” which is desirable, and the mucual
relations between the role of che Sctate and that of the other economic
agents in the development process.

This analysis is presented in a context of a pragmatic application of
a scrategy designed to fulfil irrenunciable development objectives.
Although emphasis is placed on the need to adapt to changing circum-
stances, this does not mean unwavering acceptance of new lines of
thought which place possibly exaggerated confidence in che vircues of che
market, the rationality of private economic agents and the blessings of an
unbridled integracion in the world economy. I¢ is fel¢, racher, that pact-
erns or styles of development cannot be drastically altered at will without
causing even worse effects than che ills it was desired to correct. The
above suggest that it is necessary to adapt to the new circumstances
gradually, progressively and selectively, seeking to systematically achieve
a cotplex set of economic, political and social objectives.

a)  The concept of economic development

It would not seem necessary to resume the discussion on the nature
of economic development, which has been dealt wicth on so many pre-
vious occasions by ECLAC.Y I¢ is worth stressing, however, that in the
view of the Secretariat, economic development does not take place
spontaneously but is the result of a deliberate and systematic efforcon the
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part of governments and societies. The experience of the last forty years
shows that development does not usually follow predetermined paths,
and even less linear paths, nor is it exactly like the transition (equally
heterogeneous) undergone by the societies which are today industrial-
ized. On the contrary, the process is intrinsically uneven and full of
tensions, maladjustments and imperfections.

This assertion, superfluous though it may seem, has important
consequences as regards the manner of tackling the question of future
Latin American development. As a starting point, it should be accepted
that there is no single path towards progress (think, for example, of the
contrasting experiences of Great Britain, the United States and Japan);
furthermore, it should be recognized chat the situation of the developing
countries is qualitatively different from that of the developed nations
{this is the very base of the theory of development as a sub-discipline of
economics), and it is necessary to acknowledge expressly the great com-
plexity of the process of modernization of economic structures, especially
as regards their interaction with other social and political variables.

Following this line of thinking, the assumption that economic
development does not take place spontaneously means —serting aside
ideological and doctrinary considerations— that a fundamental role must
be played by the State. Likewise, according to this viewpoint, develop-
ment is not just a matter of coherent economic policies, “proper prices”,
and macroeconomic equilibria. Still more important are the “intangible”
elements, such as entrepreneurial capacity (private and public), innova-
tion, organization, the overcoming of obstacles of an institutional nature,
popular participation, political leadership and other factors which unite
the population behind a development project and stimulate the creative
capacity and actions of economic agents.

Finaily, development is not exclusively related with technical and
economic practice and knowledge, but also involves political manage-
ment. At present, solutions depend to a decisive extent on the possibility
of uniting the State and civil society behind # project in which the
government and the people share the power and responsibilities. Only
thus does it seem possible to turn all sectors of the population into agents
of change, to defuse social conflicts, and to facilitate the orderly achieve-
ment of the objectives of development.

by  The ohjectives of development

ECLAC has in the past insisted that the central objectives of devel-
opment are growth, transformation of the structure of production,
improvement of the distribution of the benefits of growth, achievement
of a higher degree of autonomy and reduction of external vulnerability,
and progress towards participative and democratic societies,
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Ic must be admitted that the simultaneous achievement of all these
objectives involves trade-offs that would sometimes be difficult to recon-

cile, especially in the short term. While the achievement of one of the
objectives is not necessarily incompatible with that of the others, chere is
always a need to establish orders of priority appropriate to the contextin
which a particular development strategy is being applied. In fact, the
decision to seek the partial attainmenc, above a certain level of fulfilment,
of all or some of the objectives listed, determines both the content of the
various development strategies and the scope of the different combina-
tions of economic policies.

In the course of the last few decades, rewarding experience has been
accurnulated which indicates certain ways of reconciling the objectives of
development with each other. In this respect, there are many theoretical
and practical studies and essays which show thar it is conceptually
possible to harmonize, at least partially, the objectives of growth and
equity.'® Thus, there are a number of dissimilar experiences which
illustrace different ways of seeking growth without losing sight of equity
consideracions. In some cases, rediscributive measures were taken before
the emphasis was placed on growth (the agrarian reform in Korea); in
others (Spain), greater trust was placed on the dynamic distribution of
. income. Each situation called for different combinations of economic
policies and actions, all qualitatively different from those which would be
needed if all efforts were concentrated solely on growth.

Likewise, it is feasible to promote a type of growth which is atonce
dynamic and capable of reducing cthe external vulnerabilicy of che coun-
tries, Thus, the diversification and expansion of exports, an increase in
domestic saving and improvements in the country’s capacity to develop
and apply technological and organizational innovations (all goals pro-
posed in chis document) would help to reconcile growch wich the objec-
tive of improving the degree of self-determination of domestic economic
policies.

Finally, although ic is not strictly appropriate o speak of crade-offs
in reconciling the economic objective of groweh and the political objec-
tive of achieving a democratic and participative society, since these are
different categories with their own sets of values, it may be noted thatin
the present conditions both these goals are compatible with and even
functional to each other. There can be no doubt chat ic is desirable chat
development should open up leeway for action in a way which neither
divides nor polarizes society, and also chac the application of formulas of
social concertation should bring with it che unity of efforcs necessary for
overcoming the current economic impasse, This lacter task presupposes
the democratizacion of economic policy: ie., clear and open sharing of
benefits, sacrifices and responsibilities between the State and private
agents.
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In short, although five years of economic stagnation and even
retrogression have given rise toa tendency to make growth the dominant
objective, it would be a mistake to ignore the other objectives of develop-
ment mentioned above. On the contrary, achieving at least a minimum
level of tulfilment of all these objectives is one of the indispensable
features of the approach within which the proposals contained in the
following chapters fit. It is for this reason cthat a number of principles on
which the effore to reconseruce national development strategies can be
based are put forward and emphasized. Equicy is importanc because it is a
decisive element in long-term social stability and in making it possible to
amalgamate and unite che energies of societies in order to overcome the
development crisis. Greater autonomy in the formulation and implemen-
tation of economic policies has intrinsic value in view of the pressing
need for collective capacity to solve national and regional dilemmas,
There ate also political considerations which rust legitimately and
explicitly be taken into account in formulating and implementing eco-
nomic actions. All this calls for the establishment of priorities and for
decided efforts to harmonize and smooth down the erade-offs between
the different objectives. However, this makes it much more complex co
design development strategies and there must necessarily be variations
in the way in which each society makes up its mix of specific policies.

¢)  Tbhe desirable degree of economic openness

Those who advocace cransforming the non-traditional export sector
of Latin America and the Caribbean into the “engine” of development
usually point to the success achieved by a group of South-East Asian
economies. For their parr, those who resist opening che economies up to
a greater international competition, point to the risks involved in such a
decision, and argue that import substitution strategies gave satisfactory
results for the three decades following the war and that their capacity for
continuing to do so is far from being exhausted.

One pare of the debate —rhat concerned with the macroeconomic
framework— centres on the advantages and disadvantages of altering
the relative prices of tradeables (both exports and imports) and non-
tradeables and on the relation which should exist between the price
structure of a country and international prices. It is well known that the
most suitable economic policy instruments for acting on relative prices
are the exchange rate (which affects the relarion berween the prices of
tradeable and non-tradeable goods); import duties (which affect the
prices of imports and import substitutes); export subsidies (which influ-
ence the formarion of the prices of exportable goods), and various
combinations of such instruments with each other and with others of an
administrative nature (licenses, quotas and prohibitions, exchange con-
trols, dual or multiple exchange rates, etc.).
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The blend of instruments determines the “pro” or "anti” export or
“pro” or “anti” import substitution bias of the economic policy. Thus, an
extreme case would consist of 2 combination of a régime of high differen-
tiated cariffs and a low exchange rate, which would tend to favour import
substitution but would discourage sales abroad. The other extreme would
be a sicuation with a high exchange rate, low uniform tariffs and special
export incentives, which would tend (in relative terms) to favour export
activities over import substitution. An intermediate position would be
that tending, through various mechanisms, to balance incentives to
activities chat save foreign exchange with incentives to those which
generate it

It is indispensable for the countries of the region to evolve towards a
more efficient and competitive industrial sector, whether it be for import
substitution or for export. It is worth noting, in this respect, that a region
where the cost of labour in the manufacturing sector is only a fraction of
that of theideveloped countries, whose tax burden is lower, whose levels
of productivity are not less than 50% of those in the developed countries,
and which also has access to comparable technologies can hardly pas-
sively accept the prospect of maintaining high and indiscriminate protec-
tionism. It is therefore fully in keeping with the present and future needs
of the region’s development to correct excesses of overprotection of
manufacturing activities of dubious social profitability and to make a
direct attack on the shortage of foreign exchange by promoting exports,
especially bearing in mind that all this is not incompatible with full use of
domestic and regional markets and import substitution effected within
reasonable levels of protection.

Four reservations need to be made with regard to this proposal,
however. Firstly, 2 macroeconomic policy which favours the production
of tradeable goods is a necessary but by no means a sufficient condition
for increasing exports: just as important, or even more so, are institu-
tional factors (organization, entrepreneurial capacity, channels of mar-
keting) and other factors. It should not therefore be expected that the
mere alteration of relative prices will be enough to achieve the expected
results; in practice, other actions will also be needed to assist in the
adaptation of the structures of production.

Secondly, gaining access to international markets is 2 complex and
lengthy process which involves both advances and setbacks, due to the
necessity for a trial and error approach and the need to react to external
circumstances. The most successful international experiences in this
regard show that it is not 2 marter of seeking drastic opening of the
economiés, but rather of defining on a sectoral and temporal basis a
domestic learning process which will lead to a solid form of insertion in
the international market. Consequently, it is necessary to proceed in a
gradual and selective manner, so that the changes can be assimilable and
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the adapration of the structure of production can be achieved at the
lowest possible cost in terms of external imbalances, increased unem-
ployment or the dismantling of costly installations.

Thirdly, the important thing is not so much to export for its own
sake as to transform the structure of production with a view to actaining
more efficient and more functional patterns of output in terms of domes-
tic economic objectives, the use of che available resources, and trends in
international demand. It may be recalled in this respect that both the
industrial powers of today and the majority of the South-East Asian
countries which are exporting manufactures gained access to the interna-
tional market after having consolidated and integrated their production
capacity and having generaced the necessary domestic competitive effi-
ciency. This indicates that there is no single route for exporting or
attaining excellence in production in particular branches of economic
activity, nor is there a single way for promoting efficient import substitu-
tion. Indeed, an objective appraisal of the lessons of history tends to
strengthen the theory that these two processes, when they are success-
fully achieved, tend to be inseparable. .

Fourthly and lastly, it may be noted that the “opening up” of the
economy requires, as its counterpart, access to external markets, In many
cases, however, the countries of the region face external circumstances
which are so adverse that, despite their considerable efforts, they are
unable to generate sufficient foreign exchange to sustain the growth of
their economies, In these circumstances, exposing their economies stiil
further to international competition would not only involve serious risks
but would cease to be a real option vis-4-vis the less desirable but safer
strategy of containing imports.

Furthermore, some conceptions which advocate “opening-up”
strategies inspired by variants of the lissez fasre of the last century
closely combine the idea of converting the export sector into the “engine”
of growth with that of making the market mechanism alone responsible
for effecting the necessary changes in structures of production. These
doctrinaire proposals have an implied bias against State intervention in
the economy. The experience of the South-East Asian countries, how-
ever, shows that the adoption of an export strategy calls for considerable
State action. Government intervention is necessary not only for the
design of the macroeconomic policies (sometimes even running counter
to the market signals, which are always of a short-term nature) but also
for creating the conditions to complement structural change. The forego-
ing, as will be shown below, does not mean passing any judgment as to
whether those called upon to make the changes will be public or private
enterprises.

Finally, at the root of the debate on the degree of economic "open-
ness” there is a topic which is frequently overlooked or at least relegated
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to a secondary level: ie., the structure of production which is sought in
each country. In this respect, the balancing of the incentives to save
foreign exchange and those designed to generate it will affect all tradea-
ble goods and services. What is really sought for, however, is to improve
the international competitiveness of che products of the region, espe-
cially in the case of non-traditional goods, in order to stimulate efficient
import substitution and the export of new products which can fit in with
the dynamic comparative advantages available under a new pattern of
international trade. This calls for the modernization and diversification
of agriculeural production, and especially for industrialization, although
on different and renewed bases.

d) Tbe role of the State and of private agents

The topic of the activity of the State in the development process has
contributed co the polarization and ideologization of the debate on the
different approaches to development. One extreme invokes the supposed
qualities and virtues of the private agents (efficiency, optimum resource
allocation, capacity of adaptation and innovation), which are presented in
contrast to the supposed shortcomings of the public agents (inefficiency,
poor resource allocacion, bureaucratism), all of which results in the
assignment of intrinsic value to the reduction of cthe government’s
presence in the economy ac all levels. At the other extreme, there is a
tendency to assign similar attributes and virtues to the public agents
(rationality, coherence, action for “the public good”, tendency to take a
broad overall view), which leads to the State being given a dominant role
in the development process, sometimes even ac the expense of the
activities of private agents. Thus, at both extremes, value judgements are
issued which favour one of the agents over the other, rather cthan
admitcing chat neither the public nor the private agents always have the
qualities attributed to chem and that, in the process of development in
mixed economies, State action and che funccioning of the market are not
opposing and even antagonistic options, but complementary
mechanisms. .

Naturally, the debate cannot take place or be resolved in the
abstract. The functions and objectives of che State go beyond chose of che
sum or the combination of the rest of the social forces; its actions take
place within a certain institutional, social and political framework which
defines a complex guidance function in its various dimensions. Nobody
can doubt that one of the basic functions of any State is to look after the
well-being of the population. However, the scope and concrete content of
the actions taken by the State in order to fulfil this function are not only
connected with the organizational, technical and financial capacity of the
machinery of government, the coherence of its actions, the features of the
political leadership of the country and its capacity to unice wills and
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achieve a social compact, but are also linked with the way in which the
State and the rest of the actors in society interact and influence each
other. In any case, in the great majority of the Latin American countries
public and private agents exist side by side in a situation of creative and
dynamic tension whose forms and concrete expression vary with time
and from one country to another.

One part of the controversy concerns the question of administrative
action or planning as complements to or substitutes for the market
signals in the allocation of resources, while another part concerns the
ownership of the means of production. Both aspects are of course closely
interrelaced. Thus, for example, the arguments to the effect that the
markec mechanism —the so-called “hidden hand”— is the most approp-
riate instrument for achieving optimum allocation of resources are
extremely well-known. Equally well-known are the arguments in favour
of direct action to alter the results of the market, to overcome the
imperfections typical of a developing economy, to respond rapidly to
price signals, or to achieve certain economic policy goals, especially as
regards equity. It only needs to be recalled that, in relatively disarticulated
economies, market prices usually differ very considerably from the
respective social values, due (inter alia) 10 the imperfections limiting
competition and the existence of important negative and positive exter-
nalities in the various processes of investment and production.

In this sense, although the existence of prices which reflect relative
scarcity or social opportunity costs favour cthe process of cthe optimum
allocation of resources, there is recent experience which demonstrates
that “correct prices” are not sufficient to achieve development. It may be
noted, by way of illuscration, that exceptionally high real interest rates do
not necessarily increase financial savings; high exchange rates are not
always sufficient to increase exports rapidly, and depressed real wages do
not inevitably bring about the displacement of investment to activities
which make more intensive use of labour.

Moreover, the “correctness” of a particular price is a relative, notan
absolute matter. Thus, certain “incorrect” prices may be justified in the
short teem if they are in keeping with broader objectives of the develop-
ment policy. As nated in a recent article, “...achieving correct policies
involves more than just achieving correce prices. Realigning production
propetly may require incentives which exaggerate the market signals.
Efficiency is often the resulc of successful distortions”.?” In other words,
the imperfections which are typical of developing economies justify and
even demand a pragmatic and realistic combination of the market instru-
ments and direct action by the State.

As regards the subject of the ownership of the means of production,
inLatin America (as in other developing regions) there is a long tradition
legitimizing certain government actions designed to achieve the general
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objectives of development more rapidly. Indeed, one of the lessons
provided by the history of the countries now considered as industrialized
is the very special significance which the ateributions and responsibilities
of the State had in the development process.!® In mixed economies, the
public enterprises support and complement the activities of the private
agents instead of competing with them. Generally speaking, the expan-
sion or reduction of the scope of State activity should not be postulated as
a function of doctrinaice objectives (the “"socialization” of economies) but
rather in terms of concrete results which are functional with respect to
the development objectives. The same pragmatic approach should be
applied to the tendency to “privatization” observed in some countries:
rather chan discussing the question of the size of the public sector in the
abstract, what should be sought is the redefinition, in view of changing
circumstances, of the relation berween State and private enterprises. The
factor which has been of most influence in making essential a revision of
the role of State enterprises in the economy is very closely connected with
the problem of absorbing the losses of income caused by the economic
crisis prevailing in the region.

The symbiotic relationship implicit in the foregoing paragraphs is
also to be found in the area of public expenditure and the way in which
this affects the spending of the other economic agents. In this respect, the
experience of a number of countries of the region shows that public
expenditure has not only had a direct effect on the expansion of the
production capacity of the economies but has also had an important
spillover effect on private investment in subsidiary or complementary
activities.

Some reference to the rest of the agents of developmenct is called for,
During the forty years since the war, most of the societies of Lacin
America and the Caribbean witnessed cthe emergence of new actorsand a
growing differentiacion between the different strata of society, to such an
extent that, as some authors have pointed out, it is difficult co place the
different agents of development in clear categories.!® Quite apart from
the criteria of social stratification or the functional typologies used, the
diversity and heterogeneity displayed today by the societies of Latin
America are noteworthy. An illustracion of this is to be found in the
pronounced contrasts between traditional and modern forms of produc-
tion which coexist in the region, both in the big cities and in rural areas;
in the multiple forms of organizacion (trade associations, co-operatives,
associations of the most diverse nature), and in the way in which the
various agents seck to influence the decisions of the State. This diversity
and heterogeneity has enriched the way in which the State and the rest of
the economic agents are interrelated in the creative and dynamic tension
referred to earlier.
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In short, neither the deliberate expansion of State activity not the
reduction of its actions in all spheres of social life should in themselves be
the objectives of the new development strategy. The decisions should be
in keeping with the precise circamstances of each country, and they
should correspond to equally specific development objectives and be the
result of the permanent dynamic interaction between the Scate and cthe
rest of the societal actors. However, some requisites should be laid down
for all the agents, both public and private, as a function of the objectives
of development. Thus, efficiency, originality, capacity for adaptation,
innovation and flexibility are qualities which should characterize both
the actions of the State and those of the private agents.

With regard to public sector enterprises, for example, it would be
desirable to change the traditional way they are run in various respects.
On the one hand, in many cases their objectives should be simplified, or at
least made more explicit. In this respect, it would be desirable in general
to free their finances from the burden of providing subsidized goods or
services and lighten the load of acting as leaders in wage levels and job
creation, to centre mote attencion instead on such matters as costs, the
generation of sutpluses and increased productivity. Furchermore, greater
emphasis should be placed on making big State enterprises the fulcrum of
technological change, applied research, the development of activities
which can form pare of inter-industry linkages, or che establishment of
regional complementation agreements.

Finally, independently of che institutional, social and political
framework in which the State operates, finding a solution to the Latin
American crisis demands the strengthening of the capacicy to govern,
expressed in the technical and administrative efficiency and effectiveness
of the State machinery for ruaning the country, the political capacity to
unite wills around a national development project, and the economic and
financial capacity to promote, stimulate and orient such a project. Thus,
for example, it will be necessary to achieve the greatest possible coher-
ence between objectives and actions; the greatest possible rationality in
the allocation of public resources to particular activities, and (in the
framework of a democratic and participative process) the greatest com-
munity of interests between the government and civil society as regards
the general thrust of the development project.

In shore, in the process of creative interaction becween privace
agents and the State, both sides will quite legitimately try to formulate
certain mutual demands. Thus, the private agents will demand ar least
that the Scate must not hinder the execution of their activities through
controls and requirements which raise risks and costs, The Scate, for its
part, will orient economic policy in such a way as to induce the private
agents to follow a pattern of behaviour consistent with the fulfilment of
the development objectives. Thus, in mixed economies both the public
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and private agents have roles to play. In view of che great heterogeneity
of the situations existing in the region, it is neither possible nor desirable
to offer preconceived images as regards the content and scope of these
roles nor as regards cthe way in which the two parties should interact and
complement each other. This will depend on the circumstances, the.
capacity for initiative of the State, and the objectives pursued. Wich
regard to this latter aspect, there are common objectives which neither
the State nor the private agents can reach alone, and this is why concerta-
tion is so important.

¢} Recapitulation

In conclusion, the following leading features of the conceptual
framework set forth in broad lines in the preceding pages may be listed:

Firstly, recognition that growth is a fundamental but not of itself a
sufficient element for achieving scable and balanced development. It
might be appropriate to sacrifice maximum levels of economic expansion
in the interesc of achieving ac least 2 minimum level of fulfillmenc of
objectives which are of the same order of importance, such as improving
income distribution, attaining greater auwtonomy wiés-Z-vis the world
economy, and progressing to more participative and democratic societies.

Secondly, awareness that although the macroeconomic framework
in which the development strategies fit is an important element, espe-
cially in the allocation of resources and the ordering of priority objectives,
equal attention is merited by sectoral actions, organizational and institu-
tional changes, or the correction of certain bortlenecks.

Thirdly, development is not something that “happens’ spontane-
ously in a “suitable” macroeconomic framework, but something which,
on the contrary, requires deliberate, systemartic and decided action by
governments and private agents to mobilize and build up all the resour-
ces of the country. This lends force to the idea that what is needed is a
State playing an active role in economic matters, whose action cornple-
ments that of the private agents.

Fourthly, recognition of the unavoidable need to increase the capac-
ity to adapt to new ciccumstances while accepting at the same time that
any effort to adapt needs rime, so that, in order to consolidate crue
processes of structural change, policies must be gradually and selectively
modified. This therefore introduces the notion of a cerrain elernent of
“trial and erroc” in walking the crooched path which leads to the fulfil-
Iment of the desired goals.

Fifthly, importance is assigned to the view that Latin American and
Caribbean developmeant is a process different from thac of other areas
and countries, There is no valid historical basis for the theory that the
development of the countries of the region will take place in the image
and likeness of the process undergone —either earlier or ac present— by
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the industrialized countries. It would be more appropriate to accept as
plausible —and desirable-— che idea that there should be a variety of
_approaches and strategies in the light of the different weighting of the
changing objectives and circumstances of the Latin Ametican and Carib-
bean countries. Only thus will it be possible to take due account of the
special features of each nation, to liberate their creative potential, and to
achieve full identity between che aims of the governments and of civil
societies around a common development project.

Sixehly, acceptance of the fact that development stracegies do not
take place in a vacuurn but must fit in with a given political and institu-
tional framework. There can therefore be no preconceived formulas for
development. This highlights the need to take a pragmatic approach and
also explains why more detailed expressions of che implementation of
such strategies can only be achieved after an analysis carried out at the
level of specific cases.

In the following chapters, chese general ideas are developed around
the various issues under analysis.
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Il. THE DOMESTIC EFFORT
A. STABILIZATION AND ADJUSTMENT POLICIES

1. Recent stabilization and adjustment policies

External maladjusements and inflation are phenomena that have been
well known in Latin America for a very long time, However, in the 1980s,
they have come to wield predominant influence on the economies of
many countries, both because of the force with which they affect them
and the considerable impact that the stabilization and adjustment pro-
grammes have on economic policy. Thus, since 1981 the councries of che
region have had to embark on a painful adjustment process to reduce the
deficit on current account in cthe balance of payments, which had reached
the equivalent of 35% of their total exports in 1981-1982, The policies
applied quickly brought this imbalance down to an amount equivalenc co
around 5% of the value of exports, buc at the cost of a sharp drop in the
level of economic activity, employment and investment.

Furthermore, the external disequilibria usually co-existed and were
interrelated wich internal financial disequilibria: between 1982 and 1985,
for example, the inflation rates trebled. Notwithstanding the significant
progress recorded in 1986, inflation still persists in some countries and
has even worsened in others. In shore, in most countries both che
adjustment and stabilization processes are still incomplete and cannocbe
considered without also examining their impact on economic recovery
and development. The crisis thus makes it imperacive to deal simultane-
ously with short-term and longer-term policies: wich stabilization and
with economic recovery. Achieving an expansionary adjustment and
price stabilization without triggering off a recession must not only be an
objective on the agenda of priority goals for Lacin America and the
Caribbean but also consticuces an essential starting point for defining
economic policies and strategies for the coming years.

)  General considerations

The original cause of the disequilibria differed from one country to
another in the region, but the commonly applied stabilization and adjust-
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ment programmes, which greatly influenced che economic policies of
many countries during the period 1981-1985, assumed as their funda-
mental premise that the disequilibria were caused by excessive demand,
which in turn caused a deficit on the current account of the balance of
payments, an acceleration of inflation, and a distortion in the relative
prices of tradeable and non-tradeable goods.?® Lictle attention was paid,
however, to the other factors which can to a greater or lesser extent affect
che achievemenc of stabilization ot adjustment, The efforts made under
these programmes were therefore focused mainly on adjusting relative
prices (usually through devaluation) and on attacking the supposed root
cause of che disequilibrium —excessive aggregate demand— by reducing
the fiscal deficit, restricting credit and controlling wages.

Not only were the same measures urgently recommended from
outside for the different countries, regardless of their special characteris-
tics and features, but the results of their application were also similar. In
the vast majority of countries, the result was a recession whose size and
extent varied from country to country. Similarly, there was usually more
obvious success in reducing the external disequilibrium than in rackling
inflation, which in fact accelerated sharply in some countries.

The adjustment programmes commonly applied were ineffective
and recessionary, firscly because undue emphasis was placed on reducing
domestic demand; secondly, because of the very large size of the deficit
that needed to be adjusted in many countries of the region and finally,
because of the uncommon speed with which they had to be implemented.

With respect to the first aspect, the stabilization and adjusement
programmes were based mainly on measures for reducing demand.
Indeed, both the expenditure cuts and the relative price adjustments had
a contracting effect. Because of the short time available for adjusting the
external accounts, the main initial impact of the devaluations was to
reduce domestic expenditure even further.

In addition to being recessionary, the adjustmem programmes were
inflationary in the short term, thus creating one of the many links
between internal and external disequilibria. The main tool that was used
for shifting the direction of demand was devaluation, which had the
initial effect of increasing the relative prices of tradeable goods. This,
plus the inflexibility of the prices of non-tradeable goods, and above all
because of the mechanisms of indexation and the creation of expecta-
tions, helped to accelerate inflation.

In the second place, the size of the disequilibria further increased
from 1982 onwards with the sharp decline in external financing. In
previous years, the net capital inflows into the region not only covered all
payments of inceresc and profits, buc also enabled che importation of
209% more than the value of expotts. From that year onwards, however,
this net transfer of resources became increasingly negative, as already
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noted. Hence, in practice the countries not only had to make adjustments
to meet the deficit on their current accounts caused by permanent factors
but also had to meet the deficit caused by temporary changes (such as the
increase in international interest rates and the pro-cyclical capital move-
ments). Thus, a furcher compulsory adjustment had to be made.

Finally, the excessive speed of the adjustrent helped to make it

recessionary and ineffective. The fact is that, for an adjustment to be

effective, there must not only be a reduction in domestic expenditure but
also a reallocation of resources from the production of non-tradeable
goods to exports and the production of import-substitutes: a process
which is necessarily slow. Strictly speaking, for an adjustment to be
effective there must be real changes in the structute of production and

expenditure, and it is consequently difficult to see how a very drastic
adjustment can be efficacious.?!

b)  Recent experiences

Several lessons can be drawn from recent experiences and, if
heeded, can help to minimize che risks of recession posed by stabilization
and adjustment policies.

In the first place, there are fundamental differences between a price
stabilization policy and an adjustment policy, so that often it is advisable
to separate them in time, especially when inflation has become persist-
ent.22 Thus: _

i) a stabilization policy is not necessarily accompanied by a reduc-
tion in che availability of goods and services whereas an adjusement
policy is;

if) in cases of moderate inflation, the stabilization of price levelscan
be postponed, since the social costs of inflation can be reduced to tolerable
levels through indexation, whereas once the reserves are exhausted or
external credic ceases, the ad]ustment process becomes inevicable and
cannot be delayed;

iii) a drastic (shock) policy can be effective in the case of scabiliza-
tion and it is even doubtful whether it is possible to reduce three or
four-digit inflation by means of programmes which take effect gradually;
in contrast, if an adjustment process is to be socially efficient, it must
necessarily be gradual,? and

iv) although some of the components of an adjustment programme
(as for example the reduction of expenditure) do help to reduce both the
external disequilibrium and inflarion, devaluation and increases in public
service tariffs help the adjusement but tend to cause a short-term increase
in prices, although in the long term their effect could be different.

In the second place, the traditional approach, for both adjustment
and stabilization, has a recessionary bias since it places too much empha-
sis on controlling aggregate demand, although in many cases this demand
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is a combination of excessive demand in some sectors and weak demand
in others, Strictly speaking, if an adjustment process is to wotk, it is
necessary to increase the production of both import substitutes and
exports and not simply reduce imports. Whereas the contraction of
imports ¢an be achieved by merely holding down demand and invest-
ment, in order to expand the production of tradeable goods there must be
a redirection of demand (towards non-tradeable goods), together with
the maturity of investments (for the production of tradeable goods).
Consequently, if an adjustment process is to succeed, investment should
not be reduced indiscriminately, as was frequently done in the recent
experience of the region. Similarly, it is usually necessary to apply
demand control policies to bring inflation down. However, when such
policies are not accompanied by measures to adjust supply (for example,
exchange rate and price policies) they tend to have a recessionary impact
on economic activity instead of providing more permanent solutions.
In the third place, the stabilization and adjustment policies that are
customatily applied are usually defined in much too global terms. For
stabilization and adjustment processes to be less costly and more lasting,
more specific and selective policies must be applied. For example,

although it may be necessary to slow down the growth of aggregate
demand and reduce the fiscal deficit, the effects will differ depeading on

whether this objective is achieved by reducing investment or consump-
tion; by reducing luxury or essential consumption; by reducing the
salaries of public employees; by raising taxes or reducing expenditure; or
by globally or selectively reducing credit. Equally, instead of merely
correcting relative prices by means of blanket mechanisms such as

devaluation, it might be more effective, especially in the short term, to
utilize selective mechanisms such as subsidies for certain exports or tariff
surcharges on certain imports, which make allowance for the specific
situations of the various activities in terms, for example, of the degree of
utilization of their installed capacity. These differences, in turn, affect che
speed with which che activities can themselves respond to che incentives
created by the economic policy. _

It may be noted that the multilaceral financial organizacions have
recently begun to adopt some of the approaches described above, judging
from the pioneer agreement reached between Mexico and the Interna-
tional Monetary Fund in mid-1986. Under the terms of that agreement,
the Mexican Government decided w embark on an adjustment pro-
gramme with special characteristics which includes important innova-
tions compared with previous programmes, since it is designed as a
function of an economic growth target co which external financing must
conform and not in terms of a given supply of external financing to which
economic growth must conform. In fact, both the actual amount of
external resources that the country will receive and the criteria for cheir
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use and the economic policy commitments included in the agreement
with the Fund are subject to the movement of the price of petroleum and
the extent to which the objectives set forth for the revival of economic
activity are fulfilled

2, Toﬁvards expansionary adjustment

a) Gemeral comideratioss.

The aim of an expansionary adjustment policy is to restore the

equilibrium of the external accounts in a context of growth, and not
merely by means of a recession which decreases imports. In order to do
this, it is necessary to increase exports and substitute imports, rather than
to cut down drastically on them. The smaller the initial amount of the
disequilibrium, the greater the unused capacity in the tradeable goods
production sector, and the longer che time available to implement the
process, the greater is the likelihood that the adjuscment will be
expansionary.

In its simplest formulation, this policy assumes that the country
must make an adjustment if the deficic is caused by permanent changes,
since in thac case the negative balance will tend to perpetuare itself,and a
deficit on current account cannot be maintained indefinicely above a
certain chreshold unless che country is also receiving permanent financ-
ing above that chreshold. In contrase, a deficic actributable to temporary
factors should be financed by using the international reserves or by
resorting to borrowing.

It is not always easy, however, to put these principles into practice;
the difficulty lies above all in determining what parc of a deficit on
current account is permanent and what part is temporary. For example,
knowing whether the recent slump in the price of petroleum is tempor-
ary or permanent is of vital importance both for the countries that are net
exporters of hydrocarbons (who would have to make a greater adjust-
ment if the slump were permanent) and for the net importing countries
(who would only have to make a smaller adjustment in that case).

This distinction is crucial, since the region has been compelled to
make adjustments in recent years as if the entire deficit had in fact been
caused by permanent changes. By way of illustration, if it is assumed that
the ligher interest payments caused by real international interest rates
that are 2 1/2 percentage points above the historical rate (2% per year)
are tenporary, then the average annual adjustment thac the region
should have made since 1982 would have been US$ 7 billion per year less.
In that case, the adjustment would have already been completed in 1983,
Another éxample relates to how the recent drop in commodity prices is
viewed. Between 1980 and 1986, these prices have declined by more than
17% in the case of the non-petroleum-exporting countries, which means
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an average loss of almost US$ 10 billion per year since 1982, As already
noted, a part of this decline is due to permanent changes atrributable to
structural factors; however, it would be an exaggeration to presume that
temnporary factors are not responsible for at least a part of the decline.
Nevertheless, in practice this has been the assumption behind the adjust-
ment process, since the region has been compelled to eliminate virtually
all of its deficit on current account. It is estimated that if the increase in
interest rates and the drop in commodity prices had been considered as
cemporary, and if, as a result, che corresponding financing had been
available, the region would have been able to increase its imports by as
much as 309% (US$ 17 billion). Basically, the reason why the region had
to pay off virtually all of its deficit on current account and not merely
adjust the parr accributable to permanent changes was that, as already
noted, since 1982 it has not received any additional external financing
even for the temporary component of the deficit.

Another key element in an efficient adjustment is the speed with
which it is carried out, since time is needed to make real changes in the
structute of production by shifting from non- tradeable to tradeable
goods. Thus, an essential requirement of non-recessionary adjustment is

that it should be of a gradual nature. The case of Brazil is a good example.
From the beginning of the external debt crisis in 1982 up to 1985, its

output grew by 11%, wheteas the output of the rest of the region fell by
29%. The Brazilian adjustment was not very recessionary because that
country’s imports decreased not only on account of a drop in domestic
expenditure but also because part of those imports were replaced by
domestically produced goods. Both the expansion of the production of -
import substitutes and the notable increase in exports were the result of
the large investments made in previous years.

Naturally, the effectiveness and the cost of policies designed to
change the structure of domestic supply also depend to a certain extenton
external circumstances. Thus, the growth and diversification of exports
will be easier or more difficult, depending on whether international trade
is expanding rapidly or slowly and on whether the downward trend in
commodity export prices is being reversed or is persisting.

b)  Policies

Although the possibilities of achieving an expansionary adjustment
are very much determined by decisions in which the countries of the
region have no say —such as, for example, the renegotiation of the debt
and the rate of growth in the industrialized countries— national policies
are nonetheless important, as evidenced by the considerable differences
in the costs and success of the adjustment efforts made by the different
countries. But precisely because the adjustment carried out has been
recessionary, in many countties of Latin America and the Caribbean the
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process is still incomplete and high levels of idle installed capacity,
unemployment and underemployment of labour exist side by side. It
would cherefore be possible to attain significaat increases in production
—even of tradeable goods— in the shott term without any need for any
significant prior increase in investment in fixed capital. The use of this
idle capacity therefore constitutes a first ingredient in an efficient adjust-
ment policy.

In the second place, it will be indispensable to reassign a substantial
part of the additional output derived from the more intensive use of the
idle capacity to exports as soon as possible, for in the present situation,
where there is a scarcity of foreign exchange, idle capacity cannot be
reduced merely by resorting o measures which increase domestic
demand, since the stumbling-block of the shortage of foreign exchange
for the purchase of intermediate goods would soon be encountered. The
lower capacity to import inputs thus constituces both the main determi-
nant of the level of global production in the region and the fundamental
constraint on its growth.26

In order to induce these changes, the usual adjustment policies
should be applied —reduction and reallocation of expenditure, rectifica-
tion of relative prices and reallocation of investment— but they should be
oriented in line wich the priorities already referred to and supplemented
by direct support measures for specific activities. In particular, and on the
basis of recent experience, there are three fundamental requisites for
minimizing the cost of an adjustment based on more efficient use of idle
capacity in the short term and on an increase in investment in the
medium term.

The first requisite concerns policies for resource reallocation and
for expenditure reduction. Precisely because it is likely that expenditure
teducrion policies will work more quickly than reallocation policies, there
is justification for using “over-reallocation” policies on a temporary
basis. Indeed, in making their adjustment the countries of the region have
used both reallocation policies and policies for the reduction of domestic
demand. However, because of the short period of time available to chem
to correct the external accouncs the main effect —of boch che reallocation
and devalvation policies— has been to reduce expenditure.?’

With respect to reallocation, in the present situation —where there
are considerable but different margins of idle capacity in the various
sectors— the exchange policy should be supplemented by the temporary
and selective use of additional incentives. It would therefore be useful to
establish tariff surcharges on imports and to subsidize and stimulate
exports to assist those acrivities with che greatest idle capacity, the
greatest price elasticity in the short term, and the best potential to
compete internationally in the medium and long term. The selective
temporary use of these instruments would make it possible to stimulate
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those export-oriented or import substitution activities which have the
highest potential for responding immediately. Furthermore, selective
increases in tariffs and subsidies have the advantage at not exerting such
a widespread upward pressure on costs as devaluation, while they also
have less of a tendency to trigger off or heighten inflationary
expectations.

With respect to expenditure reduction policies, a selective policy
would also have to be followed, 50 as to cause the least possible damage to
the demand which sustains the use of che existing productive capacity,
especially that geared to generating foreign exchange or to meeting the
basic needs of the population.

The second requirement is recognition of the fact that in many
cages, in the short term, the policies geared (o export promotion will yield
mote foreign exchange, bearing in mind the sharp concraction in the
volume of imports and che equally important structural changes that
have occurred in almost all the countries of Latin America and the
Caribbean since 1982. It can be deduced from chis that the chances of
rapidly replacing a considerable amount of foreign exchange are rela-
tively small.28

The third requlremeut is that in order to overcome the external
bottleneck situation once and for all, there must be changes in the
productive structure to increase the absolute size and relative share of
export-oriented and import substitution activities. Although in the short
term this increased production must basically be achieved by more
intensive use of the existing installed capacity, in the medium term it can
only be achieved by expanding the productive capacity of the sectors
producing cradeable goods. Because of this, and because of the contraction
in investment in the majority of countries during the crisis, it will be
indispensable in the years to come to accelerate the pace of the global
accumulation of capital, o increase its efficiency, and t change its
structure and orientation.

Thus, in future it will be necessary to reduce the external imbalance
(or at least keep it under control) and to steadily boost the levels of
production and employment. Priority will therefore have o be given
systematicaily to investments aimed at expanding production capacity of
exportable and import substituting goods, as well as of Jabour-intensive
goods which require relatively few imported inputs. This lacter criterion
means that investment in machinery and equipment should grow racher
less than expenditure on conscruction, which has a low import content
and directly or indirectly generates a great deal of employment. Accord-
ingly, the abrupt curtailment of public works and housing programmes
yields precious few benefits from the scandpoint of adjustment —since it
hardly reduces imports at all— while on the other hand it has a high
economic and social cost, since it chrows out of work many workers who
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will have difficulty in finding employment in export-oriented or impore
substitution activities.

However, if expenditure on construction is to contribute to structu-
ral adjustment and not only to maintaining employment its allocation
will have to be changed. Thus, in the selection of public works preference
will have to be given systematically to those which increase or promote
the production of exports and import substitutes (such as, for example,
irrigation and drainage works or the construction, maintenance and
improvement of roads in agricultural and mining areas), with less impor-
tance being given to those which only improve the living conditions of
certain groups resident in the larger cities,

Construction policy should also obey the principle of redistribution
and seek to satisfy some of the basic needs of the poorest groups. In this
sense, the building of low-cost housing, construction of piped water and
sewerage networks, the execution of small works to assist agriculture,
and environmental sanitation have manifold advantages, since they can
be carried out with a minimum of imported inpues and capital goods, they
employ a great deal of labour, and they bring about an immediate and
lasting improvement in the living conditions of the poorest groups.

Furthermore, priority will have to be given to investment projects
which have a shorter macurity or which supplement existing installed
capacity. In fact, as long as the net capital inflows are not resumed it will
be necessary to apply a restrictive monetary policy in order to facilitate
stabilization and adjustment. Interest rates will tend to be high, and there
will consequently be a bias against investment projects involving longer
gestation periods. This bias will only be rectified after the external sector
crisis has been overcome.

Finally, the scructure of incentives (both tariffs and export promo-
tion measures) must be reorganized so that new investment will be
geared towards the sectors with dynamic advantages. Like the short-term
incentives, however, they must be selective and temporary. Indeed, both
because of the inevitable limitation of the available resources and because
of the need w0 make optimum use of them, protection must —instead of
being general and indiscriminate— be concentrated on a few activities
which have clear prospects of becoming internationally competitive and
can therefore help to attain external equilibrium both through import
substitution and export expansion.

At the same time, activities which have already matured must
receive incentives only during the period when they are entering the
external market.?? Consequently, at all times there would be industries
receiving protection for import substicution and others receiving support
for exports, but in both cases the incentives would be temporary and
would be reduced according to a pre-established timetable. Such planned
teduction is essential both to promote efficiency and to free resources in
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order to make it possible to embark upon a similar intensive cycle of
initial support and subsequent gradual withdrawal in other activities
with dynamic comparative advantages.

3. Price stabilization without recession

a) General considerations

The factors which sparked off the crisis, and the adjustment which
followed, caused inflation to rise to an average of nearly 3009 for the
region as a whole in 1985, If reducing inflation necessarily meant provok-
ing a recession of proportionate size, correction of these extremely high
levels would bring on an unprecedented depression. However, there are
well-founded reasons for asserting that this would not be the mevltable
result of a stabilization programme.

From an analytical point of view, bringing inflation down calls for
no more and no less than slowing down, in the most balanced way
possible, the growth of the nominal values of the principal vatiables of
the economies such as the exchange rate, the money supply, wages, etc.
Systematic changes in the real variables such as production and employ-
ment are not required, nor does such action imply systematic redistribu-
tions of income. While examples of stabilization policies that have led to
the slowing down of economic activity and employment abound, there
have also been stabilization programmes that were not recessionary, or

Avere even expansionary.>

If an anti-inflation policy does not necessarily have to generate
recession, one naturally asks oneself why recession has characteristically
been one of the results of stabilization policies. There seem to be two
answers to this question: the first is that there may be errors of diagnosis
or conceptualization which mean that the secondary causes or symptoms
of inflation are attacked instead of the root causes; the second is that there
may be errots in implementation, for however well conceived a pro-
gramme may be, the measures adopted for its implementation may or
may not be the most suitable.

Experience indicates, in the first place, that generally speaking all
inflation has two components: one, a sudden or disequilibrium compo-
nent which causes the outbreak of inflation; the other, an expected or
equilibrium component which causes the upward movement of prices to
be persistent. Strictly 5peakmg, those theories which attribute inflation
to demand pressures, to an increase in costs, or to structural facrors can
explain the outbreak of inflation, but not the persistence of the inflation-
ary process. This persistence is atcributable to factors of propagation
which, in turn, are linked to inflationary expectations and indexation
mechanisms.
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An assessment of the relative importance of these two components
of the inflationary process is fundamental to the proper design of a
stabilization programme. The lower or mote occasional inflation is, the
lower will be the inertial component and consequently, the greater will be
the need to design policies to modify the basic elements which gave rise
to the disequilibrium.?! Conversely, the more intensive and more pro-
tracted inflation is, the less point there will be in attacking the mecha-
nisms which caused the disequilibrium and the more crucial it will be to
control the factors of propagation.

There has been a lengthy debate on the imbalances which gave rise
to inflation in Latin America. According to the traditional approach to
the analysis of inflationary processes, structural factors provide the
fundamental explanation for this phenomenon. Although this approach
continues to be valid, however, the appearance in the 1980s of extremely
intense inflation of three or four digits makes it advisable to go more
deeply, as is done in the following paragraphs, into the factors responsi-
ble for the propagation of inflation. At all events, in the design of
stabilization programmes it will be necessary to take both types of factors
into account, and their relative importance will be decisive in deciding the
nature of the anti-inflation policies adopted. Once there is a factor which
triggers off inflation (regardless of whether it is structural or not) the
rate of price increases can reach a level quite out of proportion to the
initial inflationary pressure, depending on whether an inflationary spiral
has been started which will cause the upward movement of prices to
generate successively wage increases, a higher fiscal deficit, greater
monetary expansion, and further price increases in a constantly repeat-
ing cycle. '

Furthetmore, if a high rate of inflation persists for a prolonged
period, it will create expectations that the phenomenon must continue.
Frequently, these expectations become institutionalized in the form of
ever-expanding indexation mechanisms, which are used to determine
exchange rates, interest rates, rents, wages and taxes. Thus, it may occur
that after a certain time price levels continue to rise by their own
momentum, even though the factors which caused the initial outbreak of
inflation have disappeared. In such an event, there will be inflation with
its attendant monetary expansion, fiscal deficit and increasing costs
(because ultimately inflation cannot take place if the means of payment
do not also rise), but these factors will not be its cause: this will be rather
in the inflationary expectations and the indexation mechanisms to which
they gave rise.

Again, even where inflation is not due solely to inertia or to
equilibrium factors, inertia may be the dominantcomponent. In that case,
the stabilization programme would have to be centered around altering
the inertia affecting the upward movement of prices. Whether the initial
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components that caused the imbalance should be corrected simultane-
ously is another matter. However, as the drastic stabilization pro-
grammes recently applied in Argentina, Bolivia, Brazil and Peru have
demonstrated, it is possible to achieve significant reductions in inflation
(although not to eliminate it entirely) without necessarily seeking full

and simultaneous correction of the basic factors that caused it.
A second lesson that can be learned from this experience is that a

slowdown in the inflation rate is usually accompanied by a contraction in
the growth rate of aggregate demand, but this does not necessarily mean
that excessive aggregate demand is the rooc cause. Unfortunately, not all
slowing down of demand acts solely in the direction of reducing inflation:
itoften also induces a recession or causes serious upsets in the distribucive
structure. Determining why sometimes a slowdown in the nominal
aggregate demand reduces only the rate of price increases without having
a negative impact on economic activity, whereas on other occasions it also
reduces production, is a central problem of macroeconomic theory and

policy.

The formation of inflationary expectations greatly hinders the
rapid reduction of the rate of prices increases. As in the case of other
rigidities, overcoming the effects of these expectations calls for a compre-
hensive and co-ordinated policy.

There are two main interpretations of the phenomenon of expecta-
tions, which need to be distinguished here. According to the first, the
problem of the rigidity of expectations is centered in the labour market
and arises particularly through the application of "backward-locking™
indexation mechanisms. These mechanisms cause labour contracts to
incorporate inflationary expectations which exceed the inflation targeted
in the stabilization programmes. The result is that if the indexation
mechanisms are not changed, the reduction of the inflationary process
will trigger off an increase in real wages which, in turn, will cause
unemployment and recession. According to the second, the most serious
problem lies in the rigidity of the expectations in the merchandise
market. Producers fix their prices according to expected inflation and not
only according to cost pressures. If this level of prices (or inflation rate) is
above what is compatible with the stabilization programme, the demand
will not be enough to buy all the goods which che system is capable of
producing, causing recession and layoffs. In chis case, the unemployment
would not have been caused by higher wages —these might even be
declining because of unemployment— but would have been caused by the
very high inflacion induced by the rigidity of che inflationary expectations
of the producers. According to this interprecation, the recovery of the
levels of production and employment would require speedier adjustment
of prices in the merchandise market —perhaps through price controls—

in order thus to avoid the recession which would reduce wages even
further.
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In short, the drop or slackening in production (recession) as well as
in prices (inflation) are to be explained by the existence of rigidities,
Especially in the case of persistent inflation, these rigidities may not only
be institutional in origin (trade-union power, indexation mechanisms),
but may aiso be non-institutional (expectations, expectations regarding
the expectations of othets, credibility, etc.). These latter causes of rigidity
are vaguer and more difficult to identify or check.

The region’s experience in inflation shows, furthermore, that there
are many more types of inflation than are indicated in traditional theory,
with different policy implications. Here, it is useful to distinguish at least
three types of inflation: occasional inflation, high and persistent inflation
and acute inflation leading to hyperinflation.

Rather than its intensity, what distinguishes occasional inflation
from persistent inflation is that in its case the expectations that ic will
continue have not become generalized, whereas in the case of persistent
inflation the belief in its persistence is so widespread that indexation
mechanisms which perpetuate the upward movement of prices are set
up. When wages, the exchange rate and interest rates are indexed, there
is a tendency to prevent a drop in wages, an increase in the balance-of-
paymenss deficit or the contraction of savings, all of which are usually
associated with inflation. If the economy is extensively indexed, the costs
of persistent and high, but relatively stable, inflation will be lower than
those of occasional inflation, since the difference between expected
(indexed) inflation and actual inflation will be slight. Hence, persistent
and relatively high inflation may be compatible with satisfactory eco-
nomic growth and the maintenance of an acceptable external balance.

If inflation begins to climb so fast that it excessively shortens che
adjustment periods of contracts, however, this does increase costs, If the
frequency of price reviews is increased from annually co semi-annually or
even monthly, all economic calculations become extremely difficule. The
process leads to hyperinflation, and both macroeconomic and microeco-
nomic planning becomes increasingly complex. Furchermore, the pro-
cess becomes very sensitive to outside disturbances, since changes in
relative prices can only be achieved by extremely high inflationary
acceleration. Furthermore, as inflation speeds up, the demand for money
declines and the speed of money circulation increases, causing a shift
towards goods or foreign exchange and leading to a regression to barter,
which impedes even further the operation of the economic system.

The costs of inflacion, which are difficult co measure, usually take on
a sinusoidal form: during the first phase, when inflation is recent and
unexpected, they are usually proportionate to the rate of price increases;
in the second phase the costs are relatively lower, as the inflation
becomes expected and predictable and indexation expands; but they
begin to rise and continue to do so when inflation passes the critical
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threshold to shorter readjustment periods and an accentuated trend
towards hyperinflation. Likewise, when inflation has taken place simul-
taneously with periods of recession, as has occurred in recent years in the
majority of countries of the region, it has clearly tended to be redistribu-
tive, since it has been the main mechanism for differentially sharing out
the losses in the real income of the different economic agents, to the
detriment of those less able to adapt to the changing expectations.

- Not only do the costs of inflation vary according to its nature and
intensity but so also do the risks thata stabilization policy will prove to be
recessionary. Experience suggests that those risks are greater when
inflation is persistent. In fact, the very expectations and indexation
mechanisms which render high, persistent and relatively expected infla-
tion tolerable make it more difficult co correct it, since chey restrict che
system’s capacity to respond to the slackening of aggregate demand,
causing a decline in the product instead of merely slowing down the rate
of price increases. This is why it is important to manage inflationary
expectations and indexation mechanisms in accordance with the infla-
tion target set {and not with past inflation) in order to avoid recession.

The risk chac a scabilization policy will be recessionary is lower both
with occasional inflation and with hyperinflation. In the first case,
precisely because there has been no previous long-standing inflationary
experience, there are no indexation mechanisms and the majority of the
economic agents act on the premise- that a normal situation is one of
stability and not a continued rise in price levels. In the second case, che
inflacionary expectations have not yet become consolidated at the new
pace, and indeed cannot do so, because of the inherent instability of such
high rates of increase. Consequently, the different social groups and
economic agents are prepared to place greater belief in the anu-
inflationary programme and give it more support. The risks that a
stabilization programme will cause a recession therefore tend to follow a
path similar to an inverted U.

The implications of the preceding analysis for economic policy are
clear. Because the cost of fighting the pressures of occasional inflation is
not only high but also increases with the intensity of the inflationary
outbreak, and also because of the fact that in the lacter case the risk of the
stabilization programme prompting a drop in economic activity is lower,
the decision to reduce inflation must be taken quickly. Thus, efforts
should be made to prevent the creation of indexation mechanisms and
inflationary expectations which would later make it much more difficult
to reduce the rate of price increases. The enormous economic costs of
hyperinflation and the threat it represents to the political and institu-
tional stability of a country also make it clear why there canbe nodelay in
applying a stabilization programme in such a situation. An anti-
inflacionary policy is of lower priority and the stabilization programmes
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are less urgent, however, when mflatlon (although hlgh and pers:stent)
is stable.

b)  Policies

‘The elimination of the disequilibrium componentinan inflationary
process calls for policies that remove the root cause of the outbreak of
inflation, whereas the elimination of the inertial component requires a
series of policies which reduce che inflationary spiral (such as de-
indexing and control of expectations) and make it possible to slow down
the increase in the nominal values of the main variables as simulcane-
ously and as evenly as possible. This is why it is so important that chere
should be a good diagnosis which distinguishes between the components
of inflation in order to put together the best possible combination of the
policies which make up a stabilization programme and which usually
include controlling aggregate demand, correcting relative prices and
guiding expectations. '

Generally speaking, the more intensive the inflation, the less
importanc it will be co correct the relative prices, since in such a case it is
the guidance of. expectations and control of toral demand which is of
fundamental importance. In the case of occasional inflation in contrast, ic
would be vital to correct relative prices and rapidly control aggregace
demand to preveat the rise of inflationary expectations ot the establish-
ment of indexation mechanisms. Finally, in che case of high and persist-
enc buc celatively stable inflacion, elimination of ¢he inertial component
would be fundamental, and for ¢his it would be indispensable to reconcile
the reduction of the growth rate of aggregate demand with a simuliane-
ous and relatively even deceleration of the various cost components.

As a rule, there can be no effective stabilization programme if there
is no control of aggregate demand. This does not mean acceprance of the
theory that all inflacion is fundamentally the result of excessive demand.
It simply means that monetary and fiscal expansion (whether autonom-
ous or induced) usually accompanies every inflationary process and that,
thetefore, in order to stabilize prices it is necessary to control the growth
of nominal aggregate demand.’

Whether a slowing down of aggregace demand leads to recession or
not depends not only on the other components of the stabilization
programme but also on the mechanisms used to reduce government
expenditure and raise government revenue (or reduce privace expendi-
ture). Because inflation has identical characteristics to those of a tax, its
elimination would mean that it must be replaced by another tax, soas not
to affect the overall tax burden. Tax neutrality would mean favouring an
increase in incomes over a reduction in expenditures (unless the original
inflacion was due to an increase in expenditure in relacion to outpuc).
Moreover, an increase in tax revenues usually affects all activities in a
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morte even-handed way than a cutback in expenditure, so that che adjust-
ment would probably take place more because of a reduction in prices
than in ocutput. In contrast, if the contraction of expenditure is centered
on a few items or affects investment more than current outlays (withoue
much distinction being made between the reduction of the purchase of
imported or national equipment, wages or employment), the slowdown
in aggregate demand would tend to curtail economic activity as well as
inflation.

" With regard to the control of expectations, the relative rigidity
which they usually display means that when a slowdown in the nominal
aggregate demand is not accomnpanied by a policy of guiding expectations
towards a targeted rate of inflacion, the rate of increase in prices will
decline more slowly than planned, thus creating a recession. In such a
situation, stabilization programmes must include 2 temporary policy on
incomes and key prices which will temper or control the movement of
the nominal values of the decisive variables —wages, exchange rate,

interest rate, prices of widely used goods, etc.— so thac chese values can
be slowed down simultaneously and evenly, in keeping with the targeted
tate of inflacion. _

Thus, in contrast with the proposals put forward in orthodox
stabilization programmes, initially prices should not be decontrolled but,
rather, controlled. In contrast with the traditional price control systems,
however, the purpose of doing so would not be to hold down inflation bu¢
rather to bring the key variables to what are considered to be their final
equilibrium levels as soon as possible. Equally, unlike traditional price
control —which is oriented primarily to setting the prices of agricultural
products, because these weigh heavily in the basket of consumer goods—
control should be centered on industrial prices, since the aim is to control
expectations and not to curb inflation. It is the industrial prices which
usually have greater leeway and are consequently the most affected by
inflationary expectations. The fundamental purpose of this policy would
be to ensure as far as possible that each economic agent, in adjusting his
prices to meet the targeted rate of inflation, would not suffer a relatively
systematic loss because the other economic agents would also be com-
pelled to adjusc cheir prices co meet the same target. It would therefore
appear to be counterproductive to decontrol prices and interest rates
abruptly (as is usually done in orthodox stabilization programmes) right
at the beginning of a stabilization programme whose success depends, to
a very great extent, on the behaviour of inflationary expectations.

On the other hand, not just any arbitrary target for the slowing
down of inflation will suffice, for it must be compatible with the mone-
cary and fiscal controls which can actually be applied. Otherwise, che
programme will lack consistency and credibility and expectations will
push prices above the programmed level. Moreover, a bigger decelera-
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tion of key prices would not be consistent with the monetary and fiscal
programme and would therefore run the risk of ending in failure. This is
why, in the unorthodox stabilization programmes applied in Argentina,
Bolivia, Brazil and Peru, the authorities have announced not only a price
freeze but also measures to reduce the fiscal deficit and, in ac least one case
(Argentina), the total elimination of financing of the deficit by the
Central Bank.

Finally, with respect to the correction of relative prices, a real
addicional difficulty faced by stabilizacion programmes is chat in the
majority of the inflarionary processes —except in the extreme and
improbable case of an inflationary process due solely to inertia— the
increase in prices, although widespread, is not even. The lags (and
consequently also che excessive advances) in relative prices are caused by
sudden and unexpected changes in supply (for example, a drought), in
demand (for example, sharp changes in export prices), or in economic
policy (adjustment programmes). Consequently, among the prices which
are usually lagging for a time behind the other prices are the exchange
rate (which adversely affects the balance of payments); public service
eariffs (which push up che fiscal deficit); agricultural prices (which curb
the growth of the production of basic foodstuffs); interest rates (which
renders it difficult to make an efficient allocation of investment and gives
rise to heavy redistribution of income from savers to debtors); and real
wages (which redistributes income regressively and tends to generate a
contraction of the productive sectors chac supply the domestic market).

As a resule, if the stabilization programme is not to serve merely to
reduce inflation temporarily but is to be lasting and effective, these
disequilibria in relacive prices must be corrected. The readjustment of
lagging or repressed prices may be considered by economic agents as an
indicator of probable future inflacion, however, and in that case the
inflationary expectations may well exceed the targeted rate of inflacion
implicit in the monetary and fiscal policy. Consequently, the number and
the amount of che corrective adjustments musc be kept down to the
absolute minimurm.3?

B. THE ENCOURAGEMENT OF DOMESTIC SAVING
1. The nature and extent of the problem

Changing the structures of production and expanding the product call for
the investment of human and physical resources as well as an increase in
productivity. This second factor, which is as importantas it is complex, is
linked with che process of gross capital formation but also involves such
aspects as the resource endowment, the orientation of the development
strategy, technological progress, education, labour training and market
size,
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Historically, most of the countries of the region have registered
coefficients of saving and investment higher than those of other develop-
ing regions. Evenduring the last five years —when overall the economies
stagnated or even suffered setbacks— the coefficient of saving remained
more or less constant. As noted in previous chapters, however, an
important pare of this domestic saving was transferred —and continues
to be transferred— to che exterior, both through the payment of intqrest
and, in the case of many countries, through flights of capital, so thatttr:;
has been a marked weakening of the processes of capital formation. The
quantitative impact of recent trends on development financing may be
illustrated by noting that on average approximately 20% of the gross
domestic product of the region is saved. Of this coefficient, around
wwo-fifths goes co restore the stock of capital, while between a quarter
and a fifth goes to service the external debt; consequently, only 7 to 8% of
the producr is left for financing the expansion of production capacity.

The urgent need to increase investment and the problem of how to

finance it make necessary an analysis of the many and complex interrela-
tionships between domestic and external saving; two aspeces which
should strictly speaking be tackled simultaneously. In view of the impot-
tance which the topic of the external debt has assumed in che present
circumstances, however, it has been decided to analyse domestic savmg
separately in the present study. It should nevertheless be emphasized
that external constraints have prevented a higher level of capital forma-
tion: through the constraint on the overall expansion of the economies,
on the one hand, and through the net transfer of domestic saving to the
exterior, which has already been mentioned on e number of occasions, on
the other. In order to change these trends it is necessary to recover the
capacity to grow and to reduce or reverse cthe net transfer of resources.
These measures must be supplemented with others designed to generate,
procure, mobilize and retain domestic saving, to channel it towards
productive investments, and to raise the productivity of investment.

2. Factors governing domestic saving

The analysis made and the experience of the developing countries in
general and Latin American and Caribbean in particular show that in
addition to factors of an institutional nature (such as, for example, a
prediccable macroeconomic policy, clear rules regarding the relation
between the State and private agents, and stability in the political and
social field) chere are a number of variables which govern domestic
saving. In the first place, there is income and its rate of growth.*
Generally speaking, it is observed that public and private saving display a
form of behaviour which is procyclical with these variables and which
also correlates positively with the transitory component of income and
with an improvement in the terms of trade.
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A second varigble is the dynamics of income distribution. Generally
speaking, it has been held that the highest-income sectots of the popula-

tion tend to save proportionately more, despite their proclivity to copy
consumption pacterns typical of the advanced societies. As these sectors
are also those with the greatest proclivity to send their savings abroad,
however, experience seems to suggest that in practice an increase in
saving —apart from that generated through increases in income— can be
achieved most easily by compressing the consumption of the weakest or
most underprivileged groups. This phenomenon means that there is
little room left to promote increased saving while ac the same time
pursuing the objective of improving income discribution.3 It has also
been observed chat domestic saving increases after redistributive changes
due to a relative increase in the prices of internationally cradeable goods
(typically, after a devaluation), with a consequent deterioration in real
wages. >

A third determinant is connected with the profitability of saving. It
is generally observed that “financial saving™ provides pasitive profitabil-
ity on the instruments involved. In contrast, private saving and national
saving as a whole do not display any significant corcelation with the real
interest rate.3¢ It would appear that in the determinants of saving the
income effect prevails over the substitution effect. Similarly, the real
interest rates lead to the growch or reduction of financial saving ac the
expense of other forms of saving, generally linked with the hoarding or
acquisition of tangible assets, or even consumption.

A fourth detecminant, which is of importance in financial liberali-
zatjon experiments, is the perceived value of wealth. This is strongly
infhenced by the expectations of future income and drastic changes in
the prices of assets, both of which elements often depend on speculative
considerations or financial or tax reforms themselves. Sudden substantial
increases in this value of wealth may mean that even if there are high
interest rates the "wealth” effect may predominate, thus ultimately
encouraging consumption instead of saving.

Finally, mechanisms for the forced generation of saving have been
of importance in the region. They have been connected with a (direct or
indirect) active role by the State as a regulator of the process of saving and
investment; in such cases, the Scate has acted through taxation or pro-
grammes making it obligatory to pay certain contributions in exchange
for cereain rights, or to take out insurance or set aside funds for certain
eventualities.

3. The capital markets and systems of intermediation

The lack of correlation between the mobilization of financial saving and
levels of real saving, and even more so between financial saving and
investment, does not mean that the existence of efficient intermediation
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systems and capital markets is not important in efforts to raise saving
and channel it towards productive investments. In this respect, since the
late 1960s (with few exceptions) some marked shortcomings in national
financial systems have shown themselves, particularly as regards the
domestic capacity to mobilize financial saving and the relative weakness
of such financial systems vis-3-vss the international financial centres. In
many countries, there are forms of organization which tend to increase
costs, restrict the procurement of funds, break up and deteriorate servi-
ces, and, in short, hinder the expansion of financial intermediation. In
these circumstances, the foreign banking system has gradually but per-
sistently begun to fill the vacuum left by the Latin American and Carib-
bean financial systems. Thus, in the present decade it has been precisely
the systems most heavily indebted to the exterior which have had toface
the greatest difficulties as a result of the recessionary situation and the
economic adjustment policies adopted by governments. Furchermore,
investment banks, stock exchanges, insurance institutions and other

entities that procure long-term resources are usually weak, not to men-
tion the almost total absence of future markets, arbitration setvices and
foreign exchange cover. Similarly, the variety of national fixed or variable
income securities that are suitable for inclusion in investment or treasury
management portfolios of enterprises and savers is rather rudimentary,
or at least very limited compared to the instruments and services offered
by foreign institutions.

The absence of an adequate volume of long-term financing has
limited the potential for capital formation. The productive sector has
reacted to this situation by restricting the distribution of profits, by
repeatedly renewing short-term bank loans and, in the case of the larger
enterprises, by going directly to external sources of financing.

This type of solution has a number of consequences, both at the
microeconomic and the macroeconomic levels, Thus, only already exist-
ing enterprises can limit the distribution of profits. The absence of a
well-developed financial system indirectly promotes the creation of eco-
nomic conglomerates with direct links between productive and financial
activities, with the accendant effects on the allocation of resources and the
distribution -of income and wealth. The renewal of short-term loans
increases the risk to the debtor, both because of possible changes in
interest rates and che chance of 2 limit being placed on the amount of
money that is loaned, withour adequate priot notice. External indebced-
ness, for its patt, not only increases the impact of exchange risk on che
liquidity and solvency of businesses but can also affect the way monetary
policy is managed. The absence of a suitable level of long-term financing
spurs short-term investment, quick and easy profits and even specula-
tion, all of which militate against the necessary quanticy and quality of
capital accumulation.
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Today, the traditional inadequacy of domestic resources is com-
pounded by the accentuated imbalance in the functioning of the financial
circuits with foreign connections. In many countries, savings continue to
flow abroad, both as factor payments and through the flight of capital,
whereas credit flows towards the countries have been abruptly halted.
With the collapse of the external credit supply, the entire demand for
funds for loans was suddenly redirected to the weak national financial
systems. The consequences are evident in the great imbalances between
the needs for and the supply of resources, which have been temporarily
resolved through the creation of means of payment or through the
displacement of entire sectors of credit users. This has caused keen
competition for credit between the public and private sectors, between
small or medium sized enterprises and lasger enterprises, and between
the various branches of economic activity. The excess of demand for
funds, in view of the domestic and external financial constraints, has put
pressure on the credit and exchange markets and on the balance of
payments, making it necessary to impose severe limitations on credit
expansion. _

The experiences described make it imperative to reformulate some
questions concerning the role and potential of the financial intermediar-
ies in the process of procuring savings, in the lighe of the general
criterion —not always followed in the intermediation systems (especially
the private ones)— that the capital thus procured should be assigned to
productive investment or to improving the quality of the labour force,
One of these questions is that of defining the characceristics that reforms
to the national financial systems might have.

4. Policy measures

There are four main issues that must be resolved with regard to the
region's saving. Firstly, it is essential to achieve an expansionary adjust-
ment process which will make it possible to generate economic surpluses.
Secondly, this adjustment must be achieved without promoting greater
concentration of income. This aim should be pursued by furthering social
formulas for che generation of savings and encouraging a reduction of
consumption by the most privileged strata of the population. Thirdly, it
will be necessaty to promote financial saving and make it more efficient
as rejards its mobilization to support priority investment activities, For
this purpose, it will be necessary to modernize the national financial
systems, rebuild the financial circuits destroyed by the debt crisis, and
take domestic measures to limit the flight of capital. Finally, it will be
necessary to reach agreements with creditor countries and the interna-
tional banking system in order to reduce or reverse the net outflow of
domestic savings, without which the possibility of reactivating the econo-
mies of the region would be merely an idle dream.
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Starting from these bases, the following paragraphs explore some
priority areas of action to promoe, recain and improve the mobilization
of national savings, namely, the design of macroeconomic policy; expan-
sion of public sector saving; promotion of institutional saving; repatria-
tion of capital, and the modernization and rebuilding of the
intermediation system. The topic of external financing will be dealt with
later, in chapter IV.

a) Macroeconomic policy

The importance of macroeconomic policy in this matter is obvious.
In the present economic circumstances, both saving and investment-are
of a procyclical nature and this brings out the urgent need to reactivate
the economy. Macroeconomic policy should be characterized by a general
leaning towards austerity, with encouragement of saving and discourage-
ment of certain types of consumption. This topic is explored in the next
section. It is generally felc that proper design of the main macroeconomic
policies could help considerably to attain the goal of freeing resources to
back up an expansionary adjustment. To this end, it is necessary to
harmonize monetary, fiscal, exchange and credit policies so that the main
key variables, such as wages, the exchange rate, interest rates, the public
sector budget, the monetary base and the domestic credit of the monetary
system evolve ina manner that fits in with a coherent programme geared
to the reactivation and transformation of economic activity and to recluc
ing the levels and variability of inflation.

A sub;et:t of particular importance is that of interest rates. On the
one hand, ic is obvious that real positive rates which are reasonably
competitive with international levels must be achieved; on the other
hand, however, the increase in interest rates has a number of secondary
effects which are not always positive. Suffice it to say for example, that
when these races exceed certain critical levels linked with the yield on
capital or the economic growth rate, even the soundest and most solvent
borrowers are pushed out of che market, thus increasing the average risk
of the loan porcfolio of the financial system. The portfolio is thus
weakened, along with the liquidity situation, and in some cases, even the
solvency of the financial system as a whole. Moreover, as already noted,
experience shows that there is no clear nor close correlation between
interest rate policy and saving. Financial saving is not necessarily trans-
formed incto investments, and the resources procured by the financial
system may instead be channelled towards consumption expenditure.
Global saving, for its part, may not increase if, due to other macroeco-
nomic policies, external saving is stimulated to the detriment of domestic
saving or encouragement is given to consumption.

. Some countries have artempted to establish flexible interesc race
policies, with the dual purpose of attracting capital to cover external
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deficits and retaining domestic savings which could shift to foreign
financial circuits. Here, the incerest rate becomes an instrument of the
balance of payments and thereby, at least partially, ceases to form part of
active monetary policy. External increases in interest rates or speculative.
exchange movements make it necessary to raise domestic rates and thus
restrict economic activity or investment. This policy system is now partly
outdated, since with the onset of the regional debt crisis the external
supply of loans has become extremely inelastic. Hence, giving greater
flexibility to interest rates almost exclusively plays the role of increasing
the competitive capacity of the national financial systems for procuring
resources from domestic savings.

In short, the question of interest rate policies must be approached
with the same pragmatism recommended in other parts of this docu-
ment, and as an integral part of a broader set of macroeconomic policies.
In principle, in view of the growing internationalization of financial
systems, it is desirable that deposit interest rates should be positive in
real terms and should be at levels comparable to those prevailing on
international markets, so as to try to retain domestic financial savings
and at least have a chance to orient them towards development-linked
aims. At the same time, however, this does not mean that interest rates
should be left entirely to find their equilibrium level through the play of
international market forces. Instead, an active monetary policy aimed at

reducing some of the adverse effects mentioned in prev:ous paragraphs
should be pursued.

b) Ima.n’ug public saving

It is essential that, through monetary and credit policies, the public
sector should help to improve the financial system’s effectiveness in the
intermediation and mobilization of domestic resources. In this connec-
tion, it can be deduced from recent experiences that the tax and financial
policies and reforms should act on the investment and saving flows and
be geared to stimulating the creation and expansion of new productive
assets rather than to holding and increasing the value of existing assets.
This is an obvious area of complementation between the credit policy and
fiscal policy in general and tax policy in particular.

“In chis sphere, it is ¢lear that, in the present economic situation, the
State has a dual role to play: on the one hand, it must prevent a
disproportionate share of the sacrifices from falling on the weakest
sectors of society, and on cthe other it must take active responsibility for
promoting domestic saving. In order to fulfil this dual role, it is necessary
t0 increase tax collection and selectivity’” —the latter being aimed at’
discouraging the consumption of non- non-essential goods— and it must
take care to keep down current expenditure (except for social expendi-
ture, much of which —strictly speaking— closely resembles expenditure
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on investment). Furthermore, in view of the urgent need to improve the
productivity of investments and to achieve maximum efficiency in che
use of savings, it is very important to secure a considerable improvement
in che efficiency (in the broad sense) of the way the public sector operates.
To this end, it is necessary to improve che management and running of
the State and to apply very demanding criteria as regards minimizing the
cost of collecting State revenue and evaluacing from a social viewpoint
investment projects which depend directly or indirectly on the Stace.

As regards capital expenditure, this has gone down abruptly in che
great majority of the countries in recent years. In view of the great
importance which it had in the past as a factor of dynamism, because of
both its direct effects and its effect of inducing private investment, it is
essential to reverse its downward trend and to channel che resources
towards projects which further the transformation of the structure of
production and more equitable distribution of the fruits of development,

Efforts to improve the public finances, on both the expenditure and
the income sides, must be complemented with special arrangements to
finance the deficit produced. Here, there are two main considerations.
Firstly, in view of the cessation of the flow of external credits, the public
financing measures must not push privace enterprise out of the domestic
credit market, nor cause excessive competition for the few existing
resources, since this would raise real interest rates to inadvisably high
levels. Such an attitude would milicate directly against any possibility of
combining the adjustment with scructural adaprations on the supply side.
It is also necessary to ration credit temporarily in favour of priority
activities and even to finance pare of the public deficit with resources
which have not been generated by true saving.

Furthermore, when calculatcing che size of the public deficit
—whether for the purpose of macroeconomic management or for agree-
ing on conditionality targets with international finance agencies— it is
necessary to use the concept of the operational deficit, which excludes
that part of che interest payments representing (because of the effect of
inflation) che advance amortization of the principal or exchange adjust-
ments which do not have any net repercussions as regards expansion of
the money supply.

Ac all events, putting the public finances on a sound basis in a
situation of prolonged recession and inflationary pressures demands
rime for making the necessary reforms and adjustments. Applying shock
treatments usually creates more economic —and political— problems
than it solves, bearing in mind the primary objective of maintaining
positive rates of evolution of national income.



<) The momgémmt of institutional saving

~ Recent experlence suggests that it would be desirable to comple-
ment public saving with institutional saving mechanisms in order to
augment domestic saving by encouraging programmes connected with
housing finance for workers, social security, benefit programmes for
years of service, work accident insurances, etc., all of which by their very
nature are connected quite directly with long-term investment.

As regards the social security system and specifically the pension
system, their contribution to aggregate saving depends on the difference
between the income and expenditure of the system and on the smaller
personal or family saving which such a system may induce.*® One of the
considerarions that promoted the implementation of che system was, in
fact, the sparse voluntary personal saving intended to cover the retire-
ment needs of the work force, which seems to indicate thart the net effect
of the social security system on aggregate saving is a positive one.

The effects of the other programmes on global saving depend very
directly on the beneficiary workers individual propensity tosave and also
on how the various programmes are financed. In any event, experience
suggests that this type of programme, together with others of a more
voluntary nature, although also institutional in character —such as hous-
ing finance and general and life insurance systems— have a considerable
impact on che decision to save and represent an important potential
source of resources for the saving and investment process. They also have
the added advantage of linking saving with capita} accumulation more
directly, thus minimizing the diversion towards consumption of funds
destined for loans.

Finally, consideration should be given to establishing nacional
workers’ funds, with contributions from both workers and employers, to
finance activities of high social productivity. Not only would this help to
finance long-term investment projects, but the ownership of these new
sources of wealth could also be extended to the poorest and most vulnera-
ble social groups, which usually find it difficule to gain access to the
financial system.

d) Potential repatriation of capital

The so-called flight of capital has assumed considerable magnitude
in recent years.3® This phenomenon was attributable not only to che
differenc levels of capital remuneration but also to exchange rate risks,
factors of uncertainty and, in some cases, phenomena of a noa- economic
origin. However, the countries of the region today have the potential
represented by the deposits and investmencs abroad. In this sense,
whereas the external debt generates an obligation to pay interesc, much
of the capital deposited abroad generates a flow of income which ts not



entered in the accounts of the debtor countries as external factor pay-
ments. Consequently, although there is an indisputable need to increase
savings, it might well be that they are somewhat higher than indicated by
the figures. Therefore, policy guidelines should appraise the options
available for trying to reverse or at least halt the unilaceral process
whereby national savings are cransferred abroad.

In the face of the many motives implicitly behind these flights of
capital, it is not easy to suggest real content for these options. A number
of parameters are quite clear, however. As regards the management of
macroeconomic policy, for example, this means maintaining positive real
deposit interest rates in the countries of the region, combined, in some
cases, with controls over the movement of capital. These measures could
be supplemented with insurance of deposits and the possible issve of
securities with exchange guarantees or at least safeguards against losses
due to inflation.

At the very least, care should be taken to ensure that the macroeco-
nomic policies are consistent, so as not to encourage expectations that
will contribute to a permanent flight of capital. In actval face, the
feasibility of maintaining & given exchange strategy or interest rate
depends not just on its effects on external trade and domestic prices but
also on the way the economic agents perceive those effects. Ina situation
such as this, with unrestricted access to thé exchange markets, the lack of
consistency in the policies means chat the activities of speculators can
create a climace of distorted expectations which is capable of frustrating
even the best-conceived policies. '

Halting the flight of capital or encouraging its repatriation is not,
however, a subject which concerns exclusively the countries of the region.
Thought must also be given to instruments which may require co-
operation by the industrial countries. It is worth noting, for example, that
many of the incentives to capital flight stem from the policies of the
developed countries, especially the United Scates, which encourage such
flight by offering high real interest rates, by the tax treatment accorded
foreign deposits, by State insurance of deposits and secrecy in banking.

e} Modernization and restructuring of the intermediation system

Although, as already noted, procurement of resources by the finan-
cial system does not guarantee either that investment will increase or
thac it will be directed towards sectors with a high social return, there is
no doubt as to the importance of strengthening the financial intermedia-
tion circuit, at both the national and regional levels, as a complement to
efforts to increase public and insticutional saving and to the concencra-
tion of joint efforts to negotiate the resumption of net flows of credit
from abroad.
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In this connection, the most immediate task would appear to be to
restore the liquidity and solvency of the domestic financial systems. In
particular, the normalization of the conditions of domestic indebtedness
is one of the main prerequisites for economic reactivation and for
enabling the banks to contribute to mobilizing resources for economic
development.

At the same time, the problem of the debtors of the banking system
needs to be faced, in order to stimulate private investment and facilitate a
selective credit policy geared to assisting the dynamic sectors with a real
ability to pay. The qualitative and quanticative improvement of the
supervision and regulation of domestic financial systems is one of the
main professional challenges to be faced in the future, because although
what is needed is to establish control, and where possible, preventive
mechanisms, designed to give stability, security and solvency as well as
efficiency to a modern financial system, this is an area where acquired
theoretical and practical knowledge is perceived as being inadequace to
face the magnitude and urgency of the task ac hand.

The above-mentioned measures should be supported by policies
aimed at diversifying and modernizing the domestic instruments for
procuring resources vis-a-vis the secvices offered by the international
banks. The new as well as the old instruments for procuring resources
would have to be oriented primarily to providing assurances that the
purchasing power of savings will be protected. Furthermore, as already
noted, it is necessary in principle, to achieve returns generally compara-
ble to those prevailing in the international financial markets. It is also
necessary to offer a variety of instruments chat would allow for some
diversification in the portfolios of savers and creasuries, both to reduce
risks and to meet the various liquidity or profitability requirements.4¢

In addition, it would be necessary to adapt the procuremenc of
financial savings to the need to channel resources towards productive
investments, which suggests that it is necessary not anly to pay more
attention to the question of interest rates on loans —so that these are
compatible with the normal levels of profitability of productive
activicies— bue also to ensure some selectivity in the allocation of credit
from the financial system. At the same time, it would be advisable to
review the criteria regarding the sectoral coverage of development insti-
tutions providing medium- and long-term financing, in line with the
concept of systems of produccion set forth in the next section. In many
countries of the region, the money and capical markets are not presently
gble to fulfil the functions indicated above. It therefore also appears
necessary to refashion the direct instruments and indirect services con-
nected with the systems for procuring and mobilizing resources; co
modernize the banking systems, and co strengthen che institutions of the
capital markets and financial intermediation in general. This would be a
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move towards improving the ability of the domestic banking activities to
overcome their disadvantages vir-4-vis the international banks by offer-
ing savers diversified, profitable, liquid and relatively risk-free portfolios.
This could also be a suitable field of action for co-operative efforts, both
regionally and subregionally, to increase the financial support for pay-
ments systems, with the attendant saving of foreign exchange in incra-
regional trade and investment and, on the basis of the already established
regional or subregional banks, to establish or improve joint systems of
export financing and commercial and financial risk insurance.

Changes in the financial system cannot be confined to remodelling
the direct instruments and indirect services connected with the systems
for procuring and mobilizing resources. Many other tasks would have to
be undertaken with a'view to modernizing the banking systems and
strengthening che insticutions of the capital markets and financial inter-
mediation in general. With respect to the institutional aspects, it would
be desirable to stimulate longer-term loans by the commercial banks. The
problem lies in the risk that it would represent for the banks to convert
short-term liabilities into long-term assets, since there is a tendency,
especially in inflationary situacions, towards the predominance of float-
ing interest races which, in practice, reduce the effective term of loans.

In addition to greater attention to interest rates, it appears indis-
pensable to make credit more selective because of the heterogeneous,
fragmented and uneven access typical of the credit market. This selectiv-
ity should be complemented by giving those bodies which supervise,
regulate or control the financial system a more preventive and effective
role in order to keep the risks of that system within acceptable margins,
to ensure the stability and soundness of its institutions, to direct financial
saving towards uses of high social returns, and if necessary, to separate
the banking system from the economic conglomerates.

Finally, in view of the expected limitations on fresh external financ-
ing, there seems to be little justification and many risks in liberalizing
domestic financial systems. Indeed, it should be noted that as long as
there is no reciprocity in sharing out the burdens deriving from che
adjustment and the external debt, and as long as the circuits for the return
of credit remain closed, many countries of the region will have nooption
but to reduce their degree of openness and integration to international
financial markets, through controls on capital movements. On the other
hand, however, it does not seem realistic to seek virtual isolacion from
those markets, in view of the interdependence of the financial systems at
the world level.

The way this question should be tackled will obviously vary from
one country to another. An eclectic solution which has been tried out in
recent years in order to keep domestic savings within the financial
circuits and possibly also to attract external financing, however, consists
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of combining: i) an active monetary policy; ii) an interest rate on depos-
its which is positive in real terms and is adjusted in accordance with
exchange rate variation; iii) control over private capital flows, and
iv) excernal indebtedness policies designed to channel the scarce foreign
exchange thus mobilized towards applications compatible with develop-
ment and, when appropriate, with centralized external financing man-
agement by the Central Bank.

C. TRANSFORMATION OF THE STRUCTURE
OF PRODUCTION

1. The need to adapt the structures of production

In view of the gradual loss of some of the dynamic properties of the
earlier industrialization model, the fall in demand for the traditional
export products and in their prices, and the fact that some forms of the
structure of production concributed to increasing social differentiation in
the past, the countries of the region cannot be expected to return to the
path of development through an extension in time of the supply patterns
of the past and the economic policies thac suscained them. Hence it
becomes necessary to diversify the export scructure, improve efficiency
and productivity, and in general reduce or eliminate the relative lags in
the structures of production and participate fully in the intense techno-
logical changes taking place in the world. At the same time a set of direct
measures must be formulated to benefic the low-income sectors most
affected by the adjustment policies.

This calls for a profound, systematic and persistent effort ¢o elimi-
nate, or at least to reduce, the relative lags in the production structures, in
order to revive the capacity for growth increase auronomy, safeguard the
supply of essential mass consumption goods, and create employment
opportunities. Although this will be 2 difficult and complex undertaking,
the region has sufficient resources (nacural and human) and capacities to
respond to the challenge it presents.

In proposing the articulation of the industrial sector with che
nacural resources sectors (agriculture, mining, energy) and with the
services sector, the conception of production structure (or in specific
branches production complexes) is preferred to the idea of manufactur-
ing, agricultural or services sectors, for the spread of technical progress,
with the consequent reduction in the diversities within productiveactiv-
ity, tends to blur intersectoral boundaries: In this order of ideas, there is

“an explicit need to intensify, modify or create various types of links
between the agricultural, industrial and services sectors, with the general
aim of exploiting to the full the domestic etfects (direct and indirect) of
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their reciprocal demands and gradually reducing the contrasts berween
countryside and city.

It is not our purpose here to offer detailed proposals on the particu-
lar way to overcome the structural lags alluded to in each case, given the
great diversity of situations encountered in the region and the enormous
complexity of the problems. It is feasible, however, to propose some
general guidelines on the sort of approach che strategies and pro-
gramines designed to stimulate simultaneously the processes of reactiva-
tion and structural change should take. More specific proposals would
have to take into account the particular circumstances of each country,
including its resource endowment, and the new patterns of national,
subregional and regional demand, as well as the trends of international
demand.

The need to mitigate the more obvious effects of the economic crisis
makes it essential to give a practical content to the measures for the
management of supply on the assumption cthata better balance should be

achieved between specialized production for exporr and that primarily
destined for the domestic market. This statement is valid both for the
readjustment and protection of existing productive capacities (in order to
cackle at less cost and with more chance of success the dislocations caused
by a prolonged economic recession), and for the solution of the long-
standing structural problems. Ultimately, what is needed is to prepare
the countries for a period of intense changes, in which adaptive flexibility
will be a basic requisite for the achievement of sustained development.

The adaptation of the production structure of the countries of the
region should be analysed in the broader context of the concern of the
advanced countries to introduce changes in their respective supply patt-
erns with a view to recovering or consolidating their international
position, both in the industrial and the agricultural field. The outlook and
tradicions of each of these countries are radically different, but even so,
the advanced countries share certain basic traits which characterize theic
industrial restructuring. Such restructuring is taking place in societies
which are economically and socially articulated (with relative equity in
income distribution, high educational coverage, relatively low productiv-
ity differentials between sectors and enterprises, and varied forms of
social and political participation and representation), whose pattern of
consumption and production is generated endogenously and whose
insertion in the international economy (irrespective of the degree of
competitiveness) reflects high levels of specialization in the trade in
manufactures. It is thus a case of industrial restructuring directed towards
a common and [imited objective: to increase or consolidate international
competitiveness, within the framework of internally articulated societies.

Thus, the industrialized countries are rurmng their eyes inward
upon themselves in a process of mdustml restructuring characterized by
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a cercain fact: the United Scates, the country which historically served as
yardstick for consumption, production and technological progress, has
lost competitiveness in certain branches of che manufacturing sector, has
become a net debtor, and absorbs both the resources generated by coun-
tries with a surplus (mainly Japan and Germany) and those that come
from the less-developed countries for economic and extra-economic
reasons (such as debt servicing and capital flight). The official policy,
based on an analycical framework primarily concerned with macroeco-
nomic dimensions, stresses the need for industrial rescructuring to adjust
to technological change and maintain international competitiveness. In
practice, however, an analysis of the policies applied by the OECD
countries shows that chese include various elements of interventionism
at the sectoral and even the microeconomic level: priorities. are defined
for cercain sectors, research and developmenc subsidies are channelled to
certain activities, non-tariff barriers are raised in various specific
branches, public-sector purchasing power is explicitly used as a promo-
tion instrument, a varied range of fiscal incentives is offered, and enter-
prises in financial straits are rescued from their fate. All the foregoing
has obvious implications for the future evolution of the countries of the
region and poses new demands as regards the transformation of the
structures of production in Latin America and the Caribbean.

2. Broad outlines

a)  General considerations

In line with the development objectives set out in the preceding
chapter, the desired transformation of production seeks to achieve high
rates of economic expansion based on increasing equity, greater auto-
nomy and more power on the part of the population to influence che
decisions thac affect their living and working conditions. In this formula-
tion, equity —understood in the double sense of permitting universal
access to basic goods and services and of halting economic and social
polarization— provides support for growth and a dynamic insertion in
- international trade, which in their turn give it reciprocal support.

The achievement of the announced objectives entails the reversal or
surmounting of a number of trends characteristic of several forms of
development in the past, and the adoption of measures designed to:
i) modify the asymmetrical insertion in international trade, which at
present is based on natural resources (agriculture, mining and energy
sources); ii) improve the articulation becween the productive sectots and -
between these and che services sector; iii) halt the deterioration of
natural resources;# iv) reorient the patterns of consumption, and v) cor-
rect the underestimation of the entrepreneurial role and the defects
which there have been in the creation and propagation of this capacity.
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The starting point of the transformation strategy may vary from
country to country; whart is important, however, is a systematic and
long-term commitment. In most cases it would be a question of combin-
ing different options, which would include: increasing the productivicy of
the existing industrial plant, preferably directed towards the domestic
and regional market, and thus expanding this market and creating
conditions for entering the external market; strengthening specializa-
tion based on initial comparative advantages (natural resources, endow-
ment with factors, climate, geographical position}; identifying loopholes
in the consumption, production or technological structures of the indus-
trialized countries; creating and consolidating dynamic advantages
through the choice of solid and expanding markets (especially in the case
of certain capital goods and a number of non-durable consumer lines, in
which design and not only cost may be the deciding factor); and, finally,
caking advantage, in a wide range of branches, of stable opportunities for
Latin American and subregional complementation. These medium-term
lines of development should be inserted in a long-term stracegy for che
creation and consolidation of comparative advantages around lines of
specialization for which there is a dynamic demand in world markets and
which invoive the development and exploitation of resources (natural
resources, labour, encrepreneurial skills and scientific and technical
infrastructure) associated with higher levels of technological

_development. o ) S

This places the development of technological capacities at the hub
of the development strategy and makes it necessaty to reiterate that all
this calls for something more than just the proper price signals: there
must be development and consolidation of technological capacities in key
activities, through selective policies that will progressively safeguard che
acquisition of technological knowledge and the co-ordination of public
and private investment so as to take advantage of the externalities
implicit in these processes and generate a decisive volume of the resour-
ces which are indispensable, in many cases, for the consolidation of
significant comparative advantages.

The changes that can be expected to result from the current transi-
tion in production and technology, together with the need to overcome
the present conditions of insertion of the countries of the region in the
world market, call for an immediate scart in each country on the shaping
of the structure of production that will enable the goals of this transition
to be achieved. For this it is necessary: i) to idencify the direction of che
changes; ii) to establish the forms of articulation between the sectors of
industry, nacural resources and modern services; iii) to define che links
between the pattern of insertion in the external markets and the streng-
thening and expansion of the domestic market; iv) to formulate guide-
lines regarding the expected role of the different social agents as well as
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the respective sectoral responsibilities within the enlarged framework of
the production systems; v) to identify the requirements for technological
support infrastructure, together with manpower training and the forma-
tion and propagation of entrepreneurial capacity; and vi) to set up
insticutional mechanisms that subject the functioning of the financial
intermediation sectors to the priority needs of the tasks ouclined above.

The formulation and application of a strategy covering the afore-
said aspects will ensure that the form assumed by the production scruc-
ture is not merely the result of a series of contingent responses to
short-term problems or a sum of initiatives adopted in a casuistic fashion
which, when they involve large projects in small countries and have not
been conceived within the framework indicated, may condition their
future development.

b)  Selectivity

As already noted, an adequate macroeconormic framework is a
decisive factor in facilitating the transformation of the structures of
production. For instance, an exchange-rate strategy compatible with
competitiveness in the international market, and coherent policies in the
credit, fiscal, price and wages fields, can contribute to the main objectives
of generating new and sustained dynamic impulses on the basis of the
utilization of the natural resources of che region. Concurrently, it would
be desirable to overcome two types of bias that have characterized their
use in most of the countries in the past: the development of urban
industry to che detriment of agriculture, and the development of large
enterprises in preference to small and medium-sized indusery.

Nevertheless, it was also noted that the macroeconomic framework
per se would not suffice to promote the transformation desired. It must
also be complemented with specific policy instruments of a high degree
of selectivity, both as regards the broad lines of production that each
country wishes to develop —by stimulating the trends towards specific
specializations and respecting the restrictions as to market size, invest-
ment and technology— and in relation to the economic agents regarded
as central subjects of cthe economic policy.

This selectivity is justified, among other reasons, by the shortage of
resources and the need to reduce risks, which entails a very careful
selection of the activities that are to constitute the new nuclei of dyna-
mism and specialization in each of the Latin American economies. It
should be noted, besides, thac the selection of these pivotal activities will
necessarily absorb the main efforts of the countries during the long lead
times required to reach levels of competitive excellence in new lines of
production.

For this reason, particularly in the case of exports, the position of
the projected activities in the industrial cycle and che produce cycle should
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be a matter for the most rigorous sceutiny. After losing nearly 50% of its
share in world exports between 1950 and 1980, Latin America would find
it difficule to survive che consequences of once again specializing in lines
of production for which intetnational demand is saturated or declining.
This implies more radical promotional efforts than have been usual in
the past. To achieve productive excellence, an institutional climate must
be created which will absorb, adapt and accelerate technological change,
expand‘the support infrastructure in its various dimensions, set up
auxiliary services for production, create technical and entrepreneurial
cadres and scrive o open up internacional markets. The aim to be
pursued is gradually to achieve productive excellence in an increasingly
wide and diversified range of products, both for export and for efficient
import substitution.

It would be necessary to sponsor formal programmes of industrial
reconversion in a selected range of activities where there is a risk of
technological backwardness or unsustainable costs. Although the situa-
tion differs from country to country, in several of them there are sectors
such as the textile, iron and steel and motor-vehicle industries which
would require immediate attention. Investment in branches that have
peaked or are declining at the international level might be justified for
domestic reasons or in order to utilize the spaces continually being
created by che fragmented process of industrial redeployment between
advanced economies and developing countries, but chere will always be
disadvantages related to the oversaturation of the external markets and
the continuation of forms of production in which technical progress has
begun to flag. It is also justifiable to undertake programmes to heighten
the value of natural resources —especially those linked with traditional
agricultural and mining export sectors— by increasing the values-added,
diversifying and differentiating production, and promoting backward
and forward integration in their inter-industry relations. Particularly
worthy of mention is the application of measures expressly designed to
protect small and medium-sized industry, as well as peasant agriculcure,
because of their capacity to absorb unemployment, increase the supply of
basic consumer goods and use a high proportion of inputs of national
origin.

& Again, it would be useful to adopt measures aimed at creating a
climate of internal competition among producers. In those activities
which, because of their peculiar features or scales of production, only a
limited number of encerprises is needed, it would be necessary to resort to
regional or subregional co-ordination, which, from another scandpoint,
would also serve as a point of support for efficient import substitution

schemes.
The foregoing comments are not confined to manufactures. In
agriculcure, for instance, there is a wide range of opportunities both on
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the export side and in import substitution, The attainment of minimum
levels of self-sufficiency in food supply constitutes a guarantee which the
countries could hardly overlook, not only for the obvious reason of
security of supply, but also for considetations of the employment and
development of segments of the economically active population which
are still marginated. Food supplies, employment and the combating of
extreme poverty are interrelated questions which are closely linked with
the policies applicable to the Latin American rural areas, which nowa-
days, through the effects of the crisis, are becoming once again the refuge
of manpower displaced from the modern sectors of the economies.

Furthermore, agriculture and the exploitation of natural resources
are activities in which considerable experience has been built up as
regards linkages with the exterior and in which the lead times of new
projects are relatively short. Thus there are opportunities both to diver-
sify exportable products and to increase the value-added of those which
are already sold abroad and which might be able to help relieve the
maladjustments on the balance of payments. In the same way, improve-
ment of the inter-industry linkages in the cases of agriculture and the
exploitation of natural resources could offer considerable opportunities
for efficient import substitution of inputs and producer goods, as well as
gaining access 1o modern technologies such as the Latin American
countries can easily absorb.

The impetus given to various non-craditional agricultural products
for which there is more active demand in the world markets and hence a
possibility of expanding the local value-added may come to have consid-
erable overall importance, however small the individual contribution of
each. As regards imports, aside from the obvious measures to reduce or
eliminate purchases of certain types of non-essential foods and the
efficient substitution of food imports in general (a topic of particular
relevance for some of the Caribbean islands), increased efforts must be
made to replace certain agricultural inputs (which will obviously call for
the creation and adaptation of technology), above all in lines for which
there has been a rapid increase in demand and in which there are no
technical obstacles too complex to be overcome. The fall in the prices of
hydrocarbons in the international markets, for example, is making it
once more feasible to produce nitrogenous fertilizers. The foregoing
considerations point once more to the need for great selectivity in the
light of the proposed objectives. , BT

‘However, selectivity is not confined to focusing economic policy on
the development of a certain number of activities, but also includes in
some cases the design of policies differentiated by type of economic
agent, In this sense, there would need to be coherence between the types
of behaviour induced by the economic policy and the potential of che
different agents to be bearers of the changes required by the development
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objectives of each society. Thus, forinstance, the fostering and support of
small and medium-sized industry should be one of the sectoral priorities
in a new form of industrialization. International experience, both in areas
of high technological content and in the traditional sectors, is conclusive
in regard to its flexibility, its ability o generate and absorb technical
progress and to employ and train manpower, and its capacity o contrib-
ute to better international insertion, to intersectoral articulation and to
greater complementarity with large public and private enterprises. The
trends of technological change, as regards the reduction in scale of
industrial plants and che increase in flexibility, would tend to reinforce
these positive attributes,

The differentiation of policies by type of agent is still more evident
in the rural sector. In the case of the modern enterprises, the policy
should be directed to sustaining their dynamism (perhaps correcting the
trends towards over-mechanization and chereby raising their capacity to
intensify the use of labour) and to stimulating the replacement of
imported inputs by those produced locally. These agents are particularly
susceptible to the impact of macroeconomic policy (exchange rate, inter-
est rates, tax policy, price/wage policy). Peasant agriculture, for its part,
represents a form of social organizacion particularly adapeed to the
fulfillmenc of the objectives of equity and greater autonomy, since it is
part of a form of productive organization whose “internal logic” prompts
more intensive use of labour and less consumption of imported inputs
and commercial energy per unit of production. Moreover, peasant agri-
culeure is a specialized and important source of basic consumption foods,
and could thus also help to achieve the aims of food security. It should be
noted, however, that this type of agriculture is highly differentiated, so
that ad hoc policies would have to be designed. As well as considering the
special features of this particular form of organization of production, the
existing degree of heterogeneity must be taken into account and rural
development policies must be formulated in line with the existing types
of family units.®

) Intra- and intersectoral articulation

Another way of dealing with the important task of reducing intra-
and intersectoral disarticulation is to approach the scructure of produc-
tion through various production systems, which tend o link up in large
productive chains activities of a primary, secondary and tertiary nacure
which usually remain fragmented from the standpoint of economic
policy conception, formulation and instrumentation. It is necessary to
improve the linkages between industry, agriculture and services, justas it
is important to articulate small and large-scale industry or the manufac-
ture of capital goods with the investment process, or again, domestic
technological research and development with the problems and special
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needs of the nation, Thus, for example, the amlysis of the new or old
lines of production chat it is intended to develop or strengthen should
cover the whole process, from the primary resources used, which consti-
tute the initial step, to the services needed for the final stage of market-

ing. This would be the modern approach applied in the planning of

complexes such as electronics and informatics, the metal-working indus-
tries or the manufacture of paper and pulp for export. This would tend to
raise economic autonomy, multiply the dynamic capacity of the develop-

ment patcern and create conditions for fostering the creative potential of
the countries.

In the same order of ideas, together with the 1mprovernent of
“vertical” integration, the tapid “horizontal” incotporation of technolo-
gies should be promoted in the information field (computation, telecom-
munications, microelectronics), in the manufacture of goods and
provision of services, and even in the exploration and use of nacural
resources. Emphasis should be laid here on the importance of modetniz-
ing domestic markering systems, which are normally oversized and in
need of rationalization, and international marketing facilities, which are
insufficiently developed in most of the countries of che region.

Agam there must be an advance from the present type of interna-
tional insertvion, based on nawral resources, towards and increasing
participation in trade in manufactured goods. As already noted, an initial
line of action would be to foster the processing of nacural resources,
through activities ranging from their prospection to research on new
uses, including all the intermediate phases. To some extent there should
be increased replacement of exports of natural resources with manufac-
tured items chac make intensive use of these same resources (foodstuffs,
and manufactures of wood, chemicals and iron and steel). The staric
comparative advantages associated with the direct exploitation of natural
resources become dynamic when expanded chrough new forms of exploi-
tation, design of new equipment and processes, alcernative uses and
products composed of different natural and synthetic materials.

The capacity to add intelleccual value to nacural resources and
unskilled labour is directly linked with the development of productive
activities involving technical progress. Outstanding among these is the
production of capital goods. Aparc from using a high-degree of skilled
labour, this cype of production requires a capital invescment per worker
whichy, in an increasing number of lines, is not parcicularly high, and,
because it calls for deeper knowledge of the different user sectors (agei-
cultural machinery, mining, energy, forestry, fishing, and specific indus-
trial sectors) it also favours the articulation of the productive apparatus.
To a large extent, the capacity to take advantage of the natural resources
available in the region is directly associated with the development of a
stock of basic and applied knowledge that finds its most practical expres-
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sion in the manufacturing equipment and processes needed for their
subsequent processing and finishing.

One of the many practical repercussions of the articulation of the
induscrial sector with the natural resources and services sectors is the
need to re-examine the criteria regarding the sectoral coverage of the
development institutions that grant medium- and long-term credit. For
example, the necessary credit co “industrialize™ natural resources might
come from development banks with experience in the industrial field,
even though in most of the countries their previous experience had been
mainly concentrated in sectors manufacturing widely-used intermediate
goods and consumer durables. The same applies to the governmental
agencies which define policies and assign.the corresponding budgets.
Preference should be given to those forms of institutional co-ordination
that can foster the tightening of intersectoral links. The scanty machin-
ery and support for technological development has been basically con-
ceived for industrial sector enterprises, and this situation should
therefore be changed. At the same time, the demand for technology on
the part of producers should be encouraged. In this phase incentives must

be offered to the new users and training programmes must be made

available ar the management and technical level

The intra- and intersectoral articulation referred to above should be
as compatible as possible with the aim of achieving greater equity in
development. For this purpose, the contrasts between country and city
should be reduced through the creation of new links and che redefinition
or strengthening of existing ones between agriculture, industry and
services. This implies the need, among other measures: i) to stimulate
the production of inputs and means of production for the agricultural
sector {fertilizers, pesticides, plastics for farm use, implements and, in
some cases, machinery) as well as to ensure the growing industrial
processing of raw materials of agriculcural origin; ii) to promote the
ruralization of agroindustry and other industrial branches, with a view to
making the former a nucleus for the creation of superior forms of
productive organization of small and medium-sized farmers** and turn-
ing the lacter into a mechanism for absorbing the underemployment and
seasonal unemployment typical of this sector; as the experience of many
developed countries shows, the combination of partial employment in
agricultute with local industrial employment has been a major factor in
reducing differences in income and living standards between the country
and city; iii) to stimulate the development of para-agricultural services to
permit large-scale access to technical assistance, the mechanization of
some tasks, experimentation with alternative forms of soil management
and analysis, and iv) to increase, or, if resources do not permit this, to
reallocate public investment in the agricultural production infrastructure
(transport, storage, refrigeration, etc.) and rural social infrastructure
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(schools, polyclinics, etc.) so that, complementing the measures menti-
oned earlier, it will help to retain the rural population and thus avoid its
migration to the cities and the consequent increase in urban poverty.

Finally, as regards intra-sectoral articulation, some special com-
ments are called for on the subject of services. This seems desirable in
view of the fact that there is an increasing impression that tertiary
activities may play a highly dynamic role in the future evolution of the
economies of the region. Although this imptession is justified wichin the
framework of an integrated system of activities, it isunlikely chat services

_per se can contribute decisively to the goals of growth and job creation,
except in the case of some small Caribbean economies in which certain
services, especially toucism, might help in che development of primary
and secondaty activities. Usually, the opposite is the case; that is co say,
the increase in a high proportion of services —particularly those of
greatest productivity per person employed— is due to the transforma-
tions occurring in directly productive activities, especially induscry. Thus,
transformations in the industrial sector ate reflecred in the expansion of
traditional services, such as commerce, transport and finance; likewise in
the wide range of information services, and indirectly, in the multiplicicy
of recreational activities.

Again, the productivity of many of the tertiary activities in Latin
America and the caribbean is quite low, and it would only be feasible to
stimulate their growth by articularing them to primary and secondary
activities. It is not our intention to go into these aspects more deeply here,
but merely to stress the need to regard services as part of the systems of
production whose structure it is planned to modify, and to insist chat the |
services sector can only be modernized as a whole by increasing and
improving its articulation with primary and secondary activicies.

3. Food security

Among the topics mentioned, particular stress must be laid on food
security, which, in more than one sease, goes beyond the narrow consid-
erations of economic rationality. The aim is to make real progress in the
field of food security, in which action is required in its two dimensions:
that relating to supply and that which concerns the insecurity and
difficulties of access affeccing an appreciable numbes of urban and rural
families,

As regards the firsc dimension, the objective of achieving reasona-
ble degrees of national or regional self-sufficiency remains valid, above
all in those countries in which this can be achieved by strengthening
small-scale agriculture. In this connection, the fact that at present and in
the foreseeable medium term there are considerable surpluses of grains
in the world markets creates a buyers’ market for these icems. Nonethe-
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less it would not be wise, as was done in the past, to accept on the basis of
short-term criteria a growing dependence on food imports to satisty local
needs. This is because it would not only discourage efforts 1o attain a
minimum of self-sufficiency, but would also have an adverse effect on the
very sector of small producers chat needs to be strengthened.

The quest for food security implies progress in the setting up of
food systems characterized by: i) greater sufficiency, understood as the
availabilicy of aggregate national supply (domestic production plus
imports, minus exports) in order to meet not only the effective demand
but also the nutritional needs of those who lack the purchasing power to
express them in effective demand; ii) greater stability, both in the flows
and in the prices at which this supply is offered and acquired; iii) greater
autonomy in respect of external dependence on foodscuffs and inputs
employed in the food system; iv) greater suscainability in the long cerm,
in the sense that the aforesaid conditions must not be achieved at the
expense of a deterioration in the production potential of renewable and
non-renewable resources; and, above all, v) greater equity which ensures
universal access to the minimum nutritional levels, as well as austerity in
the exercise of the effective demand.

4. The structure of production and consumption patterns

The subject analysed thus far has definite links with the hiscorical crends
of domestic and regional demand. The imitation of the consumption
parterns of more advanced societies inevicably accompanies the interna-
tional integration of markets, magnified by the revolution in the mass
communication media. These are inevitable influences which in general
it would be useless to try to reverse. Nonetheless, it is possible to exert
some influence in this sphere in order to achieve greater consistency
between supply and demand, in accordance with the resource endowment
and development potential of each country,

One goal that could be attained, for instance, is greater austerity in
the consumption patterns of the middle and upper urban sectors, particu-
larly as regards items that make intensive use of foreign exchange. This
can be achieved by raising the price of these goods and services through
import restrictions or duties, selective taxes on consumption, tariffs
chargeable on their use or greater costs for their financing. Restrictions
on credit for the consumption of these goods and services would have the
same effect.

At the other extreme, an increase in the supply of basic goods and a
reduction in their relative cost, with innovative features as regards
product differentiation, is an objective consistent with technological
development and an increase in competitiveness in the production of
these goods. The interactions of industry with agriculture and with
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housing construction and home furnishing hold a key position in these
processes.

At the same time, it would help to modify consumption patteras if
action were also taken on che production of certain branches and activi-
ties in order to rationalize the supply. It would be desirable, for instance,
1o avoid the current processes of premature diversification and differen-
tiation, which are not always compatible with the needs of development.
Thus, in the more industrialized countries chere is a need to rationalize
the supply structure of certain consumer durables (such as the products of
the motor-vehicle and domestic appliances industries), intermediate
goods (products of the iron and steel and petrochemical industries) and,
in some countries, non-durable consumer goods (textiles, clothing and
footwear).

5. Scientific and technological development

There are examples in the region of serious malfunctioning owing to the
lack of organic integration between research, development and assimila-
tion of new technologies, on the one hand, and the productive processes
on the other. The subject is extremely important and should receive
increasing attention, it is an intrinsic part of the transformation of the
productive processes, and tackling it calls for an effort sustained and
systematic enough to allow for the maturation and putting into practice
of the initiatives adopted. An outline of some general considerations on
the subject is given below.

In che first place, it is important to strengthen the infrastructure in
the area of both science (research and postgraduate studies) and technol-
ogy (standardization, metrology, quality control, information, training
and research). What is really important, however, is to establish organic
links between the research centres and national production problems. In
the past, the academic and scientific circles of the region have been on the
sidelines of the economic life of the countries, while Latin American
enterprises, far from undertaking systeratic work on research and devel-
opment, simply copy foreign solutions which are not always well adapred
to local circumstances.

This highlights the need not only to use the indirect instruments of
the State (subsidies, exemptions, preferential interest rates) to foscer
technological development, but also t0 undertake programmes of
national scope covering all the technological aspects of the basic lines of
structural transformation that each country selects for the renewal of its
development pattern. Here the active participation of entrepreneurs is
needed, along with the application of State mechanisms of development
and planning. This encails subregional and regional co-operation and, in
partcicular, che sharing of the services existing in the larger countries of
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the region. The external constraints on payments tend to favour the
articulation of the demands of the productive systems with the potential
of the existing technological infrastructure and may help to reorient the
expansion of the lacter towards che satisfaction of the need for changes in
production. In this context, the various economic agents that are facing
technological problems accentuated by the shortage of foreign exchange
should be encouraged to have recourse to solutions available within the
region which cost less and are better adapted to the special characeeristics
of Latin America.

In the second place, the educational systems must be made into the
means for raising the value of the efforts and results in the area of
domestic technological innovation and at the same time amplifying and
disseminating information regarding world scientific and technological
progress. The quest for functional solutions to local needs and potential
should become one of the guiding criteria of social communication.

Thirdly, there should be a reduction in the cost 10 enterprises of
technological research and development by means of credit instruments,
fiscal incentives, and the dissemination of scientific and technological
knowledge. In this area, attention should be given to the linkages and
co-ordination between development banks, technical assiscance institu-
tions, information services and the bodies that grant fiscal incentives.
Many of the instruments that favoured regional industrialization in the
past could be used now, not so much to displace the absorption of foreign
technologies as to seek adaptations which would provide autonomously
created competitive advantages. _

Finally, it would be expedient to diminish the inherent risks and
inject resources into technological research and che development of
prototypes, as well as their subsequent sale in national and international
markets. Serious consideration should be given to the creation of special
financing funds within development banks; ditect and indirect support
for enterprises capable of promoting technological research within their
plants; stimulation of co-operative projects among national enterprises;
temporary selective protection from foreign competition for products
incorporating locally created innovations; and support for che placing of
locally developed products, processes and manufacturing techniques in
international markets. On the other hand measures should be taken to
discourage the excessive importation of integral technologies (covering
the whole of a process) which frequently involve the laying-off of labour
or the needless displacement of national raw macerials and inputs.

Two lines of recent spearhead technology —biotechnology and
informatics— deserve special mention because of the radical transforma-
tions that may derive from their future evolution. Everything indicates
that the potential advances in biotechnology (specifically cellular and
molecular biology) will modify the existing struccure of comparative
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advantages in general and those of the agro-nutritional field in particular.
Hence it would be wrong to adopt a passive attitude to their develop-

ment, in the hope of being able to cash in on the results obtained in che
developed countries. The reason for this warning is obvious, since that
waiting period might mean the sudden loss of comparative advantages in
lines which are vital for the foreign trade of many Latin American and
Caribbean countries.* Thus thece is not merely a danger of increasing
technological dependence in certain fields of economic activity, but also
of risking the loss of positive linkages with the international economy
which have developed over decades. Moreover, experience shows chat
the main obstacle —at least in the initial stage— in biotechnological
research programmes is not a shortage of financial resources but the lack
of an adequate supply of scientific and technical personnel. Once again,
regional co-operation and the strengthening of regional-scope institu-
tions might be the best formula for overcoming this obstacle.

Informatics is another field of special importance. In the decades to
come the capacity to raise productivity and diversify supply will be to
some extent associated with the diffusion and utilization of che "informa-
tion technologies” (tele-communications, computation, microelectron-
ics). These play a crucial role in the transformation of production and
technology in the advanced countries, where they contribute to the
greater efficiency of already articulated economic and social systems, thus
raising the challenges so often mentioned for the production structures
of the countries of the region.

Again, in the advanced countries, owing to the intensification of
international competition, efforts have been mainly concentrated on
production for final consumption and on their needs for intermediate
and capital goods. This could inevitable lead to a new wave of “"consumer-
ism", while many basic needs still unsacisfied in the region are relegated
to second place. Even so, deliberate efforts should be made to adopt
technologies in accordance with the particular resources and problems of
the region and of each of its members, rather than merely to increase the
consumption of the higher-income strata of the population.

As regards economic, social, sectoral and regional arciculation, cet-
tain priority areas might be suggested: the sectors aimed ar remedying
the backwardness in major social areas {education, health, food systems);
increased efficiency in public administration (regional decentralization,
debureaucratization, and improved administration of justice); and the
support and development of small and medium-sized enterprises. In the
external sphere, special attention should be given to the contribution of
information technologies to the cationalization of the existing structure
of production to the increasing of efficiency in the export sectors, particu- .
latly at the marcketing stage (including hete the issue of secvices and their
linkage with goods production); and to import substitution, especially as

83



regards the decisive importance of learning to design systems and
products.

6. Other instruments

There is a wide variety of policy instruments in the region, coupled with a
great diversity of objectives. These instruments include tariff and
exchange-rate policy, special export incentives and exemptions from
export duties, fiscal benefits, direct State participation in investments,
credits on preferential terms, the utilization of State purchasing power,
public investments, public scientific and technological development pro-
grammes, and manpower training programmes. It is not our aim to0 go
into these instruments here. We would only point out that the policy
instruments needed to carry out the transformation are already known;
what remains to be done is to rationalize them and adapt them to the
lines of action set out in the previous section. Some reflections are called
for, however, on certain topics which are particulatly relevant but were
insufficiently considered in the practical application of the earlier indus-
trialization parttern, such as training, the promotion of new enterprises
and entrepreneurs and the strengthening of the trade and services
infrastructure.

a) Training

The transformation of the structures of production requires, among
many other factors, a broad base of skilled manpower with permanent
possibilities of updating. As is emphasized in the following section, this
necessarily means that priority must be given to the educational system at
its different levels and in various forms. The need for commitment and
participation on the part of society in the different fields of decision-
making is to some extent conditioned by the ease, symmetry and trans-
parency of communication, for which once again the factor of education
and training becomes crucially important.

The reformulation and extension of the educational systems and of
training at its different levels is an indispensable component of the
transformation of the production structure, In this field, too, the possibil-
ities offered by the development of informatics must be exploited, since
this permits the low-cost mass dissemination of various cypes of educa-
tional material as well as the enlargement of the radius of action of the
scarce highly-qualified human resources and the permanent updating of
the various types of trainees. The possibility of absorbing and dissemi-
nating the technical progress available at the international level is
directly linked with the development of systems or networks of education
and training of this natvre.
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b) Entrepreneurial development

The transformation of the structures of production calls for a

climate favourable to the development of entreprencurial activities.
Rather than seeking to define appropriate forms of ownership in specific
areas, sectors and enterprises (which is powerfully conditioned by
national features and ideological preferences), we are concerned here
with the need to extend, strengthen and give a higher value to the
entrepreneurial function, as it relates to capacity for management and
organization of productive resources on different scales, both in the
public and the private spheres and in the different sectors of economic
activity. This capacity is a scarce tesource, but it is decisive for the
achievement of objectives and for adequate complementation between
planning and the market. Moreover, modern entrepreneurial manage-
ment is not only concerned with che traditional figure of the individual
entrepteneur. New forms of economic organization such as co-
operatives involve management and organizational functions of a collec-
tive type. Similarly, different organized actors in the economic process,
trade unions or other organizacions can play important roles in entrepre-
neurial activities.

The starting point for the correction of this state of affairs is the
recognition of the financial fragility thac currently besets the national
entrepreneurial sector {public and private) in most of cthe countries of the
region, and the need to find formulas to overcome it. A solution to the
foreign debt problem (on the terms indicated in chis document), more
flexible fiscal policies and the rehabilitation of the national financial
intermediaction systems would create the necessary framework fot
strengthening the entrepreneurial cadres in Latin America and the
Caribbean.

As regards the large enterprises, both public and private, the essen-
tial requisites are a framework which will secure a certain degree of
autonomy in their management, mechanisms to guarantee a high level of
commitment by the workers to the aims of the enterprise, and the
existence of procedures for the supervision and public scrutiny of the
activities of these enterprises. The experience of various countries in the
region during recent years has revealed the serious risks involved in
allowing large enterprises (both public and private) to seal themselves
off from public opinion and even from the Executive itself, since this
meant that management errors only became public when there were
massive bankruptcies, requests for State support or, in the case of public
enterprises, when the subsidies required for their operations exceeded
the possibilities of domestic or external finance.

The strengthening and development of small and medium-sized
enterprises, in the industrial and agricultural sphere as well as in services,
would be benefited by arrangements for the ttaining and upgrading of
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the personnel responsible for their management. Similacly, the streng-
thening of relations of complementation with the large enterprises
would provide a mechanism of high potential for the development of this
capacity.

Innovations in the field of public action are perhaps more urgent in
the sector of peasant agriculcure, particularly in those councries where
peasanes. constitute the majority of the economically active population.
This is a sector which, because of the criteria governing its decisions on
production and the use of resources, is less inclined to use imported
inputs and more disposed to intensify the use of labour. Purthermore,
measures which strengthen its capacity to produce have a direct and
immediate effect on the reduction of rural poverty.

) Strengtbening and developmens of the trade and services infra-
structure

The development of the trade infrastructure has been only slight,
even though it is often crucial for comparative advantages in interna-
tional trade as well as for the strengthening of intér- and intra-sectoral
articulation. In many cases both natural advantages and those derived
from lower costs or higher productivity levels are neutralized by the lack
of an adequate system of domestic and international logistics for market-
ing (understood as the integracion of activities including transport,
informatics, the management of storage systems and the administrative
organization of the chain that goes from producer to purchaser).

- This aspect is particularly decisive in the domestic and external
marketing of agricultural products. On this depends the possibility of
incorporating, without excessive loss of income, many small dispersed
producers into the networks that converge on the centres of great
demand, and likewise the possibility of diversifying exports through a
wide range of products.” Needless to say, one of the means of obtaining
prices which both stimulate production and are accessible to low-income
consumers (or are competitive in international markets) is undoubtedly
the achievement of increased efficiency in the complex of activities
connected with the marketing and distribution of goods

D. BASES FOR A POLICY OF DEVELOPMENT
WITH EQUITY

1. General considerations

The concern for equity is manifest throughout the whole of this docu-
ment, and that for several reasons.

In the ficst place, as already stated, the concept of development must
needs include the broad dissemination among the different strata of the
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population of the improvements in the levels of welfare. In the expe-
rience of the three postwar decades, although some progress was made

towards achieving this objective, the results were not on a par with the
expectations of the various societies, On the one hand, the concentration
of income limited the share in development benefits of the poorest straca,
especially those that continued in the traditional agricultural sector and
those in the urban informal sector. On the other hand, the considerable
growth rate of the populacion of active age posed a problem of job
creation difficult to satisfy unless the economy grew much faster than in
the past. This problem was aggravated in the cities by internal migra-
tions and the simultaneous increase in the supply of female labous; all
this taken together caused the highest growth rate of urban labour in the
history of the region.#® To the problem of the magnitude of the active
population was added the inadequacy of the educational and labour
qualifications of the curreat labour supply in relation to the demands of
the posts created in the modern production and services sectors. A large
pare of the population displaced from the rural sector by the current cype
of transformation of production lacked the basic education that would
have enabled it to be incorporated into productive jobs in the cities.

Secondly, the concept of equity is once again topical because the
chronic lags are aggravated by the cumulative effect of the prolonged
economic recession suffered by the region since the beginning of the
present decade. This effect further accencuates the typical privations of
broad strata of cthe Latin American and Caribbean people. Finally, the
evolution towards more participative and democratic political systems
will necessarily be accompanied by new demands from organized groups,
and will call for new ways of distributing the sacrifices of adjustment and
the benefits of economic expansion. From this standpoint, growth,
democracy and equity are interrelated aspects and séne gua non condi-
tions for development, understood in the terms set out in earlier
chapters. ' o

Although extreme poverty is not a new phenomenon in most of the
countries of the region, two circumstances are manifest in the present
crisis which represent unprecedented challenges for a strategy of devel-
opment with equity. First, as was said above, the crisis of the 1980s
undoubtedly intensified the eaclier situation, as a result of the adverse
trends in employment, real wages and public expenditure on social
services.®® Secondly, the financial capacity of the governments of the
region to combat poverty has been considerably weakened, owing to the
heavy burden of servicing the foreign debt and the other priority
demands associated with the transformation of the structures of produc-
tion. From the point of view of public action to further developmentina
context of greater equity, therefore it is neccesary to sacisfy ever-
increasing demands with a steadily dwindling supply of resources.
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There are three broad categoties of action associated with this issue.
First, there is the set of measures to reactivate the economies and achieve
sustained growth. It is now a commonplace to affirm that a disteibucive
policy is only viable in a context of growth; however, it would be a
mistake ¢o think that this dynamism is sufficient in itself to achieve an
equitable distribution of the fruits of growth. The orientations for eco-
nomic reactivation contained in other chapters of this paper would
undoubtedly help to set afoor a strategy of development with equity, buc
of themselves they would certainly not be a sufficient condition for this. A
second category of measures is therefore necessary, consisting in the
analysis of the existing options for introducing a distributive bias into
economic policy. Finally, the third category relates to the general orienta-
tions that mighr be given to social policy in the broader context of
development policies.

2. 'The concept of functional equity

Reference has already been made in previous pages to the long-standing
debate on the possibility of stimulating dynamic economic expansion and
at the same time achieving progressive improvements in the distribution
of the benefits derived from that expansion. The past experience of the
region shows that it is not enough to rely on the forces of inertia —or the
so-called “spill-over”— to achieve the simultaneous fulfilment of the two
objectives. There are, however, ample indications that growth and equity
are not necessarily antagonistic aims. The possible conflicts that can arise
between the two could be partially overcome if social policies and mea-
sures perform their function within a set of measures forming an integral
development strategy. In other words, the idea 1s that social policies
fostering greater equity have a dimension which goes beyond the norma-
tive framework of distributive justice, so that they can often be regarded
s essential “inputs” for the modernization and democratization of a
society, for an economic adjustment that will be both dynamic and
lasting, and for the promotion of economies which are at once productive
and capable of competing internationally.

At all events, it has been argued in this document that it would be
perfectly legitimate to sacrifice “optimal” growth rates in favour of
specific distribucive objectives, especially in the new circumstances
created by increasingly participative political processes. Put another way,
there is no theoretical or practical basis for maintaining thart all public
measures must concentrate on obtaining optimal growth rates as an
initial step to achieving automatic improvements in the living standards
of all the strata of the population. The challenge consists, therefore, in
minimizing possible conflicts berween growth and equity, so as 1o
advance towards the simultaneous achievement of both objectives.
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We have repeatedly insisted on the integtal nature of the develop-
ment process. The transformation of the structure of production should

be accompanied by changes in social stratification, in the relacionship
between countryside and city, and even in the dynamics of political
interaction. To some extent the division between “economic policies”
and "social policies” is artificial, since both give each other reciprocal
support and are indissolubly interrelated. Hence, just as job creation
based on 2n expansionary economic policy might be more effective than
any programme of transfers for raising the living standards of the
lower-income groups, so the criencation of public resources towards
those strata to improve their productivity might have more positive
effects on the economic growth rate than any overall incentive measure
in the field of monetary, credit or fiscal policy.

What we wish to stress is that measures aimed at raising the living
standards of che lower-income strata of society perform a function in a
strategy of development with equity if their primary purpose is to raise
the production and productivity of these strata, in contrast with simple
cransfers, which merely allow them to maincain a barely acceptable living
standard but do not affect their capacity co increase supply.® In the
former case, not only is the present and future welfare of the poorer
strata improved, but the productivity of the economy as a whole is
increased. In the second case, the improvement in welfare may be only
transitory, and far from helping to raise the productivity of the economy
as a2 whole it may become a burden for other productive activities, owing
to the transfer of resources encailed.

A rise in the income level of the poorer strata is a necessary
condition for the expansion of domestic markets, and in turn performs a
function in expanding the supply to meet the demand. Past experience
indicates that the marginal consumption propensity of the poorer strata
would be concentrated on goods and services —foodstuffs, clothing,
furniture, recreation— which do not necessarily require large volumes of
imported inputs, and which in addition make intensive use of labour.
This would give rise to greater linkages between production, employ-
ment, growth and equity, in 2 sort of “virtuous circle”,

The range of instruments and options to stimulate policies that
foster equity and at the same time perform a function in sustaining
growth need not be detailed here, since chey are well known and
moreover have been dealt with to some extent in other chapters of
this paper. Some of these instruments aim ac rediscribution of assets
—agrarian reform might be a classic example— and others at a dynamic
distribution of income. The use of one or another type of instrument will
of course have to vary from one situation to another, according to the
circumstances of each country in the economic, political and social fields.
We mention below, simply by way of recapitulation, some of the mea-
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sures that will have to be taken into account in the formulation of equity
policies which are also functional as regards fostering growth and the
transformation of the economies and societies of the region.

Ficst, as remarked in eaclier pages, che economic policy of most of
the countries of che region in the past was characterized by two biases:
one was the promotion of industrial urban development to the detriment
of the rural (agricultural) sector; and the other was thac it favoured the
development of large enterprise over that of small and medium-sized
concerns. The correction of cthese biases, which is essential for the
transformation of the production structure, is equally relevant for the
equity objective. The configuration of the macroeconomic policy icself,
and particularly of those policies that influence the structure of relative
prices, provides opportunities for eliminating biases towards income
concentration, and even for introducing biases favourable to develop-
ment with equity.

The main instrument used in most of the countries of the region to
act on the distribution structure has traditionally been fiscal policy. On
the income side, an effort was made (not always successfully) to introduce
a progressive character into the taxation systems; on the expenditure
side, the provision of social services, subsidies for the prices of goods and
services regarded as basic (and also for the inputs for producing these
goods, such as fertilizers for subsistence farmers), and the creation of jobs
through State investment helped o mitigate the concentrative-or exclu-
sive effect of the dominant development style, although with serious
deficiencies and generally without benefiting the lowest deciles of the
income pyramid. Even so, fiscal policy still offers ample opportunities for
contributing to the fulfilment of a strategy of development with equity.
Indeed, in other parts of this paper, we have insisted on the importance
of modernizing taxation structures, among other reasons because of the
effectiveness of such action in relation to the central aims of economic
policy: the progressiveness of the taxation systems is clearly linked with
the objective of equity. Since the following section contains some reflec-
tions on expenditure for certain social secvices, it will suffice here to
point out an obvious fact: that fiscal policy continues to be a decisive
instrument for introducing into macroeconomic management an ele-
ment that influences the structure of distribution.

Another influence in the same direction is wages policy. It is well
known that in most of the countries the relative share of the wage
component in national income has dwindled in recent years, and in some
cases a fall in real wages has been observed. Generally speaking, a wages
policy to reverse these trends should contemplate three simultaneous
objectives: i) to regain the earlier level of real wages and ensure that
these evolve at least at the same rate as labour productivity; ii) to reduce
disparity in wages; and iii) to reconcile the wages policy with the need to
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raise the levels of saving and investment. This lacter aim might be
facilitated if wage adjustments depended on an increase in the average

productivity of the economy and if any surplus of the adjustment over
this increase were linked with a savings scheme such as those briefly
mentioned in earlier pages (see section B above).

However, selective application of the economic policy is perhaps
the area which offers most possibilities of influencing the capacity of the
disadvantaged groups to raise their output and productivity. As stated
above, this means thac the capacity to generate productive gmployment,
both in urban and rural areas, should be given priority among the criteria
that determine which activities should receive preferential support on
the part of che government. Similarly, che peasants of rural areas —che
group in which extreme poverty is mainly found in most of the countries
of the region— should be the agents on which this support is concen-
teated. In che same order of ideas, the extremely low productivicy of the
urban informal sector should be raised.

Moreover, since the low-income strata are characterized by cheir
precarious insertion in the productive apparatus, the creation of employ-
ment is also one of the basic means of promoting the scrategy of
development wich greater equity. This calls for the incorporation of an
employment policy, designed to act on the factors of supply and demand
in the labour market.’! This policy would include measures designed to
increase the employment effect of growth; to raise, as indicated above,
the productivity of the traditional agricultural secror and the urban
informal sector! and to promote youth training programmes, both to
match the supply of labour with the demand, and to delay the entry of
these young people into the labour force. In all the foregoing, the public
sector as employer can continue to play an important role, chough its
expenditure on this item should of course fit in with the concept of
functional equity that is being applied. Thus, for example, even in those
countries where the level of unemployment is such thatemergency work
programmes have been set up, it is desirable to reconcile the aim of
transferring income with thac of generating basic goods and services
which will help to raise productivity and output.

Finally, another crucial element for a strategy of development with
equity is to foster the emergence of organizations in different groups of
society —crade associations, co-operatives, trade unions, other types of
associations, political parties, and pressure groups in general— which, in
the framework of democratic and participative societies, generate a
dynamism favourable to more equitable distribution of the fruits of
economic growth. In this regard, the distribution policy —instead of
being an objective fixed by a benefactor State— becomes something that
stems from the reconciliacion of concrete conflicting demands through
the political interaction of different actors in the society. The mere fact
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that societies are more participative and that different groups of the
population organize themselves thus serves to assist the achievement of
the equity objective,

3. Investment in human capital

The main elemeats of a social policy in the classic sense, such as the
provision of health and education services, are entirely compatible with
the concept of functional equity described above. One of the pivots of the
transformation of the production structures consists in the integral
development of human resources, in order to avoid the reproduction of
poverty, exclusion and social segmentation in the new generations. To
achieve this, the measures that affect the formulation of economic policy
should be complemented by a set of policies that enable all the members
of society to work and earn income, take part in the political system and
organize themselves to defend their righs, as well as to acquire skills and
knowledge in keeping with the renewal of productive capacity and in
accordance with the needs of a rapidly changing world economy. Biologi-
cal, social and cultural upbringing is not only indispensable for constitut-
ing the citizen body and preparing for the emergence of modern societies
but also represents the essential base for sustaining dynamic pro-
grammes of labour training and for resettling the labour force, which will
become increasingly necessary owing to the successive technological
changes. '

All that has been said thus far implies the incorporation into
development strategies of health and education policies, and also a
special concern for the protection of the cycle of pregnancy, birth and
early infancy, as well as nutrition, health and education in the formative
stage of the social groups which are at present disadvantaged. Theaimis
to avoid the reproduction of poverty in the new generations, and to try to
facilitate an adequare biological, social and cultural upbringing for the
emerging members of society, with a view to their entry into adult and
active life in minimally homogeneous conditions.

In this respect, an effort made in the health, educational and
nutritional fields to reduce infant mortality, whose levels are high in the
region especially among the rural and urban poor, would find more
favourable conditions now than in the past: from greater concentration
of the population to a greater endowment of personnel trained or able to
be trained in these fields, as well as a higher level of instruction for young
women which prepares them more adequately to perform their functions
as mothers.

Following this effort, or in conjunction with it, the protection of the
cycle of pregnancy, birth and early infancy is a vital element in the
strategy of equity proposed and in the improvement of the fucure human
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resources of che region. In this cycle the initial bases of biological and
mental development are established; an adequate integral health pro-
gramme in this field could be the beginning of a new type of social

security for the region. Similarly, maternal and child welfare services
constitute a basis for the access of families to information on the process
of reproduction, which enables those at a lower socio-cultural level to
plan their families in a manner compatible with the health of the mother,
the adequate upbringing of the children and the resources of the home.
These objectives should naturally be complemented with policies of
full-cime basic education, integrated with food andheaith services. There
are several reasons why these objectives are an exdellent example of one
of the virtuous circles of development, equity and jlemocracy. The firstis
thac the needs of productive efficiency and technological development
confronting the region require that the fucure human resources should
reach certain levels of culture and mental development. It is no longer
merely a question of overcoming illiteracy but of producing manpower
with sufficient education to cope with the foreseeaple changes in produc-
tion. Secondly, poverty is a complex phenomenon in which the limited
access of the poor to economic assets is inextricably linked with their
exclusion from the cultural assets of society; the in¢orporation of the new
generations —through socialization and instructian in the basic fields of
knowledge— into the collective cultural patrimony constitutes one of the
key requisices for not projecting poverty from one generation to another.
Thirdly, the achievement of a2 democratic society tequires, both to reach
agreements on development and co control expectations, a body of
citizens able to organize themselves and understdnd the functioning of
the economic and social systems, which can hardly pe attained without an
adequate development of the biological and tal capacities of the
whole population.
To reach these goals not only calls for a longer cycle of compulsory
schooling, earlier entry into the educational pracess and longer daily
contact between the children and educational, healch and nutritional care,
but also a radical change in the methods and scientific content of basic
education.
This latter point is associated with che subjert of manpower train-
ing. The past experieace of the region shows that part of the population
of active age, especially in the cities, could not be |incorporated into the
more modern sectors of the economy not only through lack of jobs but
also th rough lack of adequate skills, while that another part joined the
informal sector, which has very low productivity that can only be raised
through training and provision of greater capital. In the present decade
there has also been a loss of educational and labouy skills in a proportion
of the labour force that is, or has been, affected by unemployment and
underemployment: a situation particularly affecting young people of

93




under 25 years of age, who insome countries represent around half of the
utban open unemployed; this is aggravated by the current reconversion
of the sectors of production 2nd jobs in almost all areas of economic
activity, as a result of the introduction of new technological patterns.

An intensive craining scrategy muse be complemented with suitable
provision of producer goods of social use. For instance, ptiority in this
should be given to peasant farmers and the urban informal sector
through support for microenterprises and small industry, cogether with
associative and co-operative systems which make possible the wider use
of producer goods and enable producers to sell cheir products without
unnecessarily passing through middlemen. The provision of land,
machinery and electricity for peasant agticulture and of machines, equip-
ment and workshops for urban artisans are some of the icems which,
coupled with credit and rechnical assistance, might bring about positive
changes in the production and productivity of the social sectors that at
present have very little share in income.

The dynamization of urban and rural productive projects at the local
level should be complemented by an infrastructute of basic services
—ranging from water supply to integrated school units, and including
peripheral health centres— to support development with equity and at
the same time constitute a basis for self-management by the communities
in the productive and social fields.

Giving priority to collective systems which rationalize the use of
funds and increase the number of beneficiaries, does not in any way mean
overlooking the serious problem of housing, which, in cities whose
growth has exceeded 4% per year for three decades, is not susceptible of
immediate solution. Construction is at 2 form of reactivating the econ-
omy without much cost in foreign exchange and 2 mechod of generating
employment for workers of a2 modest level of skill, so that it plays an
important role in development. The mechanisms of saving and credit for
housing have been inaccessible to the poorer sectors, who lack the means
of payment, however, and the subsidies granted have often ended by
favouring the middle and higher income groups. All this points up the
need 10 allocate public resources to systems of collective use and to net
transfers for social housing. Since it would not be possible to meet the
whole of the potential demand in the short run, there would have tobe a
rigorous selection of beneficiaries and concurrently the maintenance of
unsubsidized systems of saving and credit for the middle and upper social
strata.

Another point to consider is basic social security for the population.
The system in force in most of cthe countries was based on a model of
social insurance that assumes a population almost entirely made up of
regular wage-earners and contributors, which has led to the exclusion of
most sectors. At the same time, the population included in the system has
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its contributions backed by large financial subsidies derived from taxation
(in most cases indirect). Building up a universal social security system
means a careful selection of the services that can be offered, in keeping
with the resources available, to improve the quality of the human resour-
ces and increase the protection that every family should receive in
circumstances when it cannot meet its basic needs. This signifies priority
for basic health policies and for protection in cases of congenital or
acquired incapacity, death of the family breadwinner, and low-income
families whose head is a woman.

To sum up, the achievement of a new form of development such as
that proposed in this paper calls for profound changes in the production
structure in force and the training of individuals, coupled with the need to
ensure as far as possible that no groups are excluded from this option.
Consequently, equity in this context means that all citizens should have
the opportunity of becoming useful members of society. In this respect, it
is not enough to regard equity merely as a better distribution of income.
The possession of the necessary instruments of cultural knowledge for
integration into the present changing society is a priority aim. Similarly,
the possibility of helping to decide on the meaning and potential direc-
tions of the change, should be made available, in a democratic society, to
all its component groups; these should be able to participate in the
decisions on what to produce, how 1 produce it, and for whom. Finally, if
the dynamics of development lead to societies which are more differen-
tiated than those we have at present in functional terms, the opportuni-
ties for acceding to the different posts must increasingly be based on
merit (as opposed to nomination), and this equality of opportunicy must
be the determinant of social stratification. To ensure equality on chese
terms becorhes, in consequence, one of the basic lines of a policy aimed at
achieving social equity.
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III. INTRA-REGIONAL CO-OPERATION

1. The potential of intra-regional co-operation

Even though intra-regional co-operation initiatives, and especially those
in the field of economic integration, intended to open up paths to
development in Latin America have always proved positive and of
considerable significance, there has been an occasional tendency ro
underestimate them and even to consider them as being efforts of
secondary importance. This is in every respect paradoxical, in view of the
tangible benefits of the process and its potential for helping to overcome
some of the main hurdles in the path of the region’s development.

This is particularly so under the present circumstances. In the short
term, integration offers a means of shortening the path leading out of the
economic crisis and reducing the costs of readjusement, by facilitating
fuller use of existing productive capacity and diminishing the use of
scarce foreign exchange to finance imports from chird councries. With
regard to the medium and long term, virtually all the issues raised in
previous chapters involve actions which would be facilitated through
integration. Consequently, the simplest path, and that which is least
dependent on uncontrollable external circumstances, is that of co-
operation, including integration of markers. This would help bring about
the sought-after transformation of the productive structures, facilitace
more efficient mobilization and use of the region’s meagre savings, and
stimulate technological innovation and creativity. It is also necessary to
take into account the wide range of potential offered by regional co-
operation, which has shown its capacity to unite governments around
concrete initiatives, to promote various sectoral co-ordination projects
and, in general, to strengthen the mucual relations between economic
agents at both the bilateral and the multilateral levels.

Moreover, the improvement of Latin America’s insertion into
excernal markets and the possibility of securing advantages in order to
exert negotiating power in a world dominated by che grear economic
blocs will essentially depend on Latin America’s will to achieve the
unification of points of view and interests. In this respect, not only does
economic integration help co ensure a more dynamic insertion of the
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region to international trade: it is in fact the basic instrument for
achieving such insertion. The region has very extensive experience in
these matters. On the basis of this, it will be possible to project a new
approach which makes the processes of integration and co-operation
functional elements for the present and future development of the
region.

2. Some lessons of the past

It is worthwhile briefly weighing up the achievements of economic
integration and particularly those obstacles which hamper its further-
ance in the region, with the aim of correcting or relieving shorccomings
and assessing the potential contribution of integration to the develop-
ment effort outlined in previous chapters.

The progress made in the past has been enormous. At the begin-
ning of the 1960s, trade between the Latin American countries was only
in its initial stages, and there was virtually no complementation between
productive activities. In contrast, over the following years reciprocal
trade grew into the most dynamic ingredient of the region’s external
trade (see table 12). Similarly, during the same period and on the basis of
common intetests, there was an increase in the levels of economic
interdependence, particularly in the subregional processes involving
countries with small and medium-sized economies. Thus, for Latin
America as awhole, reciprocal trade came to represent more than 16% of
the region’s total exports, while in the case of some subregional schemes,
such as that of Central America, the figure was higher than 25% in 1980.
Intra-regional co-operation found many other forms of expression in the
development of sectors of production and of the physical infrastructure
and in the creation of intergovernmental institutions and subregional or
regional associations representing a variety of groups and interests.

The increase in reciprocal trade paved the way for the expansion,
diversificacion and modernization of industrial production, as well as for
a certain degree of specialization of activities at the subregional level. In
this respect, integration was functional for development during the first
few decades after the war, by making industrialization and growth viable,
particularly for the smaller economies. In addition, the expansion of
markets and scales of production attracted new and increasing flows of
domestic and foreign investment, furthering a process of capital forma-
tion which contributed to the diversification and expansion of productive
capacity.

However, integration also displayed shortcomings and difficulcies,
particularly if the successes achieved are contrasted with the perhaps
somewhat exaggerated expectations of thoe who set their sights on che
possibility of organizing a common matket of regional scale within a
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predetermined period.’* For example, it became apparent that progress
could not necessarily be achieved in an uninterrupted manner, and still
less in a linear one, but tended to be intermittent; setbacks occasionally
occurred, while a number of pre-established goals (for example, the
establishment of a common tariff by a fixed date) were frequently set
aside in the face of the pressmg needs of actual circumstances. Thus, in
assessing integration a certain tendency grew up to exaggerate the
distance between the commitments originally agreed upon and the
extent to which they were fulfilled, rather than judging the project by its
results.

In addition to this trend, which has somewhac diluted the initial
support given by the different governments and strata of society co
integration, a certain reluctance to go all the way with the above pro-
cesses made itself felt. Noteworthy examples of this are the discrust fele
by governments and by some groups as regards exposing national pro-
duction to the competition of goods from other countries in the region;
the unequal distribution of the costs and benefits of integration and, in
general, the difficulties in generating reciprocity between countries with
economies of different sizes and different levels of development; differ-
ences of interest, especially as regards each country’s relationships with
third countries, where the members of the integration schemes generally
find themselves in competition with one another; the reluccance co
replace the extremely varied supply offered by third countries with the
rather more limited supply available in the region; and finally, conflicts
between the commitments accepted as part of the integration agree-
ments and the objectives of national development strategies and policies,
particularly when national decisions have to take second place to multi-
lateral ones. This latter_problem, which has perhaps been the mosc
significant and constant dilemrma facing the integration processes, has
been amplified in some countries by the minor significance of incra-
regional trade in comparison to trade wich third countries.

Likewise, the mobility of products on intra-regional markets has
been considerably restricted by the high transport costs. This has been
particularly so in the case of manufactures, which require services super-
ior to those of traditional maritime cransport. Transport facilitation
through specific co-operation agreements, and the establishment of
customs facilities for the international transit of goods, have not always
received the decided support of all the countries of the region,

Finally then, two types of phenomena have shaped the evolution of
the integration process. On the one hand, there are the tangible benefics
and costs for each country, which are difficult to measure, as they are
often associated with different methods of quantifying the new trade and
production flows, opened up (or, occasionally, impeded) by co-operacion
agreements. On the other hand, it is necessary to bear in mind the
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intangible assets, linked to the degree of political support, to the com-
munity of interests and the solidarity to which the issue may give rise
within different governments and societies. Both of these phenomena
naturally affect one another. '

In this respect, the erosion of the intangible assets of integration
which was partly the result of the “crisis of expectations” referred to in
previous paragraphs was compounded by the deterioration in reciprocal
trade in recent years caused by the shrinkage in the overall levels of
demand, the sharp fall in imports, and the acute shortage of foreign
exchange, which rapidly made itself -felt in the level of liquidity of the
systems of payment of the subregional integration processes. Intra-
regional trade, measured in terms of exports, declined even faster than
overall exports (see table 12), at precisely the same time as it became
urgently necessary to protect the installed industrial capacity of the
region and to save foreign exchange by developing import substitution
on a subregional and regional basis. In other words, over the lase chirty

years the trade flows induced by i 1ntegrat10n have displayed a procyclical

character.

In yiew of this phenomena and of the circumstances facing the
region at the present time, there is reason to wonder whether integration
is capable of performing the function of promoting development in the
future. In the programme of priorities set forth in previouschapters, it is
suggested that the different spheres of intra-regional co-operation,
including, in particular, the sharing of markets within the framework of
preferential agreements, are in fact more relevant coday than ever before.
It should be emphasized that chis assertion is in no way the product of
wishful thinking, but is based on a clear awareness of the instrumentcal
role which integration could play in reactivating supply, enlarging che
narrow leeway currently available for the economic policies of all the
countries, raising levels of saving, carrying out joint actien in a variety of
areas, strengthening the international presence of the region and finally,
on the political level, forging new lmks of solidarity between
governments,

Above all, the stimulus given to demand as a result of the expansion
of markets would help to increase efficiency, while joint efforts at
modernization would make it easier to adapt the productive structure to
the new conditions of regional and international demand. Consequently,
reciprocal co-operation, as already pointed out, would provide support
for extra-regional exports, allowing many medium-sized or small coun-
tries to achieve progress which would otherwise be impossible.

Moreover, there is clear evidence of an increasing degree of political
suppore for the idea of integracion, on the dual grounds of the urgent
need to overcome the crisis and the need to achieve a greater community
of interests between the governments involved in the recent process of
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democratic revival in the region. This fact, together with the adjustment
of the economic approaches of integration in order to correct the short-
comings of the past, would make it possible to put an end to the state of
inertia affecting the integration schemes at the present time.

The picture given above would not be complete without some
reference to the varied forms of expression which incra-regional co-
operation has had and continues to have and which have not always been
manifested directly through the subregional integration processes. Such
diversified intra-regional co-operation has taken place in the develop-
ment of the individual sectors and of the physical infrastructure; in the
establishment of intergovernmencal institucions for co-operation in par-
ticular areas, and in the creation of subregional or regional associations
representing various groups and interests in a wide range of fields
extending from the productive sectors to the training of skilled human
resources in scientific and technological matters and other spheres of
knowledge. Mention should also be made of the relatively recent emer-
gence of numerous sectoral co-operation networks which have began to
function in a dynamic and flexible manner, using innovative forms of
horizontal co-operation and thus screngthening the activities of the
subregional or regional institutions and associations which already
existed in the respective sectors.

3. Bases and guidelines for giving a new thrust
to integration

How will the economic integration effort in coming years differ from
past experience and practice? Despite the exaggerated disenchantment
observed with regard to the previous results of the subregional integra-
tion processes, the governments of the region now seem to be keenly
aware of the desirability of furthering these processes, to judge from
certain official declarations and a number of concrete facts. An event
worthy of attention, for example, is the trend which has developed in
recent years towards a more personal type of contact at various levels
(including the Presidential level), which has made a considerable concri-
bution to recent co-operation efforts. In addition, a number of innovative
steps have been taken, such as for example the bilateral agreements
between Uruguay and Argentina, Brazil and Mexico, on the one hand,
and between Argentina and Brazil on the other, all of which have come
about in recent months.’¢ The last-named agreement represents the
abandonment of long-standing mutual mistrust and reservations
between che two nations and opens up 2 fertile field for broad-ranging
iniciatives of a unifying nature,

The secretariats of the subregional integration schemes, too, are
zealously seeking means of giving a new thrust to integration. Thus,
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within the context of ALADI, the regional round of negotiations has
begun; the countries of the Andean Group are pursuing astrategy
to re-orientate their integration process; the Heads of State of the
CARICOM countries have recently agreed to intensify reciprocal crade,
while in Central America work continues on the “restructuring” of the

Common. Market. :
While these efforts reflect an unquestionable desire for renewal,

any integration scheme is subject to certain constant facrors with regard
to the use of the instruments for action. The adaptation of the integration
programmes to present circumstances, just like the adapration of devel-
opment policy itself, involves changes of emphasis, of style, of priorities
and perhaps of procedure in the use of instruments or the operation of
national and regional institutions. Nevertheless, in the promotion of
reciprocal co-operation the well-known instruments will always be pres-
ent, such as.trade preferences —either in the form of tariffs or
subsidies—, preferential agreements for the regional purchase of goods
and services by public enterprises, reciprocal payment and credit systems,
complementation agreements or. agreements on the creation of joint
enterprises, and so forth, What seems to be changing, basically, is the
priority assigned to the central objectives of the integration efforcs over
purely instrumental advances. At the same time, there are a number of
features which may indicate a break with the past, both in order to
increase reciprocal trade chrough unification of markets and in order to
carry out joint action to solve or alleviate common problems.

First of all, the symbiotic relationship which exists between intra-
regional co-operation and the trade relation of the countries of che region
with third countries should be emphasized. Both aspects are complemen-
tary and reinforce one another, and they are functional as far as the
development requirements mentioned in previous chapters are con-
cerned. There is no longer any question of setting up possibly excessive
barriers against imports from third countries in order to favour intra-
regional trade, but rather of taking advantage of the benefits of an
expanded markec to gain in efficiency and competitiveness on interna-
tional markets, eicher to substitute imports or to diversify and expand
exports, especially of manufactures. In another connection, the possibil-
ity of organizing and exerting bargaining power at the internacional level
constitutes an integral parc of reciprocal co-operation.

Secondly, there is a need to disseminate and heighten the impor-
tance of the concept of regional co-operation: in other words, to help to
ensure that integration receives the support and even the enthusiastic
backing of governments and broad sectors of the population of Latin
America. For this purpose, it is essential that those groups who are
favourably disposed towards the process should be enlarged and screng-
thened and thac the resistance it generates should be reduced. This issue,
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which falls within the sphere of the intangible assets, is of vital impor-
tance, particularly in view of the skepticism which is generally character-
istic of the attitude of different groups with regard to intra-regional
co-operation and the natural resistance generated by the commitments
entered into as part of integration agreemeants. In order to achieve this, a
view and concept of integration which go beyond its strictly commercial
aspects; are called for.

Nacurally, it is not possible to improvise such support. To begin
with, it springs from the political endorsement which governments are
willing to give to the process and above 2ll, from the tangible benefits to
which it gives rise. It may also be facilitated by the incorporation or
greater participation of different groups in the decisions taken in support
of co-operation. It is also necessary to ensure that the scope, purpose and
likely consequences of co-operation are more widely disseminated. At the
same time, an assessment should be made of the State instruments for
promoting activities directly linked with integration programmes, and
objective analyses of the results and new strategic importance of integra-
tion should be prepared and disseminated. Finally, as a further contribu-
tion to the aim under consideration, regional institutions should be
strengthened along the lines indicated below.

Thirdly, past experience shows the difficulties which arise in imple-
menting co-operation programmes between countries of very different
size or economic structure, unless systems which provide special {(and
generally non-reciprocal) concessions to the “weaker’ partner are
adopted. Thus, together with programmes of Latin American and subre-
gional coverage, it would be desirable to promote deeper co-operation
between countries of more or less similar economic size (Argentina,
Brazil and Mexico; the Andean councries; the countries of Central Amer-
ica; the Caribbean countries), and between countries whose economic
structure is complementary (Argentina-Bolivia, Colombia-Venezuela),
including, of course, integrated development in various frontier areas. In
addition, consideration should be given to cercain forms of relationships
between countries which are of different economic size buc which display
levels of interdependence due to historical circoumstances or geographical
proximity (Uruguay and Paraguay with Argentina and Brazil, for exam-
ple, or the member countries of the “Amazon Pact”), This latter type of
situation could facilitate a system of intra-regional specialization which,
in turn, would meet the essential requirements of reciprocity. It is
important to avoid reproducing within the region, between countries of
greater and lesser relative development, the asymmetrical relationship
which generally exists between the nations of the periphery and those of
the central economies. In this respect, it would be desirable to take steps
to guarantee the principle of reciprocity. Thus, it would seem feasible to
set up a system facilitating the access of capital goods of Latin American
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origin to countries of smaller economic size, inexchange for access of the
lacter countries’ manufactures to'the countries of greater economic size,
along the lines of the pioneering agreement between Argentina and
Uruguay.’* Similarly, just as some binational initiatives have made it
possible to mobilize big international financial resources (the case of the
great hydroelectric complexes), regional co-operation could generate
flows of financial assistance in the national currencies of the participat-
ing countries in order to help to expand the physical and technological
infrastructure of the less developed countries of Latin America and the
Caribbean. In this respect, it is worth recalling the low contents of inputs
from outside the region involved in this type of initiative, on the one
hand, and its effects on the export potential of the countries of the region,
on the other,

Further to the above, the existing subregional integration projects
should continue to be strengthened. As the President of the Argentine

Republic, Dr. Ratl Alfonsin, recently stated, efforts should be made to
“consolidate and extend the integration agreements already existing in

the region; rather than launching new programmes, a new impetus
should be given to the existing ones”.3 It may be noted that partial-scope
agreements and subregional commitments are complementary, and are
fully consistent with che 1980 Montevideo Treaty, which cleatly provides
for the possibility of signing agreements which may progress at different
speeds.

Fourthly, attention should be centred on those areas of economic
activity where there is a possibility of achieving concrete progress of clear
significance for transforming the scructures of production and creating
conditions which facilitate achievement of the objectives of develop-
ment. In other words, what is proposed is a selective approach to
integration, both as far as the sharing of markets is concerned, and wich
regard to the identification of areas of activity which could be suitable for
trial incra-regional co-operation in view of their importance for eco-
nomic growth or for overcoming the crisis experienced in the 1980s.
Moreover, it is not absolutely necessary for market integration to cover
all products, as has been shown by the recent agreement signed by
Argentina and Brazil’” This agreement points rather ac the potential
existing in the field of sectoral agreements or at the level of branches of
activity. Other suitable issues for helping to bring about economic reacti-
vation fall wichin the sphere of the efforts which countries will have to
make to transform or modernize productive activicies, including the
development and adaptation of technology, the mobilization of savings,
co-operation in some service activities, and specific joint action in rela-
tion to the international community.

Fifthly, and closely linked to the above, greater stress than in the
past should be placed on the monetary and financial aspects of integra-
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tion. One of the main immediate causes of the relative deterioration of
intra-regional trade compared with the overall trade of Latin America is
the impact on the payments systems of the subregional integration
programmes of one of the main legacies of the economic crisis: the lack of
liquidity in convertible currency, together with the possibly inadequate
progress in the field of monetary integration. This accounts for the recent
initiatives taken within ALADI, CARICOM and the Central American
Common Market with a view to screngthening their respective machin-
ery for payments and/or reciprocal credits, as well as the concern of some
countries with the creation of a Latin American monetary unit o cover at
least part of the liquidity needs of the regional system. In this connection,
the main barriers affecting intra-regional trade are no longer in the
sphere of tariffs, but are related to exchange problems or to the adminis-
trative arrangements regulating imports because of the widespread shor-
tage of foreign exchange. Consequently, co-operation in the monetary
and credit spheres is an essential condition for reversing the trend
towards declining reciprocal trade. . |

Finally, stress must be laid on the importance of strengthening
those insticutions whose main function is to further integracion and
co-operation in all their possible forms, at the subregional and/or the
regional level. It is in chis area chat action in support of integration
should be systematically identified, encouragement should be given to its
implementation, and the subregional or regional vision and concern
which contribute to the process of reactivating development-should be
kept alive. This thereby brings into the list of priorities the issue of
strengthening, and in some cases revitalizing, the institutions for intra-
regional integration and co-operation, bearing in mind the need to make
a clear distinction of roles between them, with all its administrartive,
financial and organizational consequences. In order to reactivate co-
operation it is necessary to break the vicious circle whereby governments
fail to give full support to regional or subregional institutions, thereby
weakening their capacity to respond, which in turn tends co be reflected
in a lack of government support. As far as the institutions themselves are
concerned, they should carry out a self-examination, in order to review
and update programmes for intra-regional co-operation.

In this respect, it is important to note that such co-operation is not
the exclusive preserve of public sector institutions and bodies. In many
cases it is these bodies which should give the inicial impulse for the
execution of co-operation activities in line with national priorities, but
the participation of the organized private sector and non-governmental
organizations in general must contribute to the successful implementa-
tion of intra-regional co-operation programmes and projects.

To sum up, while the fact of giving a new impetus to regional
co-operation does not involve drastic changes in the instruments for
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action, it does involve considerable changes of emphasis, with perhaps
the need to pay greater attention to monetary and financial measures as
well as to those which will rapidly lead to an improvement in the access of
regional supply to regional markets. The use of these instruments, and
the anticipated results, have innovative features which make it necessary
to create a background of support for integration, and also to intensify the
participation of different economic agents in the process, in order to
overcome the inevitable resistance. In other words, transforming inte-
gration into a functional instrument of national economic development
policies calls for basic groundwork to clarify the strategies of the coun-
tries of Latin America, together with the adoption of political decisions in
which economic concerns are associated with certain decisive steps in the
institutional, political and administrative spheres.

4, Some concrete proposals

What concrete ideas is it possible to formulate in the light of the above

basic orientations? It is difficult to put forward detailed proposals, in
view of the special features of the subregional processes and of the
existing binational and multinational agreements. For example, deeper
and more far-reaching proposals could be made in the case of those
processes which have already reached a relatively advanced level of
economic interdependence —such as the Central American Common
Market and, to a lesser extent, ALADI— while less ambitious ones would
be called for in order to stimulate co-operation between countries whose
economic links are perhaps not as deep at the present time, but which
nevertheless possess considerable potential for drawing mutual advan-
tages from co-operation. By way of illustration, some suggestions aimed
at overcoming the phenomena which have prevented greater progressin
the past are set out below. If they are to be subsequently developed, it will
be necessary to address the specific conditions in the respective countries
and in each particular integration and co-operation process. One of the
main objectives of all of them should be to revitalize the trade flows
within the region and within the subregional integration schemes and to
restore economic bonds and links which have been damaged by the crisis.
Some of the mechanisms which could be implemented in order to
give a new thrust to integration are well known. They include the
granting of tariff preferences to regional production, normally on a
reciprocal basis, but not necessarily always so, should the relationship be
between countries with different levels of development; use of the
purchasing power of governments and of State enterprises, in order to
protect and strengthen regional industry, and in particular chose
branches considered to be of a priority nature; the establishment of
specific agreements such as, for example, a regional form of the-multifi-
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bres agreement which exists between the industrialized nations, in order
to assist the regional textile industry; the issue of financial instruments in

foreign currency at preferential interest rates, inorder to check the flight
of capital; and trade financed by common funds or by means of barter and
multilateral compensation. Similarly, the insertion of the countries in the
international economy could be improved by intra-regional co-operation
in areas as diverse as the creation of trading companies; the pooling of
services such as transport and insurance, and the use of the purchasing
power of some or all of che countries of the region in order to strengthen
their bargaining capacity vs5-a-v#s third countries,

Just as integration was initially conceived as a support system for
the incipient industrialization processes in Latin America and the Carib-
bean, in the immediate future it could help the member countries of each
subregional scheme to achieve complementation of their industrial struc-
tures —especially in the field of capital goods, intermediave inputs and
mass-consumption goods— as well as of the corresponding technological
capacity. Similarly, integration should provide opportunities for develop-
ing the complementation of production among the countries of the
region, with a view to enabling all the participants to improve their level
of efficiency in these areas. Past experience shows that che processes
would need to be selective and to centre on strategic sectors which justify
an efforc at joine programming and development, either because of the
size of the investment, the large scales of production, the technological
complexity, or the possibilicy of entering outside markets requiring high
production levels. Consideration could even be given to specialization in
some countries in the manufacture of parts or components for subse-
quent assembly into final products in other countries.’® A similar
approach might be appropriate for the agricultural sector, bearing in
mind its special characteristics and the interrelation with the food secur-
ity of broad straca of the region’s population.

Moreover, it is impossible to ignore the major effort being made in
some of the subregional integration schemes to reactivate crade flows
which have been severely damaged by the economic crisis affecting the
whole of the region. The Regional Round of Negotiations of ALADI has
opened in a promising manner, supporting commitments by the member
countries to intensify regional tariff preferences, to eliminare non-tariff
bacciers hampering zonal trade and to initiate negotiations over “pack-
ages” of products which are at present imported from third countries. A
significant feature of the Round is its possible extension to the whole
region, i.e., the possibility of opening it up to the participation of other
Latin American and Caribbean countries which are not members of
ALADL This process has already begun with the signing of a number of
partial-scope agreements between countries which are Contracting Par-
ties of ALADI and other which are not.
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The support provided by governments, entrepreneurial sectors,
international bodies and the secretariats of the subregional integration
and co-operation programmes themselves will be vital in revitalizing
intra-regional trade flows. In this respect, it is also possible to observe a
favourable evolution with regard to the clear distinction between ends
and means, the establishment of quantitative goals for the recovery or
growth of trade, and the search for ad hoc instruments making it possible
to achieve this objective. In this respect, it is impossible to overlook the
fact that State enterprises could play a significant role, as they are major
purchasers of all kinds of imported goods and services.

As already noted, the most practical means of reviving reciprocal
trade, and thereby production —including better use of the installed
productive capacity in the region— is to provide liquidity for the pay-
ments clearance mechanisms or to finance such trade as already exists in
the subregions. In turn, this idea has two aspects. The first of these
involves progressing in the field of monetary integration, by creating the
region's own instruments of payment or even, in its most ambitious
form, setting up a payments union. The second consists of obtaining
external support, particularly from official sources of financing, in order
to provide liquidity in convertible currency for these mechanisms, thet-
eby allowing them to finance the payment of debit balances in reciprocal
multilateral trade. Naturally, both of these aspects are mutually
supporting.

Various initiatives in this direction are already underway.’”® These
include, -in the case of Central America, the creation of the Central
American Common Matket Fund, designed to expand the financing of
-debit balances in intra-regional trade, and the recent creation of the
instrument of payment known as the "Central American Import Rights”
{DICA), as a means of facilitating the payment of reciprocal crade in local
" currencies. In this connection, mention should be made of the agreement
reached by the Heads of State of the Caribbean Community to set up a
service for financing intra- and extra-regional exports within the frame-
work of the Caribbean Development Bank 5 What is now required is the
improvement, o, as the case may be, implementation of these initiatives
as quickly as possible and, if possible, their complementation with the
external financing essential to make them viable. In view of the potential
impact of a reactivation of reciprocal trade on production, thete is every
justification for this cype of financing being granted by official organiza-
tions with 2 commitment to the development of the countries of the
region, such as the Inter-American Development Bank and the World
Bank.s

Another idea which deserves to be explored is the possibility of
increasing trade flows by linking chem to the reduction of the external
liabilities of the countries of the region, by paying for goods with the
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exporter country’s debt documents, purchased by the importer country
on secondary markets. For example, a country which normally imports
wheat from outside the region could divert its purchases towards regional
suppliers and chese purchases could be paid for by the exporter country's
debt documents, purchased at a discount on secondary markets. The
difference between the nominal and real value of these documents could
be shared between the purchaser and the seller, which would also help to
render this transaction more attractive than purchase from extra-
regional suppliers. Thus, both the regional importer and exporter would
benefit, new flows of production and trade would be created, and in
addition the external liabilicies of one of the parties would be reduced.
This mechanism would lend itself to the adoption of both bilateral and
multilateral agreements, and an institution such as the Inter-American
Development Bank could assume responsibility for its implementacion.

As far as relationships between countries of different economic size
are concerned, consideration should be given to special systems which
give goods from smaller countries access to the markets of the lacger
ones, following the model offered by Argentina, which offers a wide
range of Uruguayan products free access to its own domestic market,
within predetermined limits. The bilateral agreements reached becween
Mexico and Uruguay on the one hand, and Brazil and Uruguay on the
other, are further examples of realistic action measures adopted by
countries of different economic structure,5? While chere might be no case
for reciprocal creatment, in view of the differences which may exist in the
degree of industrial development of the countries concerned, it seems
reasonable that in importing capital goods, the countries of Latin Amer-
ica and the Caribbean should give priority to those produced in the
region, particularly in the case of purchases by public enterprises. In
order to avoid che importer countries having to bear any additional cost
as a resule of granting this priority, the exporter countries should provide
special compensation to the suppliers of capital goods. In addition, steps
should be taken to strengthen the machinery which already exists within
the Inter-American Development Bank for financing intra-regional
trade in capital goods on financial cerms competitive with those offered
by the official expore banks of the main industrialized economies. In
order to do 50, it would be necessary to expand the financial capacity of
this machinery and to extend the repayment periods for the operations it
carrics out.

The type of relationship between economies of differing size and
structure examined above is suitable for the establishment of both mulei-
lateral and bilateral agreements. In a first stage, for example, the coun-
tries of Cencral America —and to a lesser extent those of the Caribbean—
could seek increased access to the Mexican market, while Bolivia,
Paraguay and Uruguay could direct their attention to the Argentine and
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Brazilian markets. However, it would be desirable for special agreements
of this type, founded on historical and geographical links, to develop into
multilateral agreements, in order to at least partly offset the inherent
disadvantage in any relationship between countries of unequal economic
size.

Another type of measure which lends itself to bilateral and muleilat-
eral co-operation involves the establishment of joint enterprises, both
for production and marketing. The firm LATINEQUIP, set up by three
official banks from Argentina, Brazil and Mexico to promote the export
of capiral goods and technological services, is but one example of what
conld be achieved. This type of agreement could be extended to other
services, including of course financial services.

In previous pages emphasis has been laid on che desirability of
expanding the participation of different actors in the taking of decisions
regarding integration initiatives. One possible means of achieving this
aim is to integrate representatives of entrepreneurs and workers in the
assemblies or bodies which negotiate and follow-up such action. A
further means could involve the creation of committees of entrepreneurs
(both public and private) at the level of the different branches of activity
and within the subregional and regional spheres, to act as mechanisms
for consultacion, exchange of informacion and promotion of reciprocal
trade and co-operation. An example of this type of organization is the
Latin American Association of Capital Goods Industries (ALABIC), set up
in 1985, to which more than 40 enterprises from the capital goods sector
in the region belong. In addition to cheir considerable intrinsic value, this
type of mechanism helps to increase the receptiveness towards intra- .
regional co-operation in each country. .

The same purpose of disseminating and popularizing the concept of
intra-regional co-operation could be fulfilled through a renewed effort co
promote relations among institutions of higher and post-graduate educa-
cion. It is not just a question of taking advantage of economies of scale in
establishing a limited number of outstanding centres of training and
research, but of promoting exchanges ac all levels, so as to leave firmly
rooted in the collective awareness the idea of the potential of co-
operation and the need to strengthen centres of Latin American and
Caribbean thinking. The experience already accumulated in this field
makes it desirable to intensify and develop it.

Another aspect of which mention was made in previous paragraphs
is connected with the need to strengthen the integration institutions,
both regional and subregional, including the Latin American Economic
System (SELA) and its Action Committees. This is 2 complex issue which,
among many other aspects, has considerable financial implications. Con-
sequently, one means of helping achieve this end is to establish automatic
means of financing such institutions. This is not the place to consider the
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advantages or drawbacks of different methods of financing, but simply to
put on record that the more or less automatic provision of a volume of
resources whose amount it is possible to anticipate with certainty would
make a fundamental contribution to consolidating the soundness of the
institutional order on which a renewed impulse towards integration will
have to be founded. '

Mention has already been made of the risks involved in certain
all-embracing proposals vis-z-vis the possibility of promoting sectoral or
partial agreements.$* Thea agreemencon integration between Argentina
and Brazil mentioned above is an example of this type of pragmatic
approach, since it defines both concrete objectives and a flexible instru-
ment for reaching them. In this connection, consideration should also be
given to the possibility of promoting intra-regional co-operation in the
area of services. There is considerable experience on this matter in the
tegion, fundamentally in the field of cransport and insurance, which are
issues closely linked to trade in goods. As stated in previous paragraphs,
consideration should be given to the possibility of expanding co-
operation in this area, especially in the development and use of new
technologies (particularly information technology), the exchange of pro-
fessional and personal services, the strengthening of exchanges among
academic centres of the region, the establishment of binational or multi-
national entecprises providing cercain specialized services, and the adop-
tion of subsegional or regional preferences for services provided in the
region.

Regional-level planning efforts can also play a significant role in
the co-ordination, orientation and promotion of the process of integra-
tion and co-operation. Through them, it wold be sought to incorporate
action of a regional nature into national development plans, especially in
the field of investment decisions and the potential flow of trade; in other
words, what would be sought would be regional planning that would
guide such decisions by indicating in advance the struccural rigidities (in
transport, energy, food supplies, etc.) which most severely limit the
dynamic progress of integration and the strengchening of induscrial and
technological development. No less important are the tasks that can be
carried out in the regional context as regards the distribution of the
benefits of the integration process and forecasting of the medium-term
international economic situation, with its likely consequences for the
region, in order to guide integration negotiations and action in the field
of co-operation.

Finally, with regard to co-operation, it would be necessary to seek
mechanisms allowing it to be promoted and developed ina more continu-
ous manner, so as to take advantage of all its direct and indirect effects.
What is proposed is to systematize the co-operation initiatives taken in
various fields, such as crade, infrastructure, joint exploitation of natural
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resources, energy, transport and communications, science and technol-
ogy, banking and finance, the productive sectors, joint enterprises and a
whole range of other areas, and to set up and strengthen units specializ-
ing in co-operation within the subregional integration schemes, or at the
regional level if necessary. The central idea is to render co-operation
functional in respect of efforts to establish sound and lasting economic
and rtechnological links between the member countries of the integration
schemes in order thus to bring about greater convergence between the
integration processes and action in the field of co-operation.®
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IV. INTERNATIONAL CO-OPERATION

The importance of international trade and external financing as variables

responsible for the growth of the economies of Latin America and the
Caribbean is well-known. Alchough the extent of their influence varies
from country to country and is particularly greac in the small agro-
exporting economies of the Caribbean and Central America, historically
there has been a close relationship among, for example, the growth rate
of international trade, the volume of exports and finally, che level of
economic activity of the countries of the region. ‘

Less attention has been paid to the inverse relationship, i.e., the way
in which the growch of the Latin American and Caribbean economies has
influenced the foreign crade indicators and che other macroeconomic
variables of the leading developed economies. Although in recent years
reciprocal trade links have weakened as a result of the sudden drop in the
region’s imports and the persistent erosion of its share in world exports,
the emergence of new relacion modalicies in the financial sphere throws
new light on che way in which certain events which have taken place in
Latin America and the Caribbean can influence the performance of the
economies of the centre. This explains, for example, the extraordinary
importance actached to the subject of external debt in the Latin American
and Caribbean economies.

With this in mind, it can be reasonably postulated that an improve-
ment in the internacional economic environment —which calls for
acceptable growch races of trade, price stability, interest rates similar to
those recorded in the past and availability of foreign credit— is vital for
facilicating economic recovery and development of che economies of the
region. From the standpoint of the countries of the centre, if the austerity
potlicies in Latin America and cthe Caribbean are extended, this, together
with the potential disequilibrium factor surrounding the problem of the
external debt, will constitute a burden for the international economies.
Thus, the interaction between the growth of the Latin American econo-
mies, on the one hand, and that of the economies of the centre on the
other also provides the foundations for a certain community of interests
since the well-being of che one indirectly benefits that of the other and,
conversely, the recession is spread precisely through the interdependence
referred to.
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It is of course not a matter of waiting for solutions to obstacles to the
development of the region to come from outside, since that would be
neither realistic nor desirable. As has been stressed repeatedly in the
earlier parts of this report, Latin America and the Caribbean are faced
with the enormous task of solving those obstacles primarily on the basis
of their own efforts. Nevertheless, the region also has a right to hope for
the existence in the international economy of a2 minimum platform of
basic conditions in the form of responsibilities of the industrialized
countries, which would facilitate this effort. In connection with these
conditions, mention may be made of three traditional subjects which are
interrelated: access to markets, access to technology and access to financ-
ing. The third condition is linked, in turn, with the way in which the
crushing burden of servicing the external debt is approached. In this
chapter, which makes no claim to providing a complete analysis of the
broad subject area of relations which has traditionally been considered in
the North-South dialogue, consideration is given only to certain aspects
of this topic which are particularly vital for the economic recovery and
development of Latin America and the Caribbean.

A. EXTERNAL FINANCING AND DEBT RELIEF

1. The problem

It would seem unnecessaty to insist on the seriousness for most of the
countries of the region of the problem of servicing the foreign debt;
nevertheless, it must be borne in mind that che subject has lost its sense of
urgency in some spheres, especially in the industrialized countries. Per-
haps this is due to the fact that the creditor banks have improved their
capacity to face the risks of the Latin American portfolio, by strengthen-
ing their equity position, and also to the fact that international interest
rates have continued to decline since 1985.

Despite this, from the debtors’ standpoint, the problem does not
appear to have been solved. The balance of the debt continues to increase,
though slowly, and the fall in the interest rates has been more than offset
in many countries by the continuing deterioration in the terms of trade.
Consequently, a considerable proportion of the foreign exchange gener-
ated in the region, as well as a high percentage of domestic saving, has to
be withdrawn from the domestic economy to meet external commit-
ments. This drainage of resources obstructs the capacity w grow, to
cransform the productive structure through new investments, and to
combat the inequalities chac persist in the Latin American and Cacibbean
societies,

The subject has become so imporeane thac it is now feasible wo
examine the requirements of future external financing in the region by
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analysing the way in which the problem of the servicing of the current
debt will be solved. In fact, numerous studies have insisted chat develop-
ing countries in general, and those of Latin America and the Caribbean in

patticular, need a restoration of their historic levels of net external credit
in order to recover their capacity for growth.5®> Notwithstanding, both
the behaviour of the international private banks and that of direct foreign
investment are nototiously procyclical, and aside from the potential
advantages and disadvantages of the latter, it is far from likely thac they
will restore flows of funds remotely comparable with the historic
amounts, at least in the coming years.

Official financing deriving from bilateral and multilateral agencies
could certainly be increased, although in insufficieat amouats, judging by
the magnitude of the needs as against the limited capacity of the more
active agencies of the region. For this reason the possibility of reversing
the present situation, in which Latin America and the Caribbean have
suffered a major exodus of their domestic savings, rests basically on the
possibility of alleviating the burden of servicing the foreign debt.

The rapid growth of this debt between the mid-1970s and 1982 was
due o factors of demand for and supply of resources, which highlight the
joint responsibility of credicors and debtors: This, however, is not
reflected in the shared distribution of the burden of the debt, which
explains the changes, not only in the magnitude, but also in the direction,
of the net flows of real resources between the region and the rest of the
world.

The external debt of the region grew very dynamically between the
mid-1970s and 1982.5 Subsequently there was a moderate growth, not so
much because fresh funds had been received, but as a result of the partial
refinancing of interest payments agreed in the renegotiation processes
(see table 7). The increase in the debt reflected in part the deliberate
decision of many governments to resort to external financing to offset
the effects of adverse factors originating in the world economy, such as
the oil crisis or the international recessions. For a short period, this
enabled effective demand and growth to be simultaneously maintained,
while the external deficit was covered by the use of the elastic supply of
credit, However, this sitcuation changed abruptly in the period 1981-1982,
with the joint appearance of the adverse phenomena described in earlier
chapters.

The desirable combination of circumnstances in which debt servicing
might be complied with would be a rise in saving which is transformed
into resources transferable to the exterior by an increase in exports or by
import substitution. In this way the debt would be serviced and a high
domestic level of activity and employment maintained without the sacri-
fice of investment. Nevertheless, the perverse combination of factors
that took place from 1981 onwards, linked with the fact that these
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resources were not always devoted to ends compatible with development,
caused the surplus that had to be transferred to be generated through a
brusque fall in capital formation, and its conversion into transferable
resources was obrained through a drastic reduction in imports and
domestic consumption. The contraction in imports had to create the
capacity not only to transfer abroad the real resources associated with the
servicing of the debt, but also to counteract che fall in Latin American
exports.

The linkage between financial flows and trade flows is in fact
obvious, When, as in most of the Latin American countries, capital flows
change their normal direction and economic growth remains below the
international interest rate, the servicing of the external debt can only be
complied with by compressing domestic consumption and/or invest-
meat. [n the same conditions, when the growth rate of exports is [ower
than the aforesaid interest rate, the capacity to service the debt can be
achieved only by diminishing purchases abroad. Thus, when consump-
tion and imports have already been drastically reduced, the normal
maintenance of the debt servicing becomes a function increasingly
dependent on the performance of exports. If these do not sufficiently
expand, access to greater financial resources will bring only temporary
relief, and the problems will be still further aggravated thereafter.

2. Prospects

There is a lively controversy as to the formulas that would enable the
foreign debt problem to be alleviated and possibly surmounted, but there
is virtual agreement that it will only be possible in the context of
dynamically expanding economies, a framework within which the inci-
dence of the debt would tend to diminish along with its repercussions on
the main macroeconomic variables. Nonetheless, many debtor govern-
ments contend that the setvicing of external loans must be alleviated as
an indispensable requisite for growth. On the other hand, there are
others —especially a number of creditors-— who advocate the slogan
“grow and pay”; these maintain that with a “successful” adjustment che
economies of the region will be in a position to recurn to the path of
growth, and that this will in itself solve the financing of the service of the
debt.

It must be admitced that within an exceptionally favourable constel-
lation of factors —an international economy in dynamic expansion, with
low interest races, and fresh external financing in magnitudes compara-
ble to chose prevailing ac che end of che 1970s— it mighe be feasible, ac
least conceprually, to achieve growth rates of the order of 5% per year
and at the same time meet the commitments of the cucrent debe.8” It is
unlikely, however, that these favourable conditions will occur in practice.
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What is to be expected, instead, is that the countries will be unable to
generate sufficient saving to finance the transformation of their produc-
tive structure, or sufficient foreign currency to achieve acceptable rates of
growth.

Some recent events illustrate this truch. Although at present the
nominal interest rates are equal to less than half those of 1981, the

persistent growth in volume of the accumulated debt and the deteriora-
tion int the terms of trade mean that the debr servicing burden is still very
heavy. If a country had experienced a deterioration in its terms of trade
similar to that of the non-oil-exporting group of countries of Latin
America berween 1980 and 1985, the cost of interest payments on the
debt in terms of real resources would have grown by close on 50%. This
means that if in 1980 it was necessary to sacrifice a hundred units of
tradeable goods to service the debt, ac the end of 1985 it was necessary to
devote some 150 units to carry out the same servicing, if account is taken
of the increase in the debt, the fall in nominal interest rates and the loss in
respect of the terms of trade.®

The last two elements are decisive in this result. The behaviour of
the interest rates and other financial costs and the variation in the terms
of trade are substantially beyond the sphere of influence of the debtor
countries, taken separately. Collectively, however, they exercise a rather
undesirable influence on the terms of trade. As already noted, the simul-
taneous efforts to increase exports, especially of primary products, in a
world economy which is growing only sluggishly, generate a depressive
effect on prices, thus unintentionally aggravating the problem of exter-
nal financing ¥

The ECLAC Secretariat has prepared several simulacion models to
relace the growth race of the debt with the real interest rate, the debt-
output coefficient and che foreign trade imbalance (or che difference
between saving and investment), as applied to 18 countries.” In cthese
studies it is concluded that, even on favourable hypotheses regarding the
supply of fresh external funds and the evolution of che interest races, it
would be difficult to achieve, during the period 1986-1990, the annual
export expansion rates (between 10 and 15%) and the investment
coefficients (between 20 and 25%) needed to actain a modest growth
(4%) of the gross domestic product.

The calculations made underline the evident need o look for formu-
las for alleviating the burden of the debt which will enable a larger
proportion of the foreign exchange generated to be devoted to purposes
compatible with development. These formulas should be such as will
allow this relief to be obtained without additional cost to the debtor
countries.

There are only four ways of achieving this objective: a reduction in
the principal of the debt, a reduction in interest rates, an improvement in
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the terms of trade or in the world demand for Latin American products,
and an increase in investment productivity. The first three ways do not
depend on the policies of the debtor countries, ac least in the short term.
Changes 1n productivity would require investments, and even structural
reforms, which rake time and demand additional financing. In this sense
“financing” and “adjustment” are not, as often stated, alternative formu-
las for correcting economic imbalances, but complementary ingredients.

3. Solution options

Failing increased access —both trading and financial— to the interna-
tional markets, any alternative solution would call for a reduction in the
payments made to service the debt. This problem can be tackled in two
ways: the first would consist in restricting these payments in accordance
with criteria of capacity to pay (for example, in terms of the total of
exports, the price of a key export product, the total of foreign currency

income or the gross domestic product); the second would consist in
directly reducing, without accumulation, the interest or amortization
payments. If in the ficst method the servicing of the debt could be
accumulated indefinitely over and above the limits adopted, the flrst and
the second would be financially the same.

a)  Reduction of the capital

One way of reducing interest payments abroad consists in the direct
reduction of the principal of the debe, This was the formula employed, for
example, to mitigate the problem that arose during the crisis of the
1930s, when the bulk of the debt was represented by investments of
securities abroad. The drop in the debtor countries’ capacity to pay was
reflected in a fall in the market price of the bonds, sometimes to 15% or
less of their nominal value.”*

At present, since the debt is mainly owed to the banks, it must be
admitted that accounting write-offs might provoke adverse reactions in
terms of the debtor’s future access to the normal market. For this reason,
despite the drastic process of adjustment and its high social cost, the
countries have striven to maintain the servicing of their external debt. In
other words, in the light of the national interest in preserving a stable
and long-term relationship with the international financial markets,
there has been no recourse to rupturist solutions and unilateral action has
been isolated and due to the absence of other options. Hence, contrary to
what occurred in the 1930s, the reduction of the principal of thedebtasa
means of alleviating indebtedness has been an expedient little used.

* Nonetheless, there are formulas which would enable the principal
of the debt to be reduced without affecting the debtors’ access to the
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commercial credit market. A secondary market of documents relating to
the debt, such as that which has been appearing since the end of 1984,
would allow the debtors to purchase their own debt at a capital value
below 100% of the nominal value. It iscommon knowledge that transac-
tions have been carried out with discounts fluctuating between 10 and

60% of the nominal value of the debt, and some countries have set up

mechanisms fot the advance purchase of the documents of their own debt
with the commercial banks. Hitherto operations of this type have repres-
ented only small percentages of the total debt, but their use is tending to
grow rapidly. At all events, it is an instrument which can alleviate the
burden of indebtedness by transferring some of the costs of the debt to
the creditors and would lend itself also to the establishment of subre-
gional or regional co-operation mechanisms and might even foster
reciprocal trade. '

For the rest, if some of the bank regulations in the industrial centres
were modified, whether to make it easier to reflect in the balances of the
creditor financial institutions the balances of the Latin American debt
nearer to their market values, or to foster the annual sale of 2 small part
of this portfolio, it would enormously strengthen the development of
swaps of docurnents and a secondary discount market which could signifi-
cantly lighten the burden of servicing the foreign debt.

In che same order of ideas, proposals have been made for the
cransfer of bank assecs to multilateral agencies, which would purchase
them at lower than their nominal values and would rake over the task of
rescheduling the payments of the debtors, transferring to the latter the
benefit of the lower value of these assets. The obstacle to these proposals
is that the operation would require an increase in the capital of che
multilateral institutions, or rather in their gearing ratio. Hence this type
of solution does not seem to be a widely applicable formula that would
permic the debrors to increase their supply of net resources. It might be
an advantage to the creditors, however, in so far as their present portfolio
is at considerable risk.

~ One way of changing the nature of the interest payment commit-
ment, which in turn can be combined with the repurchase of the debt, is
the transformation of the latter into capital participation. In this way the
nature of the obligation is changed, since the regular payment of interest
is replaced by remittances of profits as these are generated. As the State
does not guarantee the commercial risk of investrnents, the transforma-
tion of debt into capital participation implies in practice the elimination
of the public guarantees that mighc be committed in the debt. This
transformation might also reduce the procyclical inflexibility of the
annual amounts of remittances abroad. This mechanism, however, would
have only a limited application. The balance of the external debt exceeds
by 300% the book value of the whole private foreign investment in the
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region. Consequently, in view of the magnitudes involved, the cransfor-
mation of the debt into capital participation on a massive scale might
signify a radical turnaround in the ownership of the main Latin American
enterprises.

Both the repurchase of the debt and its cransformation into capital
participation can facilitate the return of national capital invested abroad.
If the operation of repurchase and investment produces attractive prof-
its, as seems to be the case, one might expect some expatriated capital to
be attracted back again.

b)  Reduction of interest payments

The burden of che debt can also be reduced directly by cutting
interest payments and other costs to below market prices. Although this
approach differs in accounting terms from the direct reduction of the
principal of the debt, if tax conditions are the same, the two are finan-
cially equivalent.

The accounting norms are very important in this respect, In the
United States, for instance, concessions in interest rates must be reflected
in charges against assets only if the sumof future payments of capital and

intecest is lower than the amount of capital existing at the moment of

concluding the concessional agreement.’

The effects on the profits of the creditor banks of reducing the
interest payments on the debt do not seem to be excessive. A study
conducted by the United States Congress indicates that, if Latin Ameri-
ca’s interest payments had been reduced by US$ 12 billion in 1985, and if
the baaks had written off 1% of the value of their existing credits with
the region in that year, the nine leading United States banks would have
obtained profits in 1985, after discounting taxes, which would cettainly
have been higher than the level reached in 1984 if each of them, in their
curn, had absorbed a part of the reduction of interest payments in
proportion to their credits with Latin America.”® It should be noted,
besides, that the effects on the book profits of the financial institutions
caused by a lowering of the interest rates or the principal could be
deferred, in accordance with the tax regulations applied to them.

In face, commissions and surcharges have already been eliminated
or reduced in the course of the three rounds of renegotiation held
between the banks and the debtor countries.” Thus, it had been possible
to bring down the high levels of surcharges and commissions in force
during the first round of renegotiations. In some recent cases of renegoti-
ation, che tradicional reference rates (LIBOR or Prime) have been
replaced by rates representing the cost of procurement of funds by the
creditor banks, which are lower than the historic reference rates.

All in all, the formulas employed so far have not been sufficient to
relieve che debt servicing burden substantially. Hence numerous comple-
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mentary formulas continue to be analysed with a view to reducing
interest payments or modifying the nature of these payments. These
formulas have been put forward both in debtor and in creditor coun-
tries.” They include in particular the automatic capitalization of interest

—at rates substantially lower chan the existing rates— and the payment
of interest in national currency.

The capitalization of interest would permit the regularization of the
annual servicing of the debt for amounts exceeding certain ceilings or
limits. In this way, while alleviating the annual payment of interest, an
element of stability is introduced into the debtors’ balance of payments
with the separation of the anaual payment allocations from the changes
that might occur in the international interest rates. Mechanisms of this
kind would constitute elements of avtomatic stabilizacion of the world
economy and would also help to distribute proportionately among the
creditors the cost of the capitalization of interest.

The system that consists in paying interest in the debtot's currency
(indexed with the value of the currency in which the loan is denomi-
nated) is conceptually similar to the former method, with the difference
that, in this latcer case, it is usually expecred that the creditor will use the
accurnulated funds for purposes specified in advance. For instance, the
resources might be used to purchase goods and services, shares or other
assets in the debtor country, or they might be lent again; the conversion
of these funds into foreign currency and their transfer abroad would be
subject to formulas linked, for example, with the total of exports or the
value of the sales of a commodity of key importance to the foreign trade
of the economy concerned. These mechanisms might also be used to
regulate interest payments abroad, in order to coavert them into 2
relatively constant flow over time.

c) Loans from official sources

The solution mechanisms mentioned above are mainly applicable
to loans deriving from private sources. As regards loans originating from
official sources, which constitute a relatively small proportion in the
Latin American countries (although not in some relatively less developed
ot small economies, especially in the Caribbean), the terms of the renego-
tiations should not be subject to the same considerations of profitability
that affect loans from the commercial banking system. This is the case
with the Paris Club agreements, where the terms agreed upon do not
carry commissions or surcharges. What is more, in some recent rounds of
negotiation the creditor countries have agreed to reschedule not only the
maturities of capital, but also the interest payments. Nevertheless, many
public insticutions that finance the exports of creditor countries tend to
limit their credits, in rescheduling macurities, following the practice of
the international commercial banks.
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In princ Hle, the governments of the creditor countries are not
subject to the same restrictions as the commercial banks in regard 10
writing off portfolios of certain loans, however much the regulations and
practices may vary from country to country. Similarly, there is no reason
for the suppressions and reductions carried out by the creditor govern-
ments to produce the contraction in the flows of future credic that is
involved in the case of commercial banks. And the same applies to
reductions in interest. Thus, in those cases in which it becomes impera-
tive to lighten the load of debt servicing, the part played by the foreign
official creditors could be decisive.

d) Debt and exiernal financing

Past experience highlights the need to assess the problem of
indebtedness, not only country by conntry, but also from a global or
systemic standpoint. Otherwise there is a risk of falling into fallacies in
recommending policies whose effect might be appropriate for some
countties considered individually, but which would be counterproductive
if universally applied. Consequently, in order to solve the debt problem,
there is need on the one hand for national policies to foster the transfor-
mation of the productive structure of the debtor countries and, on the

other, for measures taken by the creditor countries to alleviate the burden
of the debt and to introduce complementary modifications into the
international monetary and financial systems, as well as into crade.
Obviously this subject goes beyond the scope of this chapter, but it
provides some food for thought.

In the first place, it is essential to recognize the existence of
asymmetries in the international monetary system in relation to the
policies of adjustment, especially in the search for measures which, while
affecting as little as possible the interests of the credicor countries, will
alleviate the problem of the debtor countries. Given the nature of the
problem, it is desirable to strengthen existing mechanisms and create
others to facilitate the fulfilment of a twofold objective: to increase the
financing of the official multilateral agencies, and to improve the mecha-
nisms which mitigate the effects of external phenomena on the econo-
mies of developing countries. The increase of the loan resources of the
multilateral agencies would compensate for the procyclical conduct of the
present financial movements, and stimulate che contributions of private
inscitutions.

Again, it is essential to establish more flexible conditions for the
contraction of loans. This is extremely important, since the conditional-
ity exacted by the official multilateral agencies depends on the availability
of resources: the more reduced the lacter, che more rigorous and restric-
tive will be the conditionality. Similarly, the scarcer the resources, the
shorter will be the time in which the adjustment must be made and, in
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consequence, the more drastic will be its application. Again, it thereis no
symmetry in the adjustment (with the creditor countries assuming part
of the costs), a greater amount of credit will be needed to alleviate the
burden of the debror countries.

With regard to the buffer mechanisms, two may be mentioned

which were created by the Monetary Fund: the Compensatory Financing
Facility for Loss of Export Income and the Oil Facility. The latcer was a

temporary mechanism which provided resources in the years 1974 and

1975.7

Owing to the limitation of financial resources, access to the afore-
said mechanisms has been subject to a set of highly restrictive conditions.
In general, their application is based on the assumption that the econo-
mies are functioning normally and that the problems they are facing are
merely transitory. Hence formulas are needed that can function as auto-
matic stabilizers in face of problems deriving from wide-ranging reper-
cussions, among which three are clearly outscanding: variations in
international interest rates, variations in the terms of trade, and the
procyclical behaviour of external financing.

There are numerous forms that mighe be raken by a mechanism
designed to cushion the effects of interest-race fluctuations on the econo-
mies of debtor countries. One possibility would be the enlargement of the
coverage of the Compensatory Financing Facility already mentioned, to
include safeguards against the increase in international interest rates
above a certain norm (for example, a movable average of ten years). It
should be recalled that ac the end of 1985 each percentage point of
variation in the interest rate represented close on US$ 6 billion of saving
or additional expenditure for che developing countries as a whole.
Another formula might consist, for instance, in automatically capitaliz-
ing the interest payments that exceed prearranged limits. This would be
the basis of the range of income for oil exports agreed between the
Government of Mexico and the International Monetary Fund.

As regards the variations in the terms of trade, action would be
required in three directions. The first, already mentioned, consists in
broadening the coverage of the Compensatory Financing Facility. The
second relates to access for the products of the developing countries to
the main international markets, so as to expedite the diversification of
those countries’ production and exports, instead of transferring ro them
the cost of the protection of the industrial countries’ markets. The third
points up to the need co study the relaxation of the debt-capital ratio of
the multilateral agencies for development financing in respect of the
procyclical behaviour of external financing. The aim would be to expand
their operations rapidly at cimes when private financial sources are
retracting, and to reduce them when the latter are expanding their credits
more rapidly. In relaxing the debe-capital ratio, the international agen-
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cies might attrace the resources which the developing countries are notin
a position to obtain directly.

Finally, although, its seems unrealistic to expect any immediate
readiness on the part of the international private banks to increase their
loan portfolio in Latin America and che Caribbean (with the exception of
the credits stemming from the renegotiations), the countries of the
region might adopt two types of measures to increase this readiness. In
the first place, there are measures that would help to speed up the process
of normalization of bank credit. These include some formulas of co-
financing, the creation of coverage systems for risks, options and futures,
and the enlargement of the guarantee operations of the governments of
some industrialized countries and of certain multilateral credit institu-
tions. Secondly, it would be necessary to diversify the access of the
countries of the region to the international capital markets. In some
developed countries the liberalization of the norms which govern pen-
sion funds, insurance companies, the issue of bonds or the organization of
mutual funds would facilitate chis access through the use of instruments
such as portfolio investments with variable return, ordinary or converti-

ble bonds, profit drawing, certificates of constant real payment, etc. Ina

first phase this type of operation would need the backing of multilateral
credit institutions or bilateral offictal bodies, which would take the form
of the granting of guarantees and the fostering of secondary markets to

provide the liquidity needed to manage the portfolios. This is also a field
capable of producing major benefits through intra-regional co-operation.

4. Conclusions

To sum up, if the present trends in che behaviour of international trade
and rates of interest are maintained, most of the countries of the region
will certainly see cheir efforts ac development frustrated. A high percen-
tage of domestic net saving is destined for debt servicing, which limits the
capacity to finance the expansion and renovation of installacions, includ-
ing the transformation of the export sector and the possibility of growing
and achieving objectives of equitable distribution.

In these circumstances it would seem imperative to seek to alleviate
the debt problem over and above what happens in the normal course of
events. For this it would be desirable to agree in each case on a ceiling for
transfers of real resources abroad —a ceiling that could be set on the basis
of total exports, the unit price of a key export commodity, or one or
another variable—, so as to ensure a gradual process of expansive
adjustment that would avoid the continued erosion of the living stand-
ards of the population. In fact, the aim would be to accept cthe principle of
reducing the annual allocations of transferable resources for debrt servic-
ing, and using them instead for guaranteeing a minimum rate of develop-
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ment, higher than the rate of demographic expansion and compatible
with the indispensable structural change of the supply.

There is no single solution to this complex problem. On the con-
trary, in most cases what would be needed would be a combination of
some of the mechanisms and instruments analysed in earlier paragraphs,
which might form part of a systemic set of policy measures for external
financing inextricably linked, in addition, with the currents of trade. The
more specific forms of relief thac are puc forward should be agreed
between creditors and debtors, with the active participation of the
governments. In the absence of a marked increase in external flows of
fresh savings, it seems inevitable that the solution will largely gravitate
around the reduction of interest rates below the market prices. Only in
this way could the cost of the debc be appreciably relieved, at leascin those
countries whose portfolio is mainly in the hands of the international
private banks. A “moderate” aspect of the solution, in the sense that it
would not involve losses for che international private banks, would
consist in eliminacing all commissions and spreads, fixing as a reference
rate for restructuring purposes the average cost of deposits in the creditor
banks.

Actually, a reduction of 2.5% in the real interest rate would equal a
savings effort of two percentage points or more of the product, or
between two and three percentage points of the growth rate of exports. It
has been estimated, moreover, that a fall of 2.5% in the interest rates
during 1986 would have enabled the value of the region’s imports torise
by close to 8% (see table 13). On the other hand, as is logical, in the
countries in which the component of private bank loans in the total
external debe is small, the reduction of the interest rates would bring
smaller benefits: in 11 countries it would only affect imports by an
amount equivalent to 4% or less. In these cases, additional foreign credit
would be required, preferably from official sources.

The set of measures to alleviate the debt problem which seems most
appropriate for each country is bound to vary according to its special
circumstances. This highlights the importance of individual negotiations
between each debtor and its creditors. Nevertheless, the global character
of the problem also underlines the positive contribution made to its
solution by effores to seek general positions agreed among groups of
countries on certain aspects of common interest. In this context, the
Cartzgena Agreement has played an important role in that it defines the
essen’ial elements of a solution, valid for all the debtor countries. The
subject, of course, is susceptible of various forms of future co-operation
among the debtors visr-a-vir their creditors.

It should be noted, finally, that the solution of the debt problem will
not only favour the debtors, as is obvious, but will also be to the advantage
of the creditors themselves. On the one hand, it will improve the quality
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of the portfoho of the lending institutions and speed up the recovery of
normality in the functioning of the world financial system. On the other
hand, it will free the formulation of economic policy from the cloud of
uncertainty arising from the debt crisis. With the increment in the
growth rate of the debtor countries, their purchases in the creditor
countries will constitute a notable element of dynamism in the interna-
tional economy.”

B THE INTERNATIONAL ECONOMIC NEGOTIATIONS
AND ACCESS TO EXTERNAL MARKETS

In order to bring about the transformation of the structures of produc-
tion, achieve economic growth and attain the objectives with regard to
distribution, the extreme external vuinerability of the majority of the
countries of the region must be overcome so that their independence in
the design and application of economic policies can be increased. To this
end, it is necessary tostrengthen the process of regional co-operationand
integration and on that basis to organize and exercise bargaining power
at international level such as will allow the countries of the region to

include those factors: which most severely limit their possibilities for
economic and social development in the dialogue with the industrialized
countties.

Where trade is concerned, it is vital for the developing countries
that the leading industrialized economies achieve acceptable growth
rates, low levels of unemployment and price stability; however, this is by
no means enough for the vigorous development of the export sector of
Latin America and the Caribbean. In actual fact, the volume of exports of
the region has shown lower growth rates than those achieved by world
trade during the current decade, while their value has virtually stagnaced
owing to the frequently cited deterioration in the terms of trade.

The situation described is due in part to the export structure of the
great majority of the countries of the region, which depends to a large
extent on primary products whose demand is diminishing or is lacking in
dynamism. It is also due to the progressive erosion of the principles and
norms of trade liberalization which, under the aegis of the General
Agreement on Tariffs and Trade (GATT), have governed international
trade for close on 40 years. Hence the increasingly discriminatory and far
from transparent character of many of the measures adopted has meant
that che exceptions to the GATT rules now embrace a considerable
proportion of international trade.

The scope and amplitude of this set of 1 measures —especially pro-
tectionist pressures and export subsidies for the agncultural products of
the industrialized countries— can be illustrated, in so far as they have
affected Lacin America and the Caribbean, by the fact chacin recent years
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non-tariff barriers were applied to a high proportion of the non-
petroleum exports of the region to the United States, the European
Economic Community and Japan.” Even the countries of the Caribbean
Community that through special arrangements™ have ample access both
to the United States market and to that of the European Economic
Community have encountered restrictions in placing goods considered
“sensitive” on the importing markets.

For these reasons the countries of the region have been advocating a
system of transparent international trade, the elimination of the tariff
and non-tariff barriers to the access of their products to the markets of
the industrialized countries, the expansion and stabilization of the Gen-
eralized System of Preferences, the strengthening of multilaceralism,
stable and remunerative prices for basic exports, greacer participation in
the decisions that affect them in this field and, in general, the adoption of
policies which, instead of hindering, will assist the redeployment of
activities towards the developing countries.

So far, however, the ability of the countries of the region to influ-
ence the organization of world trade has been very limited. There has,
moreover, been a tendency to replace negotiations on practical problems
of particular interest to the region by global claims whose legitimacy
from the Latin American standpoint is unquestionable, but which may
fail to give rise to concrete action in the conditions now surrounding
international economic relations. At the same time there is a noticeable
failure to keep all the advantages which the countries of the region might
enjoy if they exercised their joint bargaining power in their negotiations
with third countries.

In the future, when access to the world markets will be more
important than ever for the success of the strategy of economic recovery
and development that is discussed in this paper, the countries of the
region will at the very least have to concentrate their efforts around three
types of measures. First, those that aim to diversify and amplify their
export structure, so as to take greater advantage of the trends of world
demand and of the points of entry which the external markets will
undoubtedly continue to offer. Second, those that tend to reinforce
intra-regional co-operation, both in the sharing of markets and in the
stcengthening of bargaining power vis-a-vés third countries. (In this
same order of ideas interregional co-operation also offers possibilities of
greater leeway in creating and sharing markets.) These topics were
condensed briefly in previous chapters. Finally, the countries of the
region should draw up their own agenda of trade negotiations with che
industrialized countries in the framework of the multilateral and bilateral
forums in which they take part, deciding on the content of those negotia-
tions and setting their date and in particular seizing the opportunity for
joint action thentioned above and the potential offered by this joint
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bargaining power. This last aspect is briefly examined hereunder.
Emphasis must be placed on the intimate relationship between this
subject and that of the debt, or, in more general terms, between the
commercial and the financial spheres in the external economic relations
of the region, and cheir relationship with technological development.

1. A priority agenda

The countries of Latin America and the Caribbean could prepare a
specific agenda for negotiations with developed countries or groups of
countries. The round of negotiations recently agreed toat the ministerial
meeting of the Contracting Parties of the General Agreement on Tariffs
and Trade, held at Punta del Este, Uruguay, from 15 to 20 September
—the Uruguay Round— provides an opportunity to advance in the
fulfilment of some of the general objectives set out in previous

paragraphs.® _

A variety of items are to be considered in this round owing to the
many problems that are pending and to the set of circumstances that is
jeopardizing the functioning of the international trade system.

Some of the items included in the agenda of the Uruguay Round and
of special interest to Latin America and the Caribbean are the following:
i) The “standstill”, which commits all the participants not to take any
trade restrictions or trade distorting measures inconsistent with the
provisions of GATT or with the instruments negotiated within the
framework of GATT or under its auspices; and not to take, in the exercise
of their rights under GATT, any trade measure of this type that would go
beyond that which is necessary to remedy specific situations of faulty
adjustment and not to adopt any trade measures aimed at improving the
negotiating position of a country or group of councries; ii) the “rollback”,
which provides thac all trade restrictions or distorting measures incon-
sistent with the provisions of GATT or with instruments negotiated
within its framework shall be phased out or brought into conformity
within an agreed timeframe; ii1) the mulcilateral surveillance of stand-
still and rollback within the framework of appropriate mechanisms to be
proposed by the Trade Negotiations Committee; iv) the agreements
relating to the applicacion of safeguards, and to che reduction or elimina-
tion of tariffs and non-tariff measures and, v) the liberalization of trade
in tropical products and products obtained from the exploitation of
natural resources, as well as their processed or semi-processed
subproducts.

Another subject of special interest for many countries of the region
is the encouragement of agreements on the liberalization of trade in
agricultural products, and the elimination or phased reduction of the
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subsidies that several developed countries grant to their producers, thus
artificially improving their ability to compete in other markets.®* Some

developed countries are actually applying price and income policies
aimed at increasing the agricultural supply, and are also financing invest-
ments in infrastructure and research and technical assistance pro-
grammes for the same purpose. These programmes, coupled with steady
technological progress, have created large structural surpluses in numer-
ous primary products, which —among other effects— bring down prices
and are harmful to the interests of the smaller and less productive
farmers of the developed countries themselves. This gives rise to protec-
tionist pressures, which induce the governments concerned to intensify
and maintain price and income support policies, and to use subsidies to
promote exports. Thus, there are stockpiles of grains, cotton, sugar, rice
and dairy products in the United States; of meat, sugar and grains in the
European Economic Community and of rice in Japan. All this changes the
pacternt of the trade flows, and adversely affect the participation of
countries in no position to compete in the subsidy escalation, even if they
enjoy obvious comparative advantages. Subsidized exports from the
developed countries are particularly prejudicial to Lacin American
exports of meat, sugar, wheat and other grains and certain vegetables to
other developing countries and some centrally planned economies.

In more general terms, subsidies should be included in the priority
agenda of items subject to negotiation, since the subsidy code now in force
has proved to be inappropriate and ineffective. While these negotiations
are in progress it would be useful to have some complementary opera-
tional mechanisms to handle, inter alia, che assessment of the effects on
Latin American economies of the subsidies now being applied in the
developed countries, and to suggest ways of eliminating them.

It is also of interest to the countries of the region to liberalize trade
in textiles and cloching. This might be done within the limited frame-
work of the recently renewed Multifibres Agreement, or preferably —as
was established by the Ministerial Declaration on the Uruguay Round—
through the application to these products of the norms and disciplines of
GATT. It is particularly important to Latin America and the Caribbean
that textiles and clothing should cease to be, in international trade, a
special sector which for more than 20 years has been conducted under
systems of exception. In practice, the Multifibres Agreement has allowed
the application of severe restrictions on bases different from that of che
most favoured nation, and has prevented in a discriminatory manner the
consclidation of comparative advantages that favour the region’s trade.

Moreover, in most of che industrialized countries the tariff struccure
penalizes the processing of primary goods in che producing countries,
thus depriving them of the possibility of raising the value added and
diversifying the structure of their exports. This hinders the setting up of
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linkages, both forward and backward, in those activities which, because of
their prior degree of consolidation, are most suitable for acting as pivots
of the reorientation of productive structures. It is therefore of interest to
eliminate or diminish the cariff and non-tariff barriers chac affect pro-
cessed goods based on the primary products of the region.

With regard to the basic products, although it would be unrealistic
to postulate the dynamic growth of future world demand it must never-
theless be admitted that for a relatively long period they will continue to
be the main source of foreign exchange for the majority of the countries
of the region, and therefore cheir prices must be defended through the
conclusion of international agreements between producers and consu-
mers within the framework of the Integraced Commodity Programme. It
will undoubtedly be difficult to achieve this type of agreement, but it
might be easier if the agreements were regarded as a temporary compo-
nent contribucing to the transformation of the productive structures of
the countries producing the aforementioned goods. It would be useful to
define differentiated policies by products ot groups of products, in accor-
dance with their characteristics and according also to the types of actions
or measures that would be involved, and the role played by the region in
their international marketing. In some cases the bargaining power of the
region —or, where applicable, of groups of countries— would benefit
from the organization or consolidation of producers’ associations with
similar objectives.

From another point of view, it will be réalized that a large pare of
world exports of the main primary products are transacted at prices
relating to fucures transactions. This occurs above all in the case of
agricultural products whose prices are mainly fixed on the basis of
quotations established in commodity markets, practically always situated
in the developed market economies. The same applies to minerals, and is
increasingly affecting petroleum.

Despite the growing importance of organized commodity
exchanges and markets, the agents of developing countries still play only
a small pare in these mechanisms of price determination. This can be
attributed 1o a lack of familiarity with che functioning of the markets, to
obstacles imposed by local rules, or to the high opportunity costs of the
foreign exchange needed to operate in these institutions. In these organi-
zations —the London Metal Exchange, for example— not only.can their
members take part but also some producers who are represented by
agents or intermediaries in the respective market. Even so, it would be
very advantageous to be able to participate directly in the operations of
the exchanges, especially in the formulation of the regulations that

govern their functioning, and chis is open only to those who are regular
members.
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As regards the commodity exchanges, the developing countries can
choose among several alternatives. One of these would be to avoid them,
in respect of part of their exports, through contractual trading on the
basis of negotiated prices. Another would consist in avoiding some of the
existing difficulties by creating new commodity exchanges within their
own fronciers. For these options to have 2 chance of success, however, it

would be necessary to solve some problems in advance. As regards the
first option, the basis of negotiated prices in long-term contracts could
perhaps not be divorced from the international price derived from the
exchanges situated in the developed countries. In the case of the second
alternative suggested, it would be necessary for foreign traders and
processors to use these bodies, and this would call for a great improve-

ment in the infrastructure of commodity marketing in the developing
countries and, above all, considerable changes in cheir norms concerning
foreign exchange operations. Consequently both options are regarded as
measures only viable in the medium and long term. For the present it
seems preferable to increase the participation of the developing coun-
tries in the exchanges already existing.

Direct participation in these exchanges by agents of the Third
World and the specialized knowledge of the market that would derive
from this would serve as important instruments for establishing their
own expectations regarding all the economic forces that affect future
ptices. The cost of participation might not be justified if it were a case of a
single product from a specific country, but if concerted action were taken
by several countries in relation to different products —for instance,
through a regional body with representation in London, Chicago and
New York—, it might have a great influence on commodity trade as a
whole. This would require a certain relaxation of the operational norms
of the existing exchanges, especially as regards the requisites for entry.

Another item that will form part of the agenda of the multilateral
trade negotiations —not within the GATT framework but in an intergo-
vernmental forum separated from, though supported by, the GATT
Secretariac— is "... a multilateral framework of principles and rules for
trade in services... with a view to expansion of such trade under condi-
tions of transparency and progressive liberalization...”.# It is common
knowledge that this subject has been much discussed in Latin America
and the Caribbean. Thus in view of the increasingly serious deficit
situation of the region in trade in most of the services, there are clear
disadvantages in competing in many specific activities, such as informa-
tion technologies and financial services, Nonetheless, liberalization also
has useful potential advantages, not only for traditional activities such as
tourism —particularly important in some of the Caribbean countries for
its weight in the economy—, transport and insurance, but also in activi-
ties of increasing importance in the industrialized countries, such as for
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example health services, the design of sets of computer programmes
(software), engineering services and in general those services in which
the countries of the region might have comparative advantages in view of
their wage structure. Here, as in the case of goods, a gradual and selective
approach is called for, in order to try to make use of any openings existing
in the regulations on the international trade in services and to minimize
the possible tisks, especially in the more controversial activities. In chis
regard the region must recognize the greac heterogeneity and diversity of
services, which would enable each sector to incorporate those concerns,
both economic and non-economic, which in the judgement of the coun-
tries of the region should be taken into account in formulating interna-
tional agreements. Likewise, for the countries of the region it s
important to improve the preparation of statistics on the external trade
in services, as an essential basis for the formulation of regional co-
operation schemes and negotiating positions.

On a mote general plane, it is indispensable to persevere in the
formulation and adoption of a global international trade system
—comprising all the operations in merchandise trade— of universal

coverage, that s, including all the countries. The principles, norms and
mechanisms of this system should meet the needs of different groups of

countries, which calls for a special treatment, well-defined and differen-
tiated, in favour of the developing countties, this being a principle that
was approved in the Tokyo Round of multilateral trade negotiations, and
ratified in the Uruguay Round..

In conclusion, it should be reiterated that che trade and financial
spheres are indissolubly linked in practice. Thus, the topics considered in
the preceding paragraphs cannot be divorced from the international
negotiations on reforms in the international monetary and financial
systems or from those on the importation, adaptation and generation of
technology.

In the financial and monetary sphere there are two more matters,
apart from the external debt, which are of special interest for Latin
America and the Caribbean: i) the fixing of exchange rates and interest
rates, which is governed at present by bilateral agreements among the
industrialized countries which are not in keeping with the market forces
or international agreements and do not significantly alter the conditions
and decisions regarding regional development; and ii) internarional
supervision of the macroeconomic policies of the developed countries,
whose imbalances lie ac cthe root of the instability currently observed in
the functioning of the international monetary and financial system.

The topic of technology was explored in the preceding chapter. Itis
only necessary to add here something which is obvious: the necessary
restructuring of cthe production apparatus involves options which will
call for the adapration of other technologies acquired from outside the
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region a.nd more participative co-operation between Latin America and
the Caribbean and che developed countries in order to gain access to
spearhead technologies. These latter aspects form part of the agenda for
the international negotiations.

In the chree spheres mentioned above —trade, finance and
technology— che region must carry out complex negotiations with the
developed countries in order to reduce its excessive vulnerability,
increase its degree of autonomy, and achieve a qualitative change in its
insertion in the world economy. For this purpose, it is necessary to
strengthen regional co-operation and integration and derive therefrom
the joint negotiating power which will make it possible tobring up ia the
negotiations the topics which are of greatest interest to Latin America
and the Caribbean. Otherwise, as already noted, the region’s capacity to
influence external events will be extremely marginal

2. Some institutional aspects

The recent agreements of the GATT Contracting Parties, destined to
start a new round of negotiations on the subject of goods, and char of the
Ministers of the member countries of GATT, aimed at establishing a
negotiating group on services, offer an opportunity to promote the
negotiations involved in the priority agenda of Latin America and the
Caribbean. This makes it necessary for the countries of the region to
prepare themselves adequacely and to try to reinforce cheir intrinsically
weak capacity to influence events.

There are no easy prescriptions for chis, of course, given the marked
asymmecry that characterizes contemporary international relatioas.
There is still some room for manoeuvre, however. In the first place, there
are opposing interests in North-South relations, but chere are also
common interests wich induscrialized countries or groups of countries
arising from points of complementarity, while there are also cracks in
trade and renewed competition among the industrialized economies.
Secondly, there is the potential represented by the organization and
exercise of regional negotiating power. There can be no doubt that the
bargaining power of the countries of the region would be grearly streng-
thened if they presented a united front in the negotiacions from the
beginning. This would not only give greater solidity w the technical
preparation of the regional delegations that would take part in the
process, but would increase the capacity to influence and would even
make it possible to use the “purchasing power” of the region as a whole to
obrain greater concessions.®

The strengthening of joint bargaining power vis-a-vss third coun-
tries is entirely consistent and complementary with the orientation
discussed in a2nother part of this paper that seeks to strengthen intra-
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regional co-operation. The need for simultaneous management of chese
two lines of policy is based on the idea that everyching conducted within
the region will necessarily have an effect outside it, thus amplifying che
room for manoeuvre and the countries’ autonomy to mark out their own
lines of action. : E

Likewise, it is worth reiterating that if the region’s bargaining
power is to be credible and effective, there must be some potential for
applying treatment to match that received from other countries, and this
cannot be achieved without a rea] strengthening of the co-operation and
integration efforts within the region. - :

" Organizing and exercising - regional negotiating power means
complying with various practical requirements. First, an institutional
entity is needed to permit the speedy interchange of information, recip-
rocal consultations, the preparation of special studies, and the organiza-
tion of meetings to adopt concerted positions on determined subjects. In
part, agreements of this type already exist, above all within the frame-
work of the Latin American Economic System (SELA) and its Secretariat;
it would therefore be necessary to strengthen themand adapt them to the
new circumstances. Furthermore, preparatory tasks must be undertaken
to lay the bases of the propositions that the countries of the region will
have to put forward in the multilateral negotiations, which has clear
implications as regards the preparation of technical studies, the streng-
thening of national nuclei of experts, and the ranking of tasks. Within
each country, priotity would have to be given to the formation of
technical and negotiating teams to reformulate the priorities and facili-
tate concertation at the regional and internationa) level. All this would
help to serengthen the voice of Latin America and the Caribbean in the
new process of multilateral negotiations, where it is essential to achieve
the incorporation of topics which really cannot be put off any longer in
view of the economic crisis affecting the region.

In che pertinenc activities, the countties of the region will also need
w0 broaden the scope of their mechanisms of concertation with other
developing countries. The United Nations_Conference on Trade and
Development (UNCTAD) and its Secrecariac should play an imporeant
role in identifying areas of special interest for the developing countries
and proposing mechanisms designed to improve their relative share in
international trade flows. : ' :

Considerations of the type outlined are suitable for the formulacion
of certain Lacin American and Caribbean proposals to particular coun-
tries or to the resc of the international community. This raises the
question of whac the most appropriate multilateral fora for this would be.
In fact, with the agreements cecently adopted in Puata del Este, the
natural arena for che negotiations is that established in the Uruguay
Round, even though not all the countries of the region are currently
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Contracting Parties of GATT.# (It must be stressed that in the Ministe-
rial Declaration of Tokyo which preceded the foregoing round of negotia-
tions, the Ministers agreed to give other countries which were not
Contracting Parties the possibility of participating in the negotiations,
through a notification to the Director-General of GATT. This decision,
then, was broader than that approved on the present occasion in Punta
del Este.)

Finally, among the general principles that will govern the forth-
coming multilateral trade negotiations of the Uruguay Round, there are
two thac are particularly relevanc to the developing countries: on theone
hand, chat which refers to the differentiated and more favourable treat-
ment of developing countries, contained in Part IV of the General
Agreement, and on the other, the principle that the developed countries
should not expect reciprocity for the commitments they undertake in the
trade negotiations in respect of reducing or eliminating customs duties
and other obstacles that hinder the trade of the developing countries.
These principles already formed part of the Tokyo Declaration.

As regards monetary and financial matters and technology, the
Uruguay Round of GATT can serve as a starting point, but special forums
could also be set up to further the dialogue on these topics.
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V. SOCIAL AND POLITICAL QUESTIONS

The crisis has shaken the economic and political systems of the countries
of Latin America to their foundations and has obliged them to conceive
and implement new solutions in order to tackle it. In the same way as
those outlined in previous chapters, these solutions must provide
answers to a number of social and political questions. Which social agents
would be capable of carrying out the proposed solutions? Are chey both
able and willing to do so? What hurdles and conflicts will they face and
what should they do to overcome them?

These questions demand answers, but these will not be applicable to
the region as a whole, in view of the enormous diversicy of circamstances
encountered therein. However, some general observations could contrib-
ute towards a better analysis of specific national circumsances,

1. ‘Governments and the capacity to govern

The countries of the region face a variety of challenges in carrying out the
necessary transformations, which, in view of their scope, will require not
only determination on the part of those who govern, but also support
from a broad section of the population. However, there is no doubt that
governments as such, will have to play a decisive role, and the success of
the tasks undertaken will to a large extent depend upon their behaviour.

If the political challenges of transformation are viewed from the
point of view of governments, one which seems particularly outstanding
is the need to reinforce the capacity to govern. This is not the only
challenge facing governments, but it is particularly significant, since, in
the absence of a clear capacity to govern, the measures proposed will be
mere theorecical exercises, with no practical consequences whatsoever.

There are few issues whose objective examination has been so
disturbed by ideological factors. As the government represents the most
significant part of the State power, all agents struggle to controlor use it,
adopting the most varied means and arguments. Consequently, it should
be emphasized that reinforcing the capacity to govern is not the reflec-
tion of a “statist” ideology, but rather an essential requirement of any
organized society; in the modern world, all political systems are con-

137



cerned with reinforcing this capacity and controlling, in so far as they are
able, those external and domestic factors which affect it. In the absence of
a government capable of enforcing the norms which governa society, it is
impossible to provide even minimum support for economic and political
processes. Similarly, the capacity to govern needs to be distinguished
from other political issues with which it is often confused and which are
the subject of controversy: on the one hand, the area within which State
action is desirable, particularly with regard to the production of goods
and services, and on the other, the level of authoritarianism or democracy
considered possible in the public decision-making process. Reinforcing
the capacity to govern does not necessarily imply a greater degree of
political authoritarianism or of State productive activity.

As a result of multiple factors, including the integrated nature of the
division of labour and coexistence with other States, modern societies
require co-ordination and concertation. The concrete forms adopted by
the State structure to fulfil its role in these matters, as can be seen from
the political diversity of Latin America and the Caribbean, depend on a
large number of structural and cultural factors which blend together in a
variety of ways. In this respect, it may be stated chat, both in those
countries which are nowadays developed and in the developing countries,
the less the capacity of the agents of society to face alone the challenges of
modernization and development, the deeper and broader State interven-
tion has tended to be and the greater the degree of auconomy with regard
to society that State institutions have possessed. In those central coun-
tries whose industrial development took place late (both capicalist and
socialist), and in what are known as the newly industrialized countries,
the State has played a decisive role and the capacicy to govern —together
with productive capacity, in many cases— has been a key factor, not
always as a result of che appllcatlon of doctrinaire principles, buc also
because of the weighe of circumstances.

The capacity to govern manifests itself both in the ability co formu-
late a strategy satisfying the demands of the crisis and of development
and in the capacity to implement thac strategy. At the same time, chis
latcer capability is reflected in three spheres: a} che technical, administra-
tive and managerial efficiency and effectiveness of the State apparatus,
which is of imporcance for the performance of each of its units and for the
linking together of the whole; b) the political capacity to unite wills and
organize society, particularly by linking together the government and
State apparatus with the social agents, and ¢) the economic and financial
capacity to set in motion, stimulate and orientate the process of change.
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2. Factors which affect the capacity to govern

Those factors which decisively influence the capacity to govern, and to
which policy measutes should give priotity, include the influence of
external agents, the degree of efficiency and effectiveness of the State
apparatus and the relationship between the State and society.

a)  The influence of external agents

In previous pages emphasis has been laid on the manner in which
externally originating phenomena influence domestic events in the coun-
tries of the region. Thus, governments are subject to processes governed
by decisions over which they have no controland which they are unable to
anticipate, as well as by often contradictory logic. In addition to this, it is
necessary to add what appears to be a reversal of the trend towards the
multiplication of political, economic and financial centres at the world
level, with the increasing capacity of a small group of countries to exert
decisive influence over events: a phenomenon which leads to increas-
ingly narrow room for manoeuvre being available to the countries of the
region. _

The capacity to govern, on the other hand, requires an expansion of
national autonomy. There are two possible approaches in facing the
external factors restricting the capacity to govern. On the one hand,
domestic reinforcement (of the State and of society) would increase
national bargaining power; on the other hand, reinforcing regional
bargaining power could also bring about an expansion of national
manoeuvering room. Since reference has been made to this in previous
chapters of this document, here we shall merely underline its political
importance with regard to improving the capacity to govern, particularly
in small and medium-sized countries.

by  The efficiency and effectiveness of the State apparatus

The efficiency and effectiveness.of the State apparatus is manifested
in many ways. For example, occasionally the internal heterogeneity of the
system of government icself prevents it from formulating a coherent
policy; the lack of professional training of civil servants constitutes an
obstacle to the implementation of policies, or else the governmeat is
unable to collect sufficient revenue to carry out its role. Within the broad
and complex set of factors influencing the State’s efficiency and effective-
ness, there is one which deserves particular attention under the present
circumstances: the internal articulation of the State apparatus and, above
all, the relationship between the government and public enterprises.

Frequently the lack of articulation within the State appararus itself
has had a negative impact on the capacity to govern. The history of the
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formation of State apparatuses in Latin America reveals that they are not
generally the outcome of an expansionary internal logic, but rather of the
superimposition of functions and bodies which came into being under
diverse circumstances and under different régimes, and which coexist
with a low level of articulacion. In some countries, those who govern
vsually discover thac a considerable part of their capacity —or
incapacity— to govern derives from the degree of control they are
capable of exerting over the technicians and administrators of the Stace
apparatus; the mere fact of taking office does not automatically give
control over this apparatus. Many studies have described the jungle of red
tape, the firmly established sectoral interest groups within the State
apparatus, the links between these and private economic agents and their
autonomy with regard to control by the central government, as well as
the difficulties encountered by governments in tackling them. However,
in view of the requirements of the crisis and of future development, it is
necessary to adopt measures designed to bring about coherent articula-
tion of the State apparatus with overall strategy.

A better idea of the importance of this articulation and the form it
may take can be gained by examining the relationship between the
government and State enterprises producing goods and services. Such
enterprises have been at the centre of the public debate in view of their
real or supposed inefficiency, their high costs and their impact on the
fiscal deficit: all problems that the governments of the region are striving

to overcome. The debate has gone deeper, covering the relationship
between the State and private agents as well as the desirable level and
scope of State productive activity. In some circles it is suggested that State

productive activity be reduced t0 a minimum, on the assumption that a
private enterprise will always be more efficient, as a result of the disci-
pline imposed upon it by competition. However, in fact not all State
enterprises are inefficient, nor are all private firms-subject to market
discipline.

Consequently, the policy area with regard to State enterprises which
is most pragmatic and fruitful is thac concerning the application of
measures to increase their efficiency and effectiveness. It is necessary for
such measures to seek the point of balance between two requirements
which are often difficult to reconcile: on the one hand, the need to
increase government control over the enterprises, in order to bring them
within the framework of overall policy; on the other, the need to provide
them with greater autonomy so that they may perform flexibly and
efficiently. Experience in developed and developing countries provides a
variety of examples of the search for suitable articulation between
governments and Scate enterprises and between the latter and the rest of
the economic agents.
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¢)  Relations between the State and society

An enormous range of problems arise with regard to the character-
istics of the power structure which includes and links cogether State and
private-sector groups and organizations, and the situation in the various
countries of the region is also extremely diverse. In the vast majority of
countries of the region public and private agents coexist, in a state of

dynamic and creative tension whose features and concrete expression
vary over time, and from one country to another.
In the last few decades, several changes have taken place in both

society and the State, not always to the advantage of the capacity to
govern. For example, one consequence of economic growth has been the
concentration and cransnationalization of private economic and financial
agents, whose abilicy to influence State action has grown out of all
proportion, so that when goveraments endeavour to implement strate-
gies which could affect these agents, they encounter considerable resist-
ance. The concentration and transnationalization of private economic
power is only one of a number of domestic social phenomena affecting
government action, Others which may be mentioned by way of example
are those societies which are marked by the conflictive presence of a large
number of powerful and highly mobilized agents; in order to govern, civil
governments are obliged to establish a minimum of order among the
agents in conflict, a task which is hampered at the present time by the
€conomic crisis.

3. The conduct of the social groups

The possibilities of development of the countries of the region depend
not only on suitable economic, social and cultural policies, but also on the
behaviour of the varied social groups which make up a givea society and
constitute the basis for change and transformation. The attitudes adopted
by these groups may be favourable rowards processes of change or, on the
contraty, they may resist them; at all events, they influence the concep-
tion and implementation of those policies by the public sector.

Ia addition, as is well knowa, any process of change involves a
modification of the ways in which relationships between the different
groups have grown up, opening the way to new social relacionships: a
process which in many cases is not devoid of conflicts and friction. The
major task facing the political system is precisely thae of encountering
suitabie ways of bringing together the diffecent forces involved in these
conflicts.

If, ac the political and social level, it is important to increase the
capacity to govern, it is equally important to be able to contribute towards
helping che various social groups to increase their capacity of active
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participation in the development process. In view of the existing social
diversity, the crucial problem is finding functional means of providing
for an articulation of those interest groups which, through their various
contributions, are capable of forming viable national development
projects.

a)  Tbe social agents and the present cballénges of the process of change

It is almost a commonplace to observe that the countries of the
region are confronted with a dual challenge: on the one hand, they must
face the crisis, both in its most pressing and acute manifestations and in
its deeper and structural features, and on the other hand they must
respond to the far-reaching changes required by the future.

All this must be carried out in the face of the inadequacy of both the
industrial and agricultural structures, whose social consequence is
inequality and whose political consequence may be doubt as to the
legitimacy of governments.

The results of the shortcomings mentioned above ate reflected ina

faicly widespread diagnosis of the essential features of the region’s
problems: the existence of excessive metropolitanization, disproportion-
ate and spurious development of the tertiary sector, which in turn implies

a certain degree of insufficiency in the type of industrialization, and a
fading of the significance of the rural environment. These phenomena
are far from being the normal outcome of a process of modernization,
since they take place in a context of low productivity and income.

In view of its impact upon the social structure, prime importance
should be given to the phenomenon of urbanization and metropolitani-
zation. This of course displays complex features in the various countties.
The absence of a continuum between country and city —as distinct from
the case of Europe or the United States— has often been indicated as
being a specific characteristic of the region. While in some countries it is
possible to observe a certain growth of medium-sized and small cities,
they too are affected by the problem of excessive metropolitanization. In
other countries, it is possible to observe a phenomenon of ruralization of
small cities, and even medium-sized ones.

The excessive weight of the tertiary sector in the region’s occupa-
tional structure is also a subject of controversy. The services sector is
extremely heterogeneous: it covers personal services (frequently of a
traditional kind); social services, many of which (such as education,
health and others) are connected with human resources and improve-
ment of the quality of life, and those services which are in some way
linked to production. However, the main feature which may be observed
in the development of the tertiary sector in the region is that of low
productivity and low income generation.
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As far as the rural population is concerned, it has clearly declined as
a proportion of total population. Furthermore, in most cases it has
proved extremely difficult to raise the average levels of agricultural
productivity in comparison to overall productivity. The technical pro-
gress observed in certain sectors has not brought about greater homoge-

neity; indeed, it has sometimes had the opposite effect, and the sector as a
whole has failed, in cerms of output, to meer demand.

This all underscores the fact that while an undeniable process of
change and modernization has taken place in the region over che past
four decades, it has not been without certain distortions, and it may be
asserted that these are not only the result of purely economic determi-
nants, but also of broader social and cultural factors. Nevertheless, as was
pointed out in chapter II, during the thirty years following the war, the
majority of societies in the region witnessed the emergence of new actors,
together with a growing differentiation between the various strata of
society, to such an extent that it is difficule to clearly categorize the
various agents of development. As a result, the present societies of Latin
America and the Caribbean are of notable diversity and heterogeneity.
Some of these agents will be examined below, as an illustration of the
complex interrelationships which are emerging among the various social
groups and between them and the Scate, and also in the light of their
possible attitudes and reactions to the challenges of change that have
arisen.

b)  The need to reduce the contrasts between countryside and city: the
rural structure and its transformation

A summary comparison between the rural and urban worlds, raking
into account the types of social scratification, the standards of living and
degrees of social integration (levels of participation by citizens, educa-
tional coverage and extent of social protection) reveals that, while there
is no doubt that rural conditions have improved in comparison to the
past, there is still an undeniable distance between the rural and urban
wotlds, with frequent areas of backwardness which tend to reproduce
their characteristic living conditions. '

According to the traditional hypothesis, the peculiar social make-up
of the hacienda contributed to the stagnarion affecting the agricultural
sector in the region. The hacienda, which was at one and the same time a
system of social, cultural and economic relations, acted as a brake on the
modernizing influence of the city. While it is true that there are areas
where the rtraditional hacienda still exists, generally speaking circum-
stances in the region are no longer as they were. The hacienda system did,
however, leave as its legacy the key factor in the present-day rural
stratification in many countries: the existence of a form of peasant
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agriculture with very different features from those of entrepreneurial
agriculture. :

Clearly, there is more to the agricultural structure of Latin America
than large enterprises contrasting with the peasant economy. It is neces-
sary to add the activity of medium-sized entrepreneurs and agricultural
co-operatives: forms of economic and social organization which in some
countries —and in different forms— have acquired growing significance.
The transnational corporations, too, play a major role. However, it is an
indisputable fact that in the late 1980s 70% of Latin America’s agricultu-
ral population is living in conditions of subsistence. Of this total, some 45
million are agriculcural labourers, and another 40 million small land-
owners. Consequently, it is necessary to tackle the problem of the rela-
tionship between the entrepreneurial economy and the peasant economy
and the modes of development of each of these.

¢}  Economic orientations of the main rural groups and their incidence
on the development process

If we look at peasant and entrepreneurial agriculture, the most
striking feature is the difference between their economic orientations

and motivations. In the view of “agricultural entrepreneurs” profitability
constitutes the determining factor of their action; this concern is
reflected in the spheres of both production and techniques, as well as in
the search for the most profitable lines to produce. The economic organi-
zation is complex and linked with non-agriculcural economic_sectors
(financial, industrial or commercial). It should also be underscored that,
mainly as a result of the technology adopted, this type of agriculture
employs only a limited number of specialized workers, supplemented as
required, by unskilled labour hired on 2 temporary basis.

The orientation of peasant agriculture is very different. Its funda-
mental motivation is to ensure sufficient family income o permit repro-
duction. [ts economy is based on family labour, which it uses to work the
peasants’ own piece of land as well as selling the family’s labour ourside
the peasanc unit. A form of “perverse” complementarity between entre-
preneurial agriculture and peasant economy is often encountered. The
agricultural enterprises do not finance the subsistence of agricultural
labourers throughout the whole year, since to a certain extent cheir
profitability depends on the existence of certain types of casual labour,
while for ics part, the peasant economy has adopted the seasonal sale of
labour as a survival strategy.

Consequently, the key problem in the rural social structure lies in
the fact that, in spite of its achievements, the action of the modern
agriculeural subsector has not brought about sufficient economic and
social change: it is estimated that lictle more than a quarter of the arable
agriculcural land in the region is actually utilized. This may be the
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consequence of the special criterion of profitability guiding the agricultu-
ral enterptises. The latter endeavour to draw maximum benefit from the
existing situation, without devoting equal attention to the cteation of
new economic opportunities. '

'The peasant economy, for its part, has demonstrated the capacity to
withstznd —even quite successfully— the most harmful consequences of
the crisis, and it continues to provide the market with a considerable
share of the basic products it requires. Moreover, to a certain extent it
helps to keep the agricultural population settled in rural areas. Neverthe-
less, under the present circumstances it does not constitute a “dynamic
factor” of development. Various types of action to alter this state of
affairs have been put forward in previous pages.

d)  Tbhe distortions of urban modernity

. Nor are the phenomena of modernization fully apparent in the

cities. While it is impossible to deny the presence of symbols of moder-
nity, or instances.of upward social mobility as well as the incorporation of
new patterns of behaviour, these are not the same for all groups, and
heterogeneity is clearly apparent in most of the cities of the region.
Moreover, marginality and urban poverty persist and in some cases even
tend to increase. Although pacterns of social mobility do exist, they
follow different paths from those described as characteristic of modern
societies: i.e., they are not principally based on the notion of merit. It
should also be borne in mind thac Latin American growth has frequencly
implied a type of mobility which has been described as “conveyor bele™:
everybody moves forward, buc there is no change in the relative posi-
tions. Indeed, in many countries the distance berween the highest and
lowest groups tends to increase in spite of the overall progress. Icis also
true chat, whatever form mobility has taken, it shows a tendency to
stagnate, and this phenomenon is unavoidably aggravated by the crisis
and by policies whose impact is recessive.

e)  The significance of the enterprise

There are two essential reasons for dealing, albeit very briefly, with
the topic of the enterprise: firstly, the reference made in previous
chapters to the graduzl decline in dynamism of the past pattern of
industrial'development, and secondly, che assumption, implicit in moder-
nization, that the industrial enterprise as an institution will generace and
dissemiinate pacterns of rational behaviour, foreshadowing the modern
sociaf system as a whole. This set of assumptions endowed the industrial
entrepreneur with the capacity t6 renovate the existing economic and
social behaviour. To a cerrain excent, an acrempt was mrade o casthim in
the role of the craditional figure of che innovaring entrepreneur. How-
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ever, most research confirms that many industrial entrepreneurs tend to
adopt the behawiour of the most traditional entrepreneurial groups
(traders, financiers or others): frequently, rather than innovating they
adapt themselves to existing trends, Moreover, they also reveal a signifi-
cant tendency to associate with foreign enterprises (through technology,
patents, finance or other means), thereby reinforcing the trend towards a
type of development which is imitative rather than innovative.

The other key element in the enterprise as an institution is the
workers. As in the case of entrepreneurs, it was assumed that, by their
behaviour, they were capable of spreading the attitudes and orientations
typical of modern society through society as a whole. The weight acquired
by their trade-union organizations was to be decisive in this process. The
assumptions about modernization carried with them the notion that ic
could be promoted “from above” by the entrepreneurs or alternatively
“from below” as a resule of the intensification of trade-union activity.
However, entrepreneurs have not easily accepted the development of
negotiating structures, and it is only organizational complexity and
technological development which seém to dlctate mechanisms —aibelt
always limited— for participation.

The trade unions, for their part, display a number of weaknesses
Regardless of how many members they have, their active members tend
to be few in number, and generally speaking trade-union discipline is far
from effective. Scruceural factors are partly responsible for the relative
weakness of the trade-union movement: on the one hand, there is the
undeniable heterogeneity of the industrial secror, and on the other, the
fact chac induscrial workers are heavily oucnumbered by non-industrial
workers, with unstable jobs, low productivity and who are not protected
by labour legislation. All of these factors affect bargainirig power on the
labour market. Moreover, in many cases it is labour legislation itself
which diminishes the workers’ possibility of organizing: in some cases it
lays down restrictions, in others it draws distinctions between sectors
(such as, for example, government workers, industrial workers, peasants
and others). Differences are also often introduced through different
systems of social securicy, differenc ways of providing services, or other
mechanisms which reinforce heterogeneity. Furthermore, the demands
of the leadership do not always coincide with those of the rank and file.
Consequently, a certain precariousness characterizes both the institu-
tional and organizational forms which bind together the working-class
SEClLors.

From these observations, it can be apprecnated that in a large
number of the countries of the region it has not been possible to structure
the set of basic orientations of transforming modernization which,
springing from within the sphere of “industrial activity”, is held up as a
socio-cultural model for society as a whole. :

146



~ In the preceding pages, emphasis has been placed on the most
problem-laden aspects of the conduct 4nd orientations of some of the
groups which make up the societies of the region. Through the contrast
between the types of conduct described here arid the targets of change
which are set forth, it is possiblé to gain an approximate idea of the

changes which it would be desirable to motivate and promote. Further-
more, there are a number of other groups whose conduct may be just as
important as that of the groups referred to here by way of example, if dot
more so. It must be stréssed, however, that the really decisive factor is not
so much change in each of the individual groups as change in the overall
set of relatlons between them.

4. Forms of social arnculanon

a) Democratic and technocratic arm:ﬂlam”

If, as far as external relations are concerned it is necessary to
increase regional and national bargaining power in order to reinforce the
capacity to govern, then at the domestic level the central aim, again with
the purpose of reinforcing this capacity, should be the articulation of
State and social groups and interests around a development project.

“In order to achieve this articulation, there are three fundamental
premises: authoritarian and technocratic principles of articulation are
undesirable and oftén inefficient; democratic principles are the very
bases of articulation; and conventional democratic principles, while very
important, are inadequate to articulate complex and conflictive modern
societies, and consequently must be complemented.

The different national circumstances reveal differing degrees of
capacity to govern and diverse levels of democracy (which also exists in
different forms), so that consequently the casks facing democratization
are also extremely diverse. However, in addressing the issue of the
articulation of society with a view to applying strategies for change, it is
necessary to warn against authoritarian and technocratic forms. Just as
important as emphasizing the need to reinforce governing capacity, as an
essential requisite for transformation, is the assertion that any such
reinforcement should not be expressed through imperative political
formulas. but through democratic formulas based upon agreement, com-
promise and consensus.

In this respect, it is desirable that those responsible for formulating
and implementing public policies should suitably combine technical
judgement with a real appreciation of social demands. The view which
planners have of the political process and of the role played by the State
in it is of vitalimpottance. Nowadays planning is perceived by a consider-
able number of planners as an activity inserted within a decision-making
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process characterized by the influential presence of multiple public and
private actors who, with extremely varied orientations and power resour-
ces, endeavour to direct government policy. A democratic conception of
planning, in which the demands of social groups not only represent
variables to be mcorporated into the analysis byt also, in most cases,
legitimate aspirations which must be articulated in the overall pohcy
design, represents an ideal towards whnch planmng practice in che region
should serive.

The technoctatic view of the polmcal p;ocess is generally 0 be
found among those who centre their efforts on creating, through State
action, suitable conditions for the pnvate economic agents to be able to
perform efficiently. In the creation of such conditions, guided by a
technical and economic logic, experiments in technocratic authoritarian-
ism must be avoided. Both planmng and the matket can play an impor-
tant role in articulating society;, howevet, in order to avoid their being
used as inscruments of particular interests, they should be guided by basic

decisions, taken within parucnpatwe ‘mechanisms, regardmg the orienta-
tion of the social and economic proces§ -

b)  The option ofdmlopmut and mémam

_ The transformation of the reglon 5 socnal strucmre brmgs wnth it
greater complexity of the, national societies, together with the existence
of diverse social and econpmic interests in apermanent scate of dynamic
tension. The diversity of demands makes it necessary to seek a type of
agreement expressed in institutional agreements, a form of concercation,
which will make it possible to further these demands and adopt political
decisions which take them into account.

One condition which modern societies must sansfy in otrder to
function is that of following the interests.of individualé to be organized in
such a manner as to lead to collective action. A major task facing the
majority of countries of the region is the need to contribute to the
development of the organizational capacities of the various existing
social groups, since, if it is to be valid and possible, concertation reqmres
an organized society. .

In che light of existing expenence, the-forms of concertation are
varied, and may vary considerably in depth. They may concern extremely
concrete issues, such as the determination of the level of prices and wages
or, alternatively, issues which influence investment and savings decisions
and which affect the distribution of income and the style of development
adopted.

It should be emphasized that, while concertation attempts to bring
about economic and social agreements between organized sectors or
groups, these agreements, in the last instance, are reflected in the activity
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of the State. As far as the countries of the region —most of which possess
mixed economies— are concerned, in addition to legitimating the agree-
ment, the State is one of the parties thereto. Consequently, it has to play
the role of both mediator and party.

The functioa of legitimating the agrecment or social concertation,
which is the respoas:bdny of the State, assumes that a legitimate and
stable set of political institutions exist. Concertation does not mean that
decisions are removed to the sphere of negotiations between private
groups. Since such decisions affect SOClet)' as a whole, it is necessary for
agreements (0 be institutionalized, which in turn means that the particu-
lar interests of each group must be posed in laelsuon to a broader social

interest.

"¢ is occasionally held that concertation is a means for the represen-
tation of the interests of the varioys social groups, and according to this
approach, projects involving alternative aptions or models of society
must be reserved for the political sphere. However, it is difficult to
imagine pure instances representing one or other of these types of
objective. While it is desirable for otganizations which give priority to
one of the aspects to exist, it is also necessary for there to be articulation
between the political sphere and that of the interests of the various
groups.

It must be bome in mind that within the region there are 1mportant
social groups whose orgamzauon is limited and whose capacity to put
forward their interests is weak. Although responsibility for seeking
greater equity in social relations may correspond more to the strictly
political sphere than to the agency for concertation itself, the latter
should not become a mere means of perpetuating existing conditions.

Moreover, another characteristic feature of the regional conditions
is the impossibility of limiting concertation merely to the handling of a
given situation. Concertation must rather deal with the management of
development, unifying the issues of economic growth, political incorpo-
ration, social integration, institutional stability and many others. All
these considerations make it even more necessary to be fully aware of the
mutual dependence which exists between social concertation and politi-
cal coneertation.
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América Lating, "Cuadernos de la CEPAL” series, No. 48, Santiago, Chile, 1984: United
Nations publication, Sales No.: $.84.1L.G.18; The onset of the crisis and the sconomic
policy respomse: effects and options, in Crisis and development: the prasent situation and
future proipects of lLatin America and the Caribbean, Volume II (LC/G.332
(Sem.22/2)/Add.1}, Santiago, Chile, 1985; and The ecomomic crisis: policies for adjuse-
ment, stabilization and growth (LC/G.1408(SES.21/7)/Rev.1), Santiago, Chile, April
1986,

149



1 See, inter alia, ECLAC, América Latina en el umbral de los afios 80 (E/
CEPAL/G.1106), Santiago, Chile, 1979.

3 Ibid,

4 ECLAC, The problem of the external debt: gesiation, developmens, crisis and
prospecss (LC/G.1406(SES.21/10)), Santiago, Chile, March 1985.

5 It should be noted that this coefficient far exceeds those regmcred by Germany
after the Treaty of Versailles, both as regards paymentsof war reparations and payments
of interest on its external debt and remirtances of profits. See, League of Nations,
Experiencia monesatia insernacional: lecciones del periodo de entreguerras, Geneva,
1945.

§ ECLAC, Fconomic developmens: an appraisal, and projections 19831993
{LC/G.1407(SES.21/9)), Santiago, Chile, March 1986.

7 The term “opening-up to democracy” has been used in Latin America to denorte
the transition from authoritarian régimes and régimes which completely exclude or
restrict participation to more open or participative forms of government, See, for
example, Fernando Henrique Cardoso, "A democracia na América Latina” in Novos
Estudos, No.10, Sto Paulo, CEBRAP, October 1984, p. 51.

8 See, for example, Oscar Altimir, Ls dimensidn de ls pobraza en América Lating,
“Cuadernos de la CEPAL" series, No. 27, Santiago, Chile, 1979; United Nations publica-
tion, Sales No.: $.8111G.48.

9 ECLAC, Economic development: an appm:d, and projections 1985-1995, op.ci.

19 Albert Hirshman, “ldeclogies of economic development in Lacin America” in 4
bas for hope, New Haven, Yale University Press, 1971, p. 280. The work to which
Professor Hirschman was referring was, of course, the Economic Survey of Latin Amer-
ica, 1949.

11 Address delivered by the President of Mexico, Miguel de la Madrid, during the
opening ceremony of the twenty-first session of ECLAC, Mexico City, 23 April 1986,

12 See, inser alia, Octavio Rodriguez, La seorfs del swbdesarrollo de ls CEPAL,
Mexico City, Siglo XXI, 1980, '

13 See ECLAC, En tormo & las ideas de la CEPAL: desarrollo, indsstrializaciin y
comercio exterior, "Cuadernos de la CEPAL" series, No. 13, Santiago, Chile, 1977.

W Address delivered by President Miguel de la Madrid, op.ci.

1 This copic has frequently been dealt with in the past. Sec, for example, ECLAC,
Economic Swrvey of Latin America, 1949, United Nations, New York, 1951: Uniced
Nations publlcanon. Sales No.: 195LILG.1, pp. 5-7. See also "The concept of moegrated
development” in Regmui appraisals of the International Development Smr:egy, "Cua-
dernos de la CEPAL" series, No. 2, Santiago, Chile, 1975, p. 2.

16 See, for example, Montek S. Ahluwalia, CL.G. Bell, Hollis Chenery, John H,
Duloy and Richard Jolly, Redistribstion with growsh, a publication by the World Bank
and the Institute of Development Studies, Oxford, Oxford University Press, 1974,

17 Albert Fishlow, “El estado de 1a ciencia econdmica en América Latina”, larer-
American Development Bank, Progreso econémico y social en América Latina, Washing-
ton, D.C., 1985, p. 158.

18 Alexander Gerschenkron, Fcosmomic backwardness in bistorical perspective,
Cambridge, Belknap Press, 1962,

¥ Marshall Wolfe, Agents of "Developmens”, document of che Latin American
and Caribbean Insticure for Economic and Social Planning (ILPES) (Saatiago,
LC/IP/G.35), 31 July 1986.

# Joflacion and the deficit on the balance-of-paymencs current account always
reflect a disequilibrium between aggregare supply and demand. However, the situation is
very different, depending on whecher that disequilibrium has been caused by a demand
shock (as occurs when thete is an excessive increase of domestic expenditure financed by
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incernal or external credit) or by a supply shock (as occurs when the supply of goods and
setvices is reduced sharply because of a deterioration in the terms of trade or a considera-
bl? mcrease in interesc payments). To regard all cases of disequilibrium as situaions
arising from excessive demand distorts the natute of the problem and leads (o the
rejection of economic policies which could be more effective and which ateempt to rectify
or compensate for the real causes of the disequilibrium, such as drawing down the
international reserves or incurring greater foreign indebtedness (if the cause of the
disequilibrium is a temporaty drop in the terms of trede or a temporary contraction of
agricultural output due to climatic reasons) or applying export promotion and import
subscitution policies (if the cause of the imbalance is an external disturbance perceived as
being more permanent).

# On che other hand, an anti-inflationary shock policy may be efficient, because
basically what stabilization requires is a change in the nominal values of the vatiables,
The possibility that these changes can cake place rapidly is not only conceivable in cheory
(through a more or less simultaneous slackening of all values) buc is also possible in
practice (as witness the experiences of Costa Rica ac cthe end of 1983 and Brazil from
March 1986).

32 [f the problem is a temporary outbreak of inflation, there are no indexation
mechanisms and che inflationary expectations are not widespread, then a situlaneouns
stabilization and adjustment programme may be feasible. However, this presupposes
that the price subilization will begin ar a new higher price level reached as a resule of the
adjustments in relative prices required by the adjustment programme. In order to avoid
such an increase in price levels ic would be necessary to apply policies that were
sufficiently restrictive to ensure that the increases in some prices were offset by absolure
decreases in others, and in practice this process is unlikely co be achieved wichour a
recession. .

3 In this connection it is noteworthy that the IMFs recommendations tend to
contradice this conclusion: che adjustment thac they advocace is usually coo drastic and
they are usually more gradualise chan is desirable in terms of stabilization. For example,
the unorthodox stabilization policies tecently applied in Argentina, Brazil and Peru went
far beyond the targets recommended by the Fuad.

4 Thus, if the international price of petrolenmi falls below US$ 9 per barrel, the
plan provides for additional external financing which will compensate for the entire
effects of chat decline on the batance of payments during three quatters. Subsequently, the
economy would have to be gradually adjusted to cope with the deterioration in the price of
petrolenm, within a period of five quarters. If, however, the price of petroleum should
exceed US$ 14 per barrel, the external financing would dedline in propertion co the
increased revenue from expores. Furthermore, if the growth of the economy during the
firse half of 1987 is not sufficienc to reach che planned goal of 3% 0 4% per year, external
financing will be increased by US$ 500 million in order to increase public investonent and
stimulate economic activity. Another new feature of the programme is the criterion used
to calculace che public sector deficic, the amounc of which will be estimated after excluding
the effects of inflation on payments of interesc on the internal debt. When this criteria is
appliéd, an acrual nominal deficit of around 13% of the gross domestic product is
equivalent to o real deficic of only 3%. Moreover, in accordance with the priority given to
the revival and growth of economic activity, the programme does not expect to make
progress simultaneously in the stabilization of price levels and the excernal adjustment of
the economy.

1 Except for agriculture and occasionally mining, the sectoral and subsectoral
production levels are significantly below their historic maximum levels (1980-1981) in
almost all ¢he countries of che region. This idle capacity varied in 1985 from a minimum
of around 10% to 159% in manufacturing co a-maximum of 20% 10 25% inconscruction,
in the majoricy of che councries. EEETI :
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26 Whea the adjustment problem is widespread and affects a considerable number
of countries at che same time, it is obvious. that the effectiveness of policies designed to
oorrect the external deficic by increasing exports may be undermined by the deterioration
in the terms of trade of geoups of countries which export the same primary commodities.
This would amount to fa]hcy of compoasition,

¥ As gn approximation, it can be estimaced that in order to improve che trade
balance by US$ 100 billion. in’ three years, the region sacrificed US$ 250 billion lost
product: in other words, two and a half dollars of domestic production were sacrificed o
save one dollar of foreign exchange. This would suggest char any combinacion of tariff
surcharges or special subsidies to exparts that saves or generates one dollar of additional
foreign exchange at a cost lower than two and a half dollars of domestic producrion would
be prefersble co the adjustment policy adopted.

# Nevertheless, such possibilicies do exist, especially in tbosc countries whete the:
recessionary adjustment was greatest; where the tariff and para-ariff protection afforded
to manufsctusing and agriculrure is relatively low and evealy applied; where thege is 2
greater degree of under-utilization of installed capacity in activities competing with
imports, and where the proportion of luxury or non-essential impores is relatively higher,

® In other words, the tariff protection offered an infant import substitution
industry muse be equivalent %o the incentives granted in order to permit an. expott
production activity to enter the excernal market for the first time.

% Examples of this include the abrupt halting of some cases of hypetinflation. after
the First World War or, in more recenc times, the case of Indonesia, which brought
inflation down from 1 000% 0.10% per year between 1965 and 1970 without sacrificing
its growth process. In Latin America, there is. also the case of Bolma, which reduced
inflation from 63% in 1974 to 11% in 1975, while at the same time registering an
economic growth of 6%, and Uruguay, which reduced inflatioa from 125% co 20%
between 1968 and 1969 without causing a recession. Alcthough it is too early to. make a full
assessment of them, the recent stabilization programmes implemented in a number of
countries of the reglon suggest chat ic is poas:ble r.uhrmg inflation down shacply, with
only a slight negative impact on economic activity (Bolma) ot even with economic
growth (Argentina, Brazil and Peru).

51 In order to-do this, it must be desermined whether it is che fiscal deficit and the
monetary supply that ere the root causes of theouthreak of inflation or whether it is ceally
due to ousside serucrueal pressures or cost: prassures, -

2 Programmes which attempt 1o freeze prices mse-aspeual peoblem. Although it
may be possible to correct the average structure of relative key prices fora given periad,
that structure may not be che appropriate one at all times during that period, since many
prices, wages and the exchange rate ususlly adjust themselves intermitently at diffeeent
intervals and at different dates. The resulc of this lack of synchronization is that when
Pprices are frozen, many distortions in relative prices are arysallized, even though the
average structure over a given period may be the correct one. When inflation is very high,
the cost may be tolerable, but even so it is desirable to toy to-correct certain distortions in
advance, especially in the case of longer-term wntraces (swch as wages or financial
contracts, which are sgreed upon assuming a certain inflacion rate). A practical way 10
achieve this objective in the case of financial contracts is that used in the unarthodox
programmes of Argentina, Peru and Brazil In these programmes, a new cucrency was
issued, whose value in rerms of the old currency increases daily according to the iaflation
rate during the period precading the plan, thus achieving de-indexing and the synchroni-
zation of the valve of all contractual financisl cbligations. :

3 C.R. Contador, "La crisis de los aBos 80 y la. formacién del ahorro en Brasil”, a
study presented at che Third Intecaational Conference oa Financial Development in
Latin America and the Caribbean, and published in Instituco Lateramericano de Mercados
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deCzpltal,Eldwamﬂoflmma deAmlmIﬂmydwwaﬁ Caracas,

November 1985.

¥ Hence the attemprs to increase saving through taxation have frequently been
successful when they have been carried out at the expense of private agents with less
propensity for saving. See.].A. Ocampo, .L. Londofio and L. Villar, “Ahocro e inversién
en Colombia”, in Coywntwra Econdmica, Vol. XV, No. 2, Bogotd, June 1983, pp. 93-141,

# M. Fanelli, "Ahotro, inversién y financiamiento. Una visidn macroecondmica
de la experiencia argentina”, Banco Central de la Reptiblica Asgentina, Ensayos Econdms-
¢os, No, 31; Buencs Aires, Seprember 1984, 1st. part, pp. 1-40. :

¥ See, for example, A. Foxley, "Ahorro interno y shorro privado: realidad y
perspectivas, 1985-1990", in Aborro inversion y desarvollo maciomal, Cencro de Estudios
del Desacrollo (CED), Santiago, Chile, March 1986; and R. Zahler, "Las tasas de incerésen
Chile: 1975-1982", Instituto Interamericano de Mercados de Capival, B/ desarrolla finan-
ciero de América Latina y el Caribe 1985, Caracas, November 1985.

¥1n periods of economic recession it is ustally politically impracticable wo promove
fiscal reforms in taxation. Even so, these reforms would have to be undertaken in some
coururies where xation is disproportionately low in relation to dhe aggregate value of

“the economy. At all events, there are ample opportunities for improving tax administea-
tion and reducing fiscal avoidance and evasion; for increasing and extending che taxsble
bases with a view not only to increasing income but also to achieving distribative equity;
for adjusting the systems to high inflation races which erode the resl value of the taxes,
and for raising taxation on luxury consumer goods of national or foreign origin.

38 Althongh it should be noted that the present sysvem of financing of the smajority
of the social security sysrems in the region also contain some disedvantages, See ECLAC, E/
desarvollo de la seguridad social en Amidrica Lating (LCfG.1334), Estudios ¢ Informes de
la CEPAL series, No. 43, Santiago, Chile (15'85), United Nations publlmnou. sales Ne.:
$.85.I1.G.6, especially pp. 16-22.

» In actordance with the data of the institutions that inform the Bank for
International Setclernents (BES), between 1977 and 1985 Lacin American assets in relation
to contracted liabilities represent berweon half and a thied, despite the losses in dhe vels

. of reserves of the cencral banks. See also: Inter-American Development Bank, Fuvgs de

capitales en América Lasing, 1870-1985, working paper, Washington, D.C,, September

1986,

-4 Among possible innovations the following may be cited as examples: the
development of markets for the issue of bonds and shares repayable in foreign currency,
perpetual incpme bonds, privileged capital repatriation funds, long-verm bonds with
capital protection and guarantee of repurchase (while the secondary markets develop),
national systems of guarancees and swaps, bonds with variable maturicy, bank acceptan-
ces, commercial paper and rreasury certificates. Similarly, thre should be a promotion of
larger issues of variable income shares of enterprises registered in the commercial
exchanges, together with emissions of bonds of a mixed ype, such as convertible
liabilities, privileged shares of investment funds.

4 At the regioaul or subregional level, apart from che fessibilicy and, in many cases,
advantages of introdocing servioes of the same type chat will benefit in purticular small or
medium-sized ¢conomries, there should be the establishment or improvement of joint
systerns for export financing, guarantees, guarantees of lssue, insursnce againse radeand
financial risks, payment compeasacion, exchange and repurchase of national debes and
reinsurance, to merition only & few possibilivies.

"+ 4For Japan, structural adjusement in the industrial sector is the basic trmit that
might characterize histotically ies industrializavion process, which went on successively
shifting resources to the secrors expccled to have greater dynamism in the incernational
markets, and placed emphasis on activities involving technical progress. A similar
concern, although with different insticucional forms, has exisced in the case of the Federal
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Republic of Germany, and, with regard to France, in specific sectors linked with che
purchasing power of the public sector. In the United States, in contrast, industrial
restructuring implies conceprual and institutional innovations; the idea of structural
change as a reflection ex-post of che succession of adjustments provoked by market forces
results in the favouring, as instruments of structural adjustment, of the macrosconomic
variables.

4 This requires no further argument in the light of the magnitude of the resources
lost in the region as a result of erosion, desertification, deforestation, salinization and
depletion of the phreatic layers that heve characterized the use of agriculcural resources.

44 See Joint ECLAC/FAOQ Agticulture Division, “Andlisis y disefio de la politica
alimentaria: lineamientos de un enfoque sistémico™, appendix A, “Campesinado y segu-
rided alimencaria”, Sanciago Chile, 1985, preliminary version.

4 The creation of agro-industries as local sssociative enter prises of small producers
or, if the scale required it, as mived enterprises with che State, might lead to the formation
of organizations that correspond to chese proposals.

“0na muchsmnlleucale.theduphwnemofmgarbysmnersdemed from
maize and other sonrces is now causing a msjor <risis in several Caribbean councries.

41 By way of example, sooording to estimates of the United Sates Department of
Agriculeure, the transport of a ton of Brazilian soya from the source of production to the
port of embarkation cost some years ago eight times what the same operation cost in the
United States, See Bérbare Insel, “A World Awash in Grain™, Foreign Affairs (Vol. 63,
No.4, 1985). pp. 899-900.

4 See: ECLAC, Politicas d¢ poblacidn en América Lasina: experiencia de 10 aflor
(E/CEPAL/CEGAN/POB.2/L4), 4 October 1983; ECLAC, Population and development
int Latin America, (E/CEPAL/CEGAN/POR.2/L.3), 13 October 1983; and Latin Ameri-
can Demographic Centre (CELADE), “La poblacidn y el desarrollo: hechos y reflexiones”,
Notar de Poblacidn (XIII, No. 38, August 1985), pp. 65-120.

-4 See ECLAC, Development, change and. eguity: qumrbmg poverty
{LC/R.538(Sem.35/3)), Santiago, Chile, 1986; World Bank, Poverty in Latin America:
she Impacs of Depression, Washington, D.C,, Report No. 6369, August 1986.

* Despite this, there will always be persons in every society who are unable to find
work or raise their productivity, so that to some extent social assistance programmes will
have to continue,

31 See PREALC, Croacidn de empiso productivo: sna tareaimpostergable, working
papet No. 280, September 1986; Los programas especiales de empiso. Algunas locciones
de la experiencia. PREALC, working paper No. 225, 1983; Los programas especiales de
empleo: lecciones del Programa de Empieo Minimo en Chile. PREALC, working paper
No. 228, 1983; Ls creacidn de empleo en periodos de crisis. PREALC, working paper
No. 251, 1984.

32 See again: ECLAC, Developmens, change and equity: vangwishing poverty, op.cét.

#» It should be noted thac due warning was given of the dangers of excessive
expectations, for example when it was pointed out that: “the common market must
emetge from a policy racher than a formula. It is, of course, possible to visualize a
comprehensive and far-reaching formula according to which goods and services, buman
beings end capital circulate freely, without hindrance of any kiod, in one huge Latin
American common market, This final objective must be constantly borae in mind, even
though it can be reached only by gradual stages. In che firse of these, aspiracions would
have to be confined to partial but actainable targets, and these would necessarily have o
be the patiently-nuctured issue of a policy conceived on realistic lines and implemented
with firmoess of purpose”. See ECLAC, The Central American Common Market
(E/CN.12/531), Sanuago. Chile, 1959, United Nations publication, Sales No.: 59.11.G.4,
p3
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#'The agreement which has perhaps had the greatest impact is the Memorandum
on Argentine-Brazilian integration andthe 12 protocols which constituee an integral part
of it, signed on 29 July 1986.

3 See the Acts de Colonia which came into effect on. 1 September 1985.

% Syeech on the occasion of the commemoration of the cwentieth anniversary of
the creation of INTAL, 21 August 1985. See Integracin latinoamericana, No. 105 Buenos
Aires, September 1985, p. 4.

5 The 12 protocols which form part of the Memorandum on Argentine-Brazilian
integration cover capital goods, wheat; complementarity in food supply, expansion of
trade, binational eneerprises, financial affairs, investment fund, encrgy, biotedlnology,
economic studies, assistance in case of nuclear accidents, and oo-operanon in the field of
aeronautics.

% See in this respect Aaron Tornell, “4Es el libre comercio 1s mejor opcibn?
Comercio Heckscher-Ohlin vs. comercio interinduserial”, in El Trimestre Ecomémico,
vol. LIK(3), No. 211, July-September 1986, Mexico City, pp. 529-560. :

% See ALADI, E! financiamiento del comercio intrarregional (ALADI/SEC/
DT/69/Restringido), 29 July 1985, and Executive Secrerariat of the Central American
Monetary Council, Estwdio relativo a las formas de pago intracentroamericanas gue se
podrian adoptar en las condiciones de anormalidad finaniciers de la regién, San José, 6
November 1984,

6 See the report on the Seventh Meeting of Heads of Stace of the CARICOM
Governments, held in Georgetown from 1-4 July 1986. On chis occasion the “Declaration
roexpand and intensify the Caribbean Communicy”, whose text is included in the report,
was also adopted.

8 As is well known, conversations are underway becween the General Secretariar
of ALADI and che World Bank with regard to the provision by the larter of credit in
support of a system of financial and monetary co-operation among the countries of the
subregion. See the final report of the Second Special Meeting of High-Leve! Government
Representatives, held in Acapulco, Mexico, from 21-25 July 1986 (ALADI/
RERRN/I)/Informe), 25 July 1986, pp. 10-11. :

4 See the Memorandum on Co-operation between Uruguay and Brazxil signed on
12 Augusc 1986, and Economic Complementarity Agreement No. 5 signed berween
Mexico and Uruguay in force since 1 July of that year.

3 Por a list of actions of chis type see SELA, Tercer Programa Bienal de Cooperacion
Regional del SELA, 1987-1988 (SP/CL/X1L.O/DT.26), Demnber 1985.

&t See ECLAC, Relaciones econdmicas internacionales y ka cooperacion regional de
América Latina y el Caribe (LC/G.1422), Santiago, Chile, May 1986.

6 United Narions, Committee for Development Planning, Dosbling Develop-
mene Finance, Meeting a Global Challenge, New York, 1986. United Nations Publication,
Sales No.:ES6.1LA.10.

& BCLAC, The Problem of the Exiernal Debt: Gestation, Development, Crivis and
Prospeas (LC/G.1406(SES.21/10)), Santiago, Chile, March 1986

§7 BCLAC, Economic Development: an Appraisal, and Projections 1985-1995
(LC/G.1407(SES.21/9)), Santiago, Chile, March 1986.

% C. Massad, “The real cost of the external debt for che credivor and for the debeoc”,
Latin ‘mevica: International Monetary System and External Financing, Joint Project
UNDP/3CLAC RLA/77/021, Santiago, Chile, 1986,

6 ECLAC, The Problem of .., op.ci., end Bank for Internarional Settlements,
Fifty-Sixth Annxal Report, Basle, June 1986

7 ECLAC, Economic Development..., op.cit.

™t In 1939, for example, South American bonds whose payment period had
matured with arrears of payment were quoted at 14% of cheir nominal value; Cenrral
American bonds at 309%, and those of the West Indies ac 46%. Many governments bought
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bonds of their own debt for 2 nominal value equivalent to 15 cents for each dollar of the
debx. See W. Feurlein and E. Hannan, Dollers in-Lasin America, An Old Problem ina New
Setting, Council of Foreign Relations, New York, 1941. :

2 Joint Economic Commitcee of the Congress of the United States, The Impact of
the Lstmn American Debt Crisis on k!ae Us. E:onomy. staff study (mimeograph),
Washington, D.C, 10 Msy 1986.

™ Ibid, '

™ In the first round, both the surcharge on the reference rate and the commissions
were raised substancially in comparison with the levels before. the crisis. The average
surchsrge rose in the first round to0 2.22% shove the LIBOR rate and the average
commission amounted to 1.27% for the twelve counteies that were renegotiating. In the
second round, che average surcharge was reduced to 1,77% over LIBOR for the average of
the seven countries renegotiating in the period 1983-1984, while the commissions went
down 10 0.8%. I the third round the average surcharge over LIBOR and the commissions
fell even further, reaching 1.4 and 042%, respectively. Inchis last round some countries
negotiated the complete elimination of the commlssmns, but the surcharge on the
refereace rate still remained far above that emung before the crisis, which in some cases
had been considerably below 1%. In Mexico's negotiation with its creditors, in September
1986, for example, a spresd of 13 to 16% over LIBOR was agmed, with a partial
restructucing of the debe, payable in twenty years, with seven years’ grace.

 These include in particular the widely publicized initiative announced by James
Baker, Secretary of the Treasury of the United Sates of Ametica, during the Assembly of
Governors of the IMF and of the World Bank held in Seoul, Korea, in September 1986;
the proposal of Senator Bill Bradley, member of the Senate of the United States, with a
view to providing relief consisting in a reduction of interest and of principal; a proposal
by Senator John F. Kerry, also a member of the Senate of the United States, seeking to
create a programme of international development by setting a ceiling on debe service
payments as a percentage of exports and establishing a progressive alleviation of the
servicing according to the degree of disequilibrium in the debtor's trade balacce; a
proposal by Franz Luetolf, Managing Director of che Swiss Bank Corporation, who
recently proposed a temporary suspension of interest payments (see Newe Zurcher
Zeitung, No. 208, Zurich, 9 September 1986, p. 19); and the proposal by Aatonio Ortiz
Mena, Presidenc of the Inter-American Development Bank, to sucomatically refinance a
proportion of the interest payments on the debt, and reduce ics cost through the transfer
of the requisite amounts by the creditor banks to 2 special fund for financing investment
projects to promote the geowth of exports in the debtor countries. _'l'hat.which cOmes
closest to a propossl by the most indebted Latin American countries is found in the
Montevideo Declaration of the countries of the Cartagena Agreement (Argentina,
Bolivia, Brazil, Colombia, Chile, Ecuador, Mexico, Peru, the Dominican Republic, Uru-
guay and Venezuela), issued in Montevideo on 17 December 1985,

* Two other instruments are the Subsidy Account, aimed at reducing, in the case of
low-income countries, the cost of using resoutces of the supplementary financing services
of the Monetary Fuad, and the financing service for regulatory stocks thac has been very
seldom used and only in relation to two products, tin and sugar.’

” In the case of che United Scates, several studies estimate thac half of any
reduction in the payment of Latin American debt-servicing will be earmarked for
purchases in that country. See Joint Economic Commitcee of the Congress of the United
States, op.cit.

™ See UNCTAD, Trade and Development Report, 1985 (UNCTAD/TDR/5),
New York, 1985, United Nations Publication, Sales No.: E85.ILD.16.

7 It should be remembered that the member countries of the Caribbean Commun-
ity are beneficiaries of the Third Convention of Lomé, through which they have ample
access o the market of the European Communities. The August 1983 Law on the
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economic revival of the Caribbean Basin, also gives free access to the United States
market for a wide range of goods, for a period of twelve years. At present a similar
agreement, though more limited in scope, is being negotiated with the Government of
Canada.

# See the Ministerial Declaration on the Uruguay Round, which emanated from
the extraordinary session of the Contracting Parties of the General Agreement on Tariffs

and Trade, Punta de! Este, Uruguay, 20 September 1986,

8 In this respect, after arduous negotiations, the following was adopted in the
Ministerial Declaration on che Uruguay Round: “"Contracting Parties agree that there is
an urgent need to bring more discipline and prediceability to world agriculturat trade by
correcting and preventing restrictions and distortions therein, including those related to
structural surpluses, so as to reduce the uncercainty, imbalances and instability in world
agriculearal markets”, ébéd,, p. 11.

-8 Jbid., p. 20.

8 See ECLAC, Ef proteccionismo de los palses indusivializados: estrategiar regio-
nales de negociacién y defenva (LC/R.500), Santiago, Chile, April 1986,

% The Ministerial Declaration leaves open the possibility of the following partfci-
pating in negotiations, in addition to the Contracting parties: i) “countries having
acceded provisionally to the General Agreement”; ii) “countries applying the GATT ona
de facto basis having announced, not later than 30 April 1987, their intention to accede to
the GATT and (o participate in the negotiations”; iii) "countries that have already
informed the CONTRACTING PARTIES, at a regular meeting of the Council of Represen-
tatives, of theit intention 1o negotiate the terms of their membership as a contracting
party”, and iv) “developing countries that have, by 30 April 1987, iniciated procedures for
accession o the GATT, wich the intention of negotiating the terms of their accession
during the course of the negotiations™.
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Table 1

LATIN AMERICA AND THE CARIBBEAN: EVOLUTION OF
PER CAPITA GROSS DOMESTIC PRODUCT

Cumulative
variation

1981 1982 1983 1984  1985° 1981-1985°

Annual growth rates

Argentina -8.2 78 14 06 59  -187

Barbados 6.5 5.2 0.5 18 -1.5°
Bolivia 2.3 54 90 - 35 44 224

Brazil 4.2 -08 4.8 26 59 -1.6
Colombia 01 -11 1.0 14 04 0.2

Costa Rica 0.5 9.7 01 46 -1.0 -11.2

Cubs® 144 23 3.2 68 38 34

Chile 3.6 -14.4 -21 4.5 0.8 -8.6

Ecuador ' 08 -1.8 -4.0 1.5 14 - 21

El Salvador -11.0 -8.4 23 .13 -1.6 -228

Guatemnala -1.8 6.1 -5.4 26 -3.8 -18.2

Guyana -26 -126 -120 39 -22.2¢
Haiti -39 -6.4 -23 02 -l.4 -13.1

Honduras -2.8 -39 -4.5 08 = -17 -13.0

Jamaica 11 -1.6 . -1.7 22°
Mezico 5.4 -26 7.6 09 0.1 43

Nicaragua 20 40 10 47 -5.9 -11.3

Pansma L7 27 -2.2 -2.5 1.1 0.7

Pataguay 5.4 -3.6 59 0.2 1.1 -32

Peru L3 -2.5 -14.2 1.3 -1.0 -148

Dominican Republic 1.5 -1.0 19  -19 44 40

Ttinidad and Tobago -1.5 1.6 -8.0 -5.3 -13.0¢
Urugnay 08 -10.7 6.7 -28 02 185

Veneruela 3.9 4.1 -82 3.7 38 -216

Latio Americs* 19 37 A48 0.8 04 86

Latin America and the

Caribbesa excluding .

Brazil and Cube 0.9 5.0 -4.8 0.1 -2,1 -12.4

Source: ECLAC, on the basis of official figures.
“Preliminery figuees.  *Refers to the concept of the global social product.  “Cumulative
varistion 1981-1984.  “Excluding Cuba.
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Table 2

LATIN AMERICA AND THE CARIBBEAN: EVOLUTION -
OF REAL WAGES '

Annaal average indexes (1980 = 100)
1979 1980 1981 1982 1983 1984  1985°

Averages wages
Argentina® 895 1000 894 801 1036 1310 1134
Brazil® 950 1000 1055 1133 1019 1030 . 197

Colombia® 993 1000 1014 1052 1104 1187 1149
CostaRica® 992 1000 - 883 7208 785 847 922
Chile’ 918 100.0 109.1 108.7 971 97.4 930
Mexico® 1029 1000 1036  1044- 807 7.7 766
Nicaragua’ 1227 1000 1013 918 845 758 604
. Panama® 1048 1000 986 1004 1046 1081
Paraguay" 994 1000 1053 1024 952 918 899

Peru’ 889 1000 982 1004 836 0B 596

Uruguay/ 1004 1000 1075 1071 849 771 88.0
Minimum wages ' '

Ecuador 604 1000 862 759 636 628 608

ElSalvador’ 877 1000 968 86.6 76.5 768 663
Guatemala™ 625 1000 898 896 . 855 28 68
Haiti* 858 1000 %3 1008 %40 &7 ”
Honduras® 1092 1000  1056° 1045 9%6 921 88.8
Dominican

Republic™ 105.0 100.0 93.0 864 80.8 82.0 80.2
Venezuela” 60.7 100.0 83.7 76.0 710 618 80.3

Source: ECLAC, on the basis of official figures.

*Preliminery figuces.  *Wages of manusl workers in manufacruring  “Average wages in
manufscruring, “Wages declared for members of the socisl security system. * Average
wages in the pon-agricultural sectors. / Average wages of members of the social security
system. 1985: average for Januvary-October. # Average industrial wages in the districes of
Pansma and Coldn.  *Wages of workers in Asuncidn.  'Wages of private sector workers
io Metropolitan Lims.  ’Reul average wages. *General minimum wage, alcutated on the
basis of the annwal minimum ‘wage and complementary legal benefics. " Minimum wage for
non-agricultural activities inSan Salvadoe. = National minimum wage. *Miniowm daily
wage paid in industrial encerprises, © “Minimum wage in the Cencral District and San Pedro
Sula for manufacruring, PNational minimum wage for non-agriculrurat acivities. '
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Table 3

LATIN AMERICA: AND-THE CARIBBEAN:
URBAN UNEMPLOYMENT

(Average annual ates)

1975 197 1977 1978 1979 1980. 1981 1982 1983 1984 1985°

Argentina® 37 49 33 33 25 26 47 53 46 46. 61
Bolivia® v . 45 52 58 97 105 142 151 180
Brazil? . - e .. 68 64 63 79 63 67- 71 53
Colombia* 110 106 90 90 89 97 82 93 118 135 141
Costa Rica’ . . 54 51 58 53 60 91 99 86 66 6.7
Chile* 162 168 132 140 136 118 111 221 222 193 163
Honduras" e e .. 88 90 92 95 107 117
Mexico' 72 68 83 69 57 45 42 41 67 60 48
Nicaragua’ v e e e . 183 158 140 152 184 242
Panama* 86 90 .. 96 1164 99 118 103 115 110 152
Paraguay’ . 67 54 41 59 41 22 56 B84 74 52
Peru®™ © .. 84 94 104 112 109 104 106 92 109 113
Uruguay” . 127 118 101 83 74 67 119 155 140 13.1
Venezuela® 83 68 535 S51 58 66 68 718 105 143 143
Source: ECLAC and PREAI..C, on the basis of official figuces.

“Preliminacy figures. *National urban rate, average for April-October. “National
average. Mecropolitan areas of Rio de Janeiro, Sio Paulo, Belo Horizonte, Porto Alegre,

Salvador and Recife, twelve-month average; 1980, average for June-December. *Bogots,
Barranquilla, Medellln and Cali, average for March, June, September and
December. fNational urban race, average for March, July and November; 1984, average for
March and November, fGreater Smtugo, average for March, June, September and
December. *National average Metmpolntan areas of México City, Guadalajara and
Muontercey, average for four quarters. ‘Non-agriculeural activities. * National urban rate,
August of each year. 1980 figures correspond to the unemploymend in the urbnn area registered in
the population census of that year and 1981 to the metropolitan area ! Asuncién, Fernando de
la Moca, Lambaré and urban areas of Luque and San Lorenzo, annual average; 1981, fiest half; 1982,
first quarter; 1983, average for September, October and November; 1984, average for August and
September; 19835, average for November-December. "Non-agricujtural
activities. "Montevideo, average for four quarcers. Up to 1981, average for rwo half-
years. “National urban rate, average for two half-years.
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Table 4

LATIN AMERICA AND THE CARIBBEAN: EVOLUTION
OF THE BALANCE OF PAYMENTS

{ Billions of dollars)

1980 1981 1982 1983 1984 1985"

Balance on current : '
accounc’ 282 402 409 76 19 32
Trade balance, goods -1.4 -1.7 9.1 316 380 M5
Exports 89.2 959 . 814 875 9.8 923
Imports 90.5 97.6 783 359 58.8 518
Net payments of
profits and interest 18.5 28.1 39.7 35.2 367 - B3
Balance on capital
account’ 295 33 199 3.2 10.2 6.0

Global balance 14 29 -2l -4.4 83 28

Source: ECLAG, on the besis of offcal figwrss.
“Preliminary figores. ~*Inclading netuncequitd private tranfers, Inclding longe and
short-term capital, uarequited official transfers and ertors or omtistions.
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LATIN AMERICA AND THE CARIBBEAN: EVOLUTION OF

Table 5

CONSUMER PRICES
(Variation from-December to December)

1976 1977 1978 1979 1980 1981 1982 1983 1984 19835
Latin
Ameetica
and the .
Caribbean® 623 400 390 S54.1 561 57.6 848 1311 1852 2745
Latia '
America
and the -
Caribbenn' 63.2 405 395 543 566 582 813 1278 1520 1418
Argenitina 3475 1504 1698 1397 87.6 131.2 2087 4337 6880 3854
Barbados 39 99 113 168 161 123 69 55 5.1 3.0°
Bolivia 55 105 135 455 239 25.2.2965 3285 21772 81705
Brazil* 443 431 381 760 953 912 979 1792 2033 2230
Colombia® 259 293 178 298 265 275 241 165 183 225
CostaRica 44 53 81 132 178 651 817 107 173 10.9
Chile 1743 635 303 389 312 95 207 236 230 26.4
Ecuedor’ 131 98 118 90 145 179 243 525 . 25.1 244
ElSalvador 5.2 149 146 148 186 116 138 155 9.8 32.1
Guatemala 189 74 91 137 91 87 20 154 5.2 315
*Guyana 92 90 200 194 85 201 . .
Haiti* 4 55 55 154 153 164 62 122 6.1 15.0
Honduras 56 77 54 225 115 92 88 718 37, 42
Jamaica 83 141 494 198 286 48 70 167 312 228
Mexico 272 207 162 200 298 287 938 808 592 63.7
Nicaragua 62 102 43 703 248 232 222 329 502 3345
Panama 48 48 50 100 144 48 37 20 09 0.8°
Paraguay 34 94 168 357 89 150 42 141 298 24.0
Pecu 447 324- BT 667 597 727 729 1251 1115 1583
Dominican :
Republic’ 70 85 18 262 42 74 71 98 409 394"
Trinidad ' .
and Tobago 120 114 88 195 166 116 108 154 141 69
Uruguay 399 S7.3 460 831 428 294 205 515 661 83.0
Venezuela . 69 81 71 205 196 108 79 70 133 5.8

Source: latecnational Monetary Fund, Financisl Statisticr, January 1986, and official data supplied
by the countries.

*Excluding Cuba,

*Excluding Balivia and Cuba.

Oérober 1985 and October 1984

“Corresponds to the variation between

‘Up to 1979 cotresponds to the variation in the consumer

price index for Rio de Janeiro; from 1980 onwards refers tw che variativn in che nacional
total. “Up to 1980 <orresponds tw the variation in the consumer price index for workers; from
1981 onwards refers w the variation in che national total, which includes boch manual and oon-
manval workers. - ‘Up to 1982 corresponds o che variation in the consumer price index in
Quito; from 1983 corresponds to the variation in the national totaL fCorresponds to the
variatios berween September 1985 and September 1984, *Corresponds to the variation
between November 1983 and November 1984, ‘Up t0:1982 refers to the variation in the
copsymer price index in the City of Santw Domingo; from 1983 refers to the variation in the
" oational toral.
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Table 6

AND GROSS DOMESTIC SAVING
{Percentages of gross domestic product ot constant 1980 prices)

LATIN AMERICA AND THE CARIBBEAN: COEFFICIENTS OF TOTAL GROSS INVESTMENT

Argentina

Bolivia

Brazil

Colombia

Costa Rica

Chile

Ecuador

El Salvador
Guatemala

Haiti

Honduras

Mexico

Nicaragua

Panama

Paraguay

Peru ' _
Dominican Republic
Uruguay
Venezuela

Latin Ametica and
the Caribbean

Coefficient of investment

Coefficient of domestic saving

1980 1981 1982 1983 1984 1985° 1980 1981 1982 1983 1984 1985°
228 18.8 16.8 15.3 133 1.3 20.7 18.7 21.2 20.7 17.9 18.6
14.7 16.6 126 109 10.4 10.2 16.5 17.0 19.1 15.2 14.4 10.9
226 201 18.5 15.8 15.5 16.1 . 20.2 21.0 19.5 20.1 22.0 22.4
18.7 20.7 216 204 18.6 16.5 18.3 17.6 16.8 16.2 16.8 16.5
26.6 17.0 13.7 16.6 18.0 19.0 17.1 208 22.8 222 218 21.3
210 24.4 9.8 81 13.4 12.2 17.2 15.3 13.7 15.8 18.8 221
26.2 21.8 243 169 17.0 16.9 25.6 20.2 23.4 274 275 29.5
13.3 14.0 13.3 12.1 123 12.6 14.5 2.8 8.5 11.4 35 3.0
15.9 18.2 15.2 129 13.2 11.2 13.0 13.7 14.4 14.2 12.3 12.4
18.9 19.6 18.9 19.8 206 22.2 6.7 3.0 9.8 12.1 10.0 10.6
26.2 215 13.2 14.1 18.7 18.3 18.8 18.7 13.3 11.8 14.2 13.0
28.2 30.1 21.5 17.0 17.7 19.8 26.9 27.8 27.2 28.2 280 27.7
16.8 24.4 203 21.1 20.5 17.5 -3.2 5.3 6.0 4.6 -0.8 -7.0
218 30.1 26.6 211 19.7 18.0 20.4 27.9 35.6 25.6 18.0 100.0
288 31.0 26.0 219 20.5 20.5 226 22.0 17.3 169 88 16.6
18.3 21.2 19.7 13.5 11.9 0.1 22.2 19.7 20.5 17.9 208 20.7
24.9 214 19.6 19.2 19.3 18.6 15.1 16.5 18.9 18.5 21.2 21.6
17.4 15.6 14.2 2.6 2.0 8.0 11.2 11.3 149 - 16.3 16.0 16.6
248 24.7 275 124 17.0 16:3 32.9 28.6 23.8 258 289 28.9
23.7 23.0 19.5 15.7 15.8 15.9 22.4 22.1 22.2 224 23.2

21.7

Source: ECLAC, on the basis of official figures.

“Preliminary figures.



Table 7

LATIN AMERICA AND THE CARIBBEAN: TOTAL DISBURSED EXTERNAL DERBT
{End-of-yeor balances in millions of dollars)

1973 1978 1980 1981 1982 1983 1984 1985"

Latin America and .

the Caribbean 78 414 158 633 230 235 287 709 330 702 351 123 366 493 372 871
i rting countries 30 448 70 581 96 894 126 489 142 690 152 107 155 056 156 294
Bolivia® 833 1822 2340 2622 2502 3 156 3 165 3 500
Ecuador 708* 2975 4652 5 868 6 187 G 712 G 949 7 300
Mexico . 16900 39 700 50 700 74 900 87 600 93 800 96 700 97 800
Peru 6 257 9 324 9 554 9 688 11 340 12 442 13 389 13 794
Venezuela® 5 700 16 760 29 608 33 411 35 061 33 997 34 853 33 900

Noa-oil-exporting _

countrics 47 966 88 022 133 341 161 220 188 012 199 016 211 437 216 577
Argentina 7875 12 496 27162 33 671 43 634 45 087 46 903 48 312
Brazil? 26 500 53 415 70 025 79 946 91035 95 520 ‘102 039 101 920 .
Colombia 3 502 4033 6300 7 883 9 410 10 403 11 551 12 856
Costa Rica 649 1870 3183 3 360 3 497 3 848 3 058 4 084
Chile’ 4 854 6 664 11 084 15 542 17 153 17 431 . 18 877 19 757
El Salvador an’ 986 1176 1471 L710 1 891 1 949 2 003
Gugtemala 243° 821 972 1305 1560 2 130 2 493 2 $70
Haiti/ . 57 210 290 372 410 551 607 650
Honduras 363 971 1510 1708 1986 2 162 2 392 2 615
Nicaragua 593° L 465 1825 2566 3139 3 789 4 362 4 936
Panama 7Y 1 88t/ 4756 $ 047 5 960 G 924 6 537 6 500
Pacaguay 332 669 861 949 L 204 1 469 1 654 1773
Dominican Republic 803 1331 2059 2286 3076 3 237 3 447 3701
Urugusy 1031 1240 2138 3112 4238 4 572 4 671 4 900

Source: ECLAC, on the basis of offidal figures.
“Preliminary figures. #Toral medium- and long-term debs. * Public debe plus non-gusmanteed Jong- and shom-ween debe with finmncial institutions reporting to the Bank for
International Semclements. “lackedes toesd medium- end long-term debe plus shore-serm debe in sccordence with World Baok figures. Prorn 1984 onwards, corrmponds (o the totsl
- debt according 0 officiel statistics. *Shoct-, medinm- and loag-serm debr, excluding debx with che IMF a0d shorv-term credins for Foreign tende o perations in the non-finandal
3 privete sector. fPublic debe. ’ .



Table 8

LATIN AMERICA AND THE CARIBBEAN: INDICATORS
' OF EXTERNAL INDEBTEDNESS

Tocal disbursed
external debt
Latin America and
the Caribbean
Oil-exporting
counteies
Non-oil-exporting
countries

Interest paid’
Latin Americs and
the Caribbean
Oil-expotting
countries
Non-oil-exporting
counteies

D/X (times)
Latin America and

the Caribbean
Oil-expotting

countties
Non-dil-exporting
countries

1/X (percentages)
Larin America and
the Caribbean
Oil-exporting

. countries
Non-oil-exporting
countries

1977 1978 1979 1980 1981 1982 1983 1984 1985°

Billions of dollars

119.0 ‘1586 183.0 2302 267.7 330.7-35L1 365 3729

334

706

80.1

970 126.5 142.7 1521 155.1 1363

65.6 880 1029 1332 1612 1880 1990 2114 2166

6.9

29

40

2

24

20

124

129

120

EN

9.5 142 210 315 408 360 396

41 58 86
54 84 124
Coefficients

26 22 2
28 21 1.9
2% 23 24
155 173 195
160 155 166
15.1 189 223

130

185

25

22
28

27.1
226
316

183 159 176

25 201 20

320403

28 30 29

36 38 36

396 351 351
356

43.3

317 325

384 375

3.5

160

a5

3

31
37

345
316

371

Source: ECLAC, on the basis of official figures.
Symbots: D = Total disbursed external debe; X = Exports of goods and services; 1 = Total interest

paid
*Preliminary figures.
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Table 9

LATIN AMERICA AND THE CARIBBEAN: NET CAPITAL
INFLOW AND TRANSFERS OF RESOURCES

{Billions of dollars and percentages)

_ _ Transfers of
. Net . : resources/
Net  payments  Transfer of  Exports of exports
capital of profits resources goods and of goods

inflow and 3)=(1)-(2) services - and
interest services
: Gy /(h
(N {2) 3) {4 (3)
1973 19 4.2 A7 289 12,8
1974 11.4 5.0 64 43.6 14.7°
1975 14.2 5.5 8.7 41.1 21.2
1976 17.8 6.8 110 47.3 233
1977 17.1 8.2 89 55.9 139
1978 26.1 10.2 159 613 259
1979 29.0 13.6 15.4 82.0 188
1980 295 18.5 100 167.6 93
1981 37.3 28.1 92 116.1 7.9
1982 199 307 -19.8 103.2 -19.2
1983 3.2 35.2 <320 1024 -313
1984 10.2 367 -26.5 1129 2235
1985° 60 33 . 293 1086 -27.0
Source: ECLAC, on the basis of the International Monctary Fund, Bolence of Payments Yearbook,
1985 and officiel figures.

* Percentages. *Preliminary estimates subject to revision:
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Table 10

LATIN AMERICA AND THE CARIBBEAN: EVOLUTION

OF PUBLIC FINANCES .
{Percentages)
1980 1981 1982 1983 1984 1983

A. Central Government current income/gross domestic product
Argentina 60 60 62 59
Bolivia 92 86 50 35 29
Brazil 9.3 88 91 94 8.7
Colombia 96 79 76 78 19
Costa Rica 127 131 133 167 17.2 131
Cuba
Chile 223 25.1 243 224 234
Ecvador 12.8 11.3 111 10.7 12.4
El Salvador 11.7 12.8 124 125 13.5 136
Guatemala 9.5 86 84 82 71
Haici 9.5 90 103 10.4 10.0
Honduras 153 140 138 133 15.1 163
Mexico 159 159 163 186 169
Nicatagua 178 179 19.5 37
Panama 196 204 198 207 202 _
Paraguay 9.2 84 9.3 8.0 8.0 1.9
Peru 20.5 179 17.5 14.2 162
Dominican Republic 13.1 12,5 93 10.6 111 114
Uruguay 162 174 152 15.6 13.5 150
Venezuela 247 323 269 247 285

B. Central Government total expenditure/gross domestic product .
Atgentina 8.8 10.8 124 179
Bolivia 16.7 149 335 @ 267 43.3
Brazil
Colombia 10.3 10.8 11.7 11.3 12.1
Costa Rica 218 17.4 16.7 219 220 16.9
Cuba
Chile 21.1 229 261 257 26.5
Ecuador 16.2 12.0 15.5 13.2 13.2
El Salvador 17.2 201 20.3 27.1 220 205
Guatemala 15.1 17.2 144 12.1 12.0
Haiti 16.4 18.0 248 230 219
Honduras 25.4 239 28.6 27.0 318 31.2
Mexico 18.8 224 28.2 268 244
Nicaragua 288 327 374 55.9
Panama 299 3.4 38.0 313 329
Paraguay 9.5 111 10.5 2.9 20 2.5
Peru 233 227 215 23 213
Dominican Republic 15.9 14.7 12.4 133 11.7 12.8
Uruguay 16.1 17.5 239 19.6 188 17.8
Venezuela 249 29.2 281 256 253

Source: ECLAC, Economic Survey of Latin America and the Caribbean, 1983, 1984 and 1985.
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Ttl:le 11

LATIN AMERICA AND THE CARIBREAN: TBRMS Ol' TMDE, 1930-1985
: - {Indexes: T9O7T0= 100)

Totd, Latin Ameériéa and - Non-oil-expo;lins
¢ the Caribbean® : - countties

1930 - 024 - - 953
1931 o 827 _ 78.1
1932 : 89.5 83.2
1934 _ 827 790
1935 - 933 896
1936 95.7 931
1937 100.3 - 910
1938 : 9.1 899
1959 : 933 80.5
1940 %08 964
1941 4.5 20.6
1942 948 934
1943 993 95
1944 106.2 103.3
1945 : 1029 " 1009
1946 118.1 1172
1947 121.0 1183
1948 1220 1102
1949 114.8 103.1
1950 1359 1149
1951 1354 1188
1952 1174 992
1953 129.2 109.2
1954 1258 1099
1955 123.] 90.1
1936 124.5 100.4
1957 130.6 98
1938 1193 92.4
1959 109.3 883
1960 106.4 9.6
1961 104.4 809
1962 988 858
1963 987 889
1964 100.4 96.4
1965 95.6 928
1966 95.8 9.7
1967 94.3 91.0
1968 95.2 913
1969 96.7 96.2
1570 100.0 100.0
1971 97.4 918
1972 100.0 96.2
1973 1134 107.1
1974 131.4 9278
1975 113.8 849
1976 1189 0.6
1977 125.8 98.4
1978 1127 882
1979 1168 84.2
1980 119.7 79.4
1981 110.2 710
1982 95.8 65.0
1943 943 63.0
1984 : 99.3 688
1985° 96.9 661

Source: 1930-1949; ECLAC, “América Latina: relacidn de presios del intercambio 192819767, 1977,
1950-198%: ECLAC, oo the basis of official figwres.
*Comprising 19 countries, *Excluding Mexico, Venezuels, Ecusdor, “Preliminary figures.
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Table 12

LATIN AMERICA AND THE CARIBBEAN: EXPORTS WITHIN
lNTEGRATlON SCHEMES, INTRA-LATIN AMERICAN

EXPORTS AND TOTALS |
(Millions of current doliars, FOB)

1960 1965 . 1970 1975 1978 1979
ALADI 2 i
Total exports 73448 93887 137867 296642 446301 60729.0
Exports to Latin America - «. 15835 50312 71743 100118
Exports to Latin America -
s percentage of voral . : 124 17.0 16.1 - 165
Exports within ALADI 566.6 8419 12660 40102 358384 BIM46
Expores within ALADI U :
as percentage of total 17 90 99 13.5 131 14l
Exports within ALADI a3 :
percentage of exports :
to Latin America - 199 79.7 814 856
Andesa Group” - ,
Tocal exports 33868 43460 34191 128978 162934 239313
Exports to Latin America - - 3690 20553 24042 34129
Exports to Latin America .
a3 percemage of cotal - - 10.5 15.9 148 143
Exports within Andesn Group 243 52.7 91.6 4771 6845 10751
Exports within Andesn Group ' '
as percencage of totsl 07 12 17 37 42 45
Expores within Andesn Group
as percemtage of expores .
t0 Latin Americs 161 232 283 315
Central American Common
Muarket (CACM) y B
Total exports 442 7625 11054 23094 39740 44625
Exports to Letin America - - 3137 643.9 9637 10342
Exports to Latin America ' .
as percentage of total . - 284 280 243 22
Expors within CACM 309 1328 287.1 541.3 8628 898.7
Exports within CACM as o
peccencage of toral 74 174 - 260 234 217 20.1
Exports within CACM ss
percentage of exports
to Latin America ns 838 893 869
CARICOM* -
Total exports 543.7 7502 10001 30285 31902 39081
Exports to Latin America - 65.2 259.7 297.6 439.6
Exports to Latin America o
a5 percentage of cotal - - 6.3 86 9.3 1n2
Exports within CARICOM 213 271 423 2168 2047 2357
Exports within CARICOM .
as percentage of total 39 36 42 12 6.4 6.5
Exports within CARICOM
15 percentage of exports .
o Latin America - - 6.9 835 688 82
Lasin America’ . -
Total exports . 85325 115186 152122 361828 527122 702656
latra-regional rrade 7499 12753 19697 59648 85365 115833
lntra-regional rade ’ .
as percentage of total a8 11.1 129 16.5 162 165
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(table 12 comcinded)

ALADI

Totel exporns

Expors to Latin America
Exports to Letin America
as percentage of total
Exports within ALADI
Exports within ALADI

as peroentage of toeal
Exports within ALADI

a8 percentage of exports
to Latin America
Andesa Group’

Total expores

Exports to Latin America
Exports 1o Latin America
as percencage of total
Exports within Andean Group
Exports within Andean Group
a3 percentage of toeal
Exports within Andesn Group
as percentage of exports
to Lacin America

Central American Common
Marker (CACM)

Total exports

Exports to Latin America
Exports to Latin America
as percentage of total
Exports within CACM
Exports within CACM

s of total
Exports within CACM

as percentage of cxports
o Latin America
CARICOM®

Total exports

Exporas to Latin America
Expors to Latin Areerics
as percencage of total
Exports wichin CARICOM
Exports within CARICOM
as percencage of cotal
Exports within CARICOM
as percentage of expors
o Latin Ametica

Latin Americe’

Total etports
lntra-regional trade
Intra-regional trode

as peccencage of cotal

1980 1981 1982 1983°% 1984  1983°
78 2378 86 6366 81 2625 82 2359 922938 84 9364
123148 13 4241 116383 90052 102814 N

157 1535 144 110 i .
109353 113481 97625 70160 81746 70107
140 13.1 120 B3 89 83
88.0 845 B3S 779 795 -
29 4289 292844 27 4340 227037 257231 24 1303
42027 48592 44282 31237 32195 -
146 166, 161 138 125 -
11910 12654 12282 7479 729.8 7428
41 43 45 33 28 31
278 260 217 9 77
42126 37923 33937 315206 39763 -
12498 11605 9697 9077 8728 -
283 306 286 258 220 .
L1189 9204 7612 7389 6993 -
254 245 224 210 176 -
89.5 80.1 RS Bl.4 801 -
53588 52815 42966 335755 34873 33296
6016 7042 7167 4387 3854 3332
10.8 133 16.7 12.3 11.1 100
3502 3750 3908 3250 2758 2782
63 7.1 9.1 9.1 79 84
82 53.3 543 74.1 716 8.3
B9 T2 97 381.0 90 273.0 906043 101 ORD.5 .
143316 154383 134740 104291 116309 - -
160 159 149 11.5 11.5 -

Sowrve: ECLAC, on the basis of official figores as av Sepeamber 1986,

*Eari LT

G

1984,
cmnrries, Hani, P

*Excluding Chile.

peises only Barbwd y
B8 in 1982; 83%F in 1983, and 755 in 1984,

and Duom

Jamaicu and Trinidsd and Tobugu. “Peru: coverage
“Veneruels dots out include expors of iron ore in 1983 and
) finchoding eleven ALADI councries, five CACM countries, four CARICOM
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Table 13

LATIN AMERICA AND THE CARIBBEAN: ESTIMATED
EFFECTS OF DROP IN LIBOR
INTEREST RATE, 1986

’ Net Effect of a
Nec drop of 2.5
external e;:::‘;:l pefcentage import of &';: R
debe” flosting ~ Poinsin  goodsand Ty
(M:;":f interest u_oon ”Sslsm
a:e . racs asa O ineerest v ’ (4)
965 in ot payments {millions ( ot
millions  FENAES aillions  of dollars) P:“')
of dollaes) b of dollacs) 8¢
( (1H*2)%025
H (2) 3 4) (3
Latin Americe ' '
and the _
Caribbean 335 446 7 6 043 77 677 78
Oil-exporting '
countries 140 136 79 2774 33 516 83
Mexico 93 333 85 1983 18 806 10.5
Venezuela 24 568 84 515 9 065 5.7
Peru 12 131 45 136 2 667 5.1
Ecuador 6 786 68 - 115 2 268 5.1
Bolivia 3318 30 25 710 3.5
Non-ail-
exporting :
countries 195 310 67 - 3 269 44 161 1.4
Brazil 92 276 75 1730 16 939 103
Argentina 46 150 70 808 5150 15.7
Chile 17 527 84 68 3935 9.4
Colombia 11 404 60 171 5 416 32
Nicaragua 4 936 15 19 880 21
Uruguay 4 741 435 53 T 1051 5.2
Costa Rica 3 623 50 4% 1261 3.6
Panama 3553 25 22 3147 0.7
Dominican .
Republic 2450 25 15 1286 1.2
Honduras 2519 14 9 1140 0.8
Guatemala 2 296 22 13 1269 1.1
El Salvador 1 839 10 5 1263 0.4
Paraguay 1352 30 10 1144 09

Hairi 644 5 1 400 0.2

Source: ECLAC, on the basis of official data and various international sources.

“The nec extecnal debt equals the total disbursed external debe less the gross international reserves
{exchuding gold). *The LIBOR rate applicable in 1986 is 7.8% (average berween 8.2% for
second half of 1985 and 7.4% for 1986}, whereas the corresponding rate for 1985 was 10.2%. There
has thus been a drop of 2.4 percentage points,
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Figure 1

LATIN AMERICA AND THE CARIBBEAN: AN.NUAL GROWTH RATES OF THE
GROSES DOMESTIC PRODUCT '
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Source: ECLAC, on the basis of official figures.
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Figure 2

LATIN AMERICA AND THE CARIBBEAN: EVOLUTION OF AVERAGE REAL
WAGES IN SOME COUNTRIES

{Indexes: 1980+ 100)
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Figure 3

LATIN AMERICA AND THE CARIBBEAN: EVOLUTION OF URBAN
UNEMPLOYMENT IN SOME COUNTRIES?

{Average annual rates}
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Figure

4

LATIN AMERICA AND THE CARIBBEAN; MONTHLY YARIATIONS IN THE
CONSUMER PRICE INDEX IN SOME COUNTRIES

{Percentages}
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Figure §

LATIN AMERICA AND THE CARIBBEAN: GROSS DOMESTIC FIXED
CAPITAL FORMATION

{Average percentage variation 1932.1085 Javerage 1980-1981)
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Source: ECLAC, on the basis of official figures,

182



Figute 6
LATIN AMERICA AND THE CARIBBEAN: NET CAPITAL INFLOW AND

TRANSFER OF RESQURCES
{Bitiions of doliars}
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Figure 7
LATIN AMERICA: TERMS OF TRADE
{Indexes: 1970= 100}
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Soturce: 1930-1949: ECLAC, “América Latina: Relacion de precios de intercambio™,
Santiago, 1976,

1950-1985: ECLAC, on the basis of official figures
4Comprises 19 countries. Excludes Ecuador, Mexico and Venezuela,
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ECLAC publications

ECONGMIC: COMMISSION FOR LATIN AMERICA AND THE CARIBBEAN
Casilla 178D  Santiage. Chila

PERIODIC PUBLICATIONS
CEPAL Review

CEPAL Reviow first appeared in 1875 as part of the Publicstions Programme of the Econemic
Commission for Latin Ametica and the Caribbaan, its sim baing to meke & contribution to the study of
the economic and social development probiams of the region. The views expressad in signed sriicles,
including those by Secretarist steff members, are these of the suthors and therefore do not
necessatily rafiect the point of view of the Organiretion.

CEPAL Review is published in Spenish and English versions three times 8 yesr.

Annual subscription costs for 1987 ara US$ 16 for the Spenish version snd US$ 18 for the English
varsion. The price of single issues is USS § in both cases.

Estudie Econdmico de Ecanemic Sarvay of Latin
Amibrica Latina y ol Caribe Americe sad the Caribbaan
1980 &64 pp, - 1980, 829 pp.
1981, 883 pp. 1981, 837 pp.
1982 vol | 693 pp. 1982 vol f 658 pp.
1582 vol § 139 pyp. 7982 vol N 186 pp.
1983 vol 1 694 pp. _ 1983, vol / 690 pp.
1883 vol # 179 pp. 1983, vol # 166 pp.
1984 vol {702 pp. ) 1984, vol { GBS pp.
1884 vol # 233 pp. : 1984, vot B 216 pp.

1988, 872 pp. .

{Issuas for previous yesrs also aveilable}



Aswario Estadistico da América Latina y al Carlbe/
Statisticel Yoarbook for Latin Amarice and the Caribbase (Wiingia)

1380, &17 pp. 1984 781 pp.

1381, 727 pp. 1885, 792 pp.

1883 (covers 1982/1083) 749 pp. 1386, 782 pp.
{Issuss for pravious yeers slso svgilabis)

ECLAC Bosks

Manus! da proysctos de deserrolio acondmice, 1968, 6° ed. 1980, 264 pp,

Massal 88 sconewic Sovaiopment projects, 1958, 2nd. od. 1972, 242 py.

Américe Lating an 8l umbral da los affos ochants, 1979, 2° ed. 1980, 203 pp.
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