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PROGRESS TOWARDS THE LATIN AMERICAN COMMON MARKET

The Working Group on the Latin American Regional Market, set up under resolution 116 (VII) of the Commission, met at
Santiago, Chile, for the first time in February 1958 with a view to taking a more decisive step towards the objective set forth
in the relevant resolutions previously adopted by the Trade Committee. The Bulletin published the Bases for the formation
of the Latin American regional market, which constituted the main conclusions of the Group’s discussions embodied in its
report.l

A year later, from 16 to 27 February 1959, the Working Group held its second session in Mexico City to consider those
bases more specifically and to make recommendations to Governments through the Secretariat of the Commission which collaborat-
ed closely with the Group, both in the preparation of documents and in the discussions themselves. The following members
attended the sesston, which was opened by Mr. Philippe de Seynes, under-Secretary for Economic and Social Affairs of the United
Nations; Carlos D'Ascoli, Senator (Venezuela); José Garrido Torres, Executive Director of the Department of Currency and
Credit of Brazil; Rodrigo Gémez, Director-General of the Banco de México; Flavian Levine, Director of the Banco Central de
Chile, Professor of the University of Chile and Manager of the Compaiiia de Acero de Pacifico; Carlos Lleras Restrepo, Senator
(Colombia) ; Eustaquio Méndez Delfino, President of the Buenos Aires Stock Exchange and former President of the Honorary
National Commission of Economy and Finance of Argentina; Raymond F. Mikesell, Professor of the Economics Department
of the University of Oregon, United States; Juan Pardo Heeren, former Minister of Finance of Peru, and Galo Plaza, former
President of the Republic of Ecuador.

The Group elected Mr. Galo Plaza and Mr, Carlos Lleras Restrepo Chairman and Rapporteur respectively. It began its
work on the basis of the report Possible alternatives for the establishment of the Latin American regional market2 which the
ECLA Secretariat submitted for its consideration. The results of its discussions are contained in the report entitled Recom-
mendations concerning the structure and the basic principles of the Latin American common market. (E/CN.12/C.1/WG.2/10).
In view of the importance of this document, the Secretariat considers it necessary to give it the widest possible publicity
and to include it in this Bulletin, excluding only the pages dealing with the background data, which in any case are summarized
sufficiently in this note.

The Working Group’s report has already been transmitted by the ECLA Secretariat to member Governments and will be
submitted to the Trade Committee at its second session to be held at Panama City in May 1959, immedistely prior to the eighth
session of the Commission. The report contains the Group’s recommendations on the structure of the common market and the
basic principles which might govern its operation. Further progress on this project will depend on the attention which Govern-
ments devote to these recommendations and on the decisions taken with regard to them at the next session of ECLA. Indeed,
should the Governments at Panama City approve the structure and basic principles recommended by the Group in its report,
sound bases will be established for drawing up the common market agreement, and as the idea of the common market
matures in the minds of the Latin American public, the time will have come for practical action.

1 See Vol. ITI, No. 1, March 1958, p. 1 et seq. The note also had before it two other documents: Informe sobre la
preceding the Bases contains all the background data for marcha_de los trabajos relativos al inventario de la indus-
the session mentioned. The complete text of the Group’s tria latinoamericana (E/CN.12/C.1/WG.2/8) and Govern-
report was published in document E/CN.12/C.1/WG.2/6. ment policies affecting private foreign investment in a

2 See document E/CN.12/C.1/WG.2/7. The session Latin American regional marke: (E/CN.12/C.1/WG.2/9).

RECOMMENDATIONS CONCERNING THE STRUCTURE AND BASIC PRINCIPLES OF THE
LATIN AMERICAN COMMON MARKET

1. INTRODUCTION

At its first session, the Working Group prepared a Economic Commission for Latin America to carry out
series of bases or points of view designed to serve as additional studies and research which would help the
a guide for further studies on the gradual and progres- Group to continue its work during its recently completed
sive establishment of the Latin American commeon market. second session,

At the same time, it requested the Secretariat of the The Secretariat’s contribution proved highly useful
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during that session and enabled the members of the
Group to crystallize, in the form described in this report,
their ideas on the structure which the common market
should assume and on the basic principles which should
govern its operation.

The Group feels that if, at the eighth session of ECLA
to be held at Panama City in May 1959, member Govern-
ments give their general approval to the recommendations
set out in this report, the Secretariat could then prepare,
in close collaboration with the Governments concerned,
an initial common market draft agreement which would
help to bring together those countries interested in put-
ting the idea into immediate effect.

The task is not easy. But the existence of a ready-
made structure and of some clearly-defined working
principles, approved by Governments, would make it less
difficult. Even so, the method of expressing this struc-
ture in terms of specific projects and of setting targets
for reductions in duties and similar taxes and restrictions
will require an effort of considerable magnitude as
regards both time and concentration. However, this work
must be done, and one of the advantages of approving
these recommendations would be that a specific model
would be provided. Otherwise, the work would prove
extremely complicated and time-consuming.

Given the essential character of these recommenda-
tions, which are presented to the Secretariat for transmis-
sion to member Governments, and given the Group’s
terms of reference, the members of the Group have
never had any intention of formulating a specific agree-

II. BASES FOR A POSSIBLE AGREEMENT SETTING UP THE LATIN ..

A. STRUCTURE

I. Objectives

1. The agreement setting up the common market is
designed to help expedite the balanced economic develop-
ment of Latin America, its progressive industrialization
and the introduction of improved techniques in its agri-
culture and other primary activities, with a view to
promoting higher levels of living for its peoples, through:

(a) The establishment of a preferential system for
trade among Latin American countries; and

(b) The growth of its foreign trade as a result of the
expansion of industrial exports and the promotion of
exports of agricultural and other primary commodities,
bOt}idWithin Latin America and with the rest of the
world.

I1. Juridical form

2. The juridical form contemplated in this agreement
is that of a free-trade zone designed to be transformed
gradually into a customs union, it being understood that
this form may be adapted to the actual requirements of
Latin America.

III. Customs and liberalization régime

3. In order to establish the common market gradually
and progressively for all products included in the inter-
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ment. * The definition of terms and their scope, required
in such a draft, have not been considered in this case.
It was felt preferable to put forward basic ideas, bring
out their general content and avoid those special cases
or problems which require individual interpretation. The
Group feels that what is required at the moment is to
sketch the general outline of the common market so as
to provide the Secretariat with a basis for entering upon
a new stage in its work. Governments, with this clear
outline before them, will be in a better position to weigh
the advantages of the common market and its repercus-
sions on their respective economies. Progress towards
an agreement for actually setting up such a market will
thus be facilitated.

Of course, more time than was available to the Group
at this second session would have been needed to tackle
further problems of the common market’s establishment
and operation. Approval of these recommendations by
Governments would constitute the essential starting-point
for entering into these other matters.

Mr. Raymond Mikesell stated that he was unable to
agree with every point of detail in the report.

1 Trade Committee resolution 3 (I), under which the Work-
ing Group was set up, assigned to it the following functions:

(a) To define the characteristics of the regional market,
bearing in mind the differing degrees to which the countries of
the region are industrialized;

(b) To study its possibilities and projections;

(c) To submit recommendations on basic principles and
procedures for its establishment, within the terms of reference
of/the ')l'rade Committee as defined in resolution 101 (VI) (E/CN,
12/410).

%iCAN COMMON MARKET
A
national trade of the Latin American countries, the re-
duction of customs duties and other similar taxes and
restrictions will be carried out in two stages.

The first stage, lasting ten years, will involve the
substantial reduction, among the parties to the agree-
ment, of customs duties and other taxes similar in their
effect and the elimination of other restrictions converted,
where necessary, into customs duties.

The reductions referred to in this section will be
irrevocable, except as provided in sections II and VIII
of the Basic Principles, and will be effected in the follow-
ing manner:

(a) Within one year from the entry into force of
the agreement, a uniform percentage reduction will be
applied to each of the customs duties, together with an
equivalent reduction of other restrictions;

(b) Within five years from the entry into force of
the agreement, non-tariff restrictions will be eliminated
or converted into customs duties, except as provided in
section VIII of the Basic Principles; and

(c) During the first stage of ten years, customs
duties and other taxes similar in their effect will continue
to be reduced to the point where they reach the average
levels fixed in accordance with the criteria laid down in
paragraphs 5 and 8 below.

The Committee will supervise the implementation of
the provisions set forth in this section and of any ad-
ditional pacts entered into by member countries in
carrying out the agreement, for the purpose of effecting



gradually and progressively the reductions which are
specified.

4. During the second stage, the reduction of duties
and similar taxes will proceed further, and, as this
reduction progresses, the preferences referred to in para-
graph 10 will be gradually abolished in order to com-
plete the organization of the common market.

Before the end of the first stage, the Committee will
make arrangements for negotiations to fulfil the above
purpose.

IV. Classification of products

5. With a view to carrying out the measures referred
to in paragraph 3, products will be divided into the fol-
lowing three categories:

Category 1. Primary goods;

Category II. Capital goods, motor vehicles, other
durable goods, intermediate articles and others for which
demand tends to grow relatively intensively or a large
import substitution margin exists;

Category III. Manufactured goods for current con-
sumption in respect of which demand tends to grow
relatively slowly and import substitution possibilities may
become exhausted or considerably strained, except for
the import substitution margin in those countries which
are in the incipient stage of development referred to in
paragraph 7.

V. Programme for the first stage

6. During the first stage, the reduction of customs
duties and of other taxes similar in their effect will be
carried out in the following manner:

(a) Abolition of such duties and taxes in the case of
products in category I, with the exceptions to be agreed
upon —when they are indispensable and with particular
reference to agricultural commodities— in order not to
affect certain branches of production so long as it is
impossible to put the productive factors involved to more
economic use;

(b) For products in category II, the target will be
reduction or abolition of customs duties to the point
where, within this category, the lowest possible average
is achieved in order to intensify regional trade in these
items;

(c¢) For products in category 111, the target for the
reduction of customs duties will be lower than that for
category 1I to ensure that the specialization of existing
industries and their adaptation to common market con-
ditions is effected gradually and without creating dif-
ficulties which impede the regular employment of the
productive factors involved.

VI. Régime for relatively less developed countries

7. In order to encourage the development of countries
in the early stages of industrialization and to make the
benefits of the common market available to them on bases
of effective reciprocity with the industrially more ad-
vanced countries, they will be given differential treat-
ment.

For this purpose, the Latin American countries will
be classified as follows according to their respective
available margins of import substitution and their re-
spective export possibilities in each of the categories of
goods listed in paragraph 5:

Group A. Countries of more advanced development
in categories 11 and III.

Group B. Countries of relatively advanced develop-
ment as regards manufactured goods for current con-
sumption (category II1), and whose production of capi-
tal goods and other goods in category II is incipient or
non-existent.

Group C. Countries of incipient development as re-
gards manufactured goods for current consumption (cate-
gory III) and undeveloped as regards capital goods and
other goods in category II.

8. The following procedure will be adopted for ac-
cording differential treatment to countries of incipient
development in groups B and C:

(a) The agreement will establish their reduction tar-
gets during the first stage, for categories of products in
which their development is incipient, at average levels
of duty moderately higher than those generally laid down
for parties to the agreement;

(b) Negotiations will be held within the Committee
whereby a given group of countries will grant special
concessions to countries whose develooment is incinient
as regards products in categories II and IIL. (Such
concessions may be made by countries in group A to
those in group B or C or by countries in group B
to those in group C). If the concession is made to a
country in group C, it will be automatically extended
to the other countries of this group; if it is granted by
a country in group B, it will be extended automatically
to countries in groups B and C.

In return for these special concessions, countries in
the early stages of development may in turn grant facil-
ities for imports of capital goods or other =oods in
Category Il from countries in group A or B or for
imports of current consumer goods from countries in
group B, either by reducing customs duties below or
within the average level fixed for them or by increasing
their duties vis-a-vis the rest of the world if that should
prove necessary to establish an effective preference in
respect of given items. The facilities which countries
in groups A and B receive by virtue of this reciprocity
will be extended automatically to all the parties to this
agreement.

VII. Size of the market and initial groupings

9. The common market must include all the Latin
American countries or the greatest possible number of
them. This aim will not prevent an initial group of coun-
tries from launching the common market provided (a) all
the countries of Latin America are invited to the initial
negotiations; and (b) those that do not sign the agree-
ment at the outset are allowed to do so later in one of the
following ways:

(i) within the first year of operation of the agree-
ment, in which case the new members will be allowed
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the same periods of time for reducing their customs
duties as those fixed for the original signatories;

(ii) after the agreement has been in operation for
more than one year, in which case the new members
will be allowed the periods of time still remaining to the
original signatories for achieving the targets specified.
However, it may be agreed upon after negotiation that
the period of ten years laid down in paragraph 3 should
start from the date of accession of the new signatory,
both as regards the reductions it is to grant and those
to be granted to it by the other signatories.

VIIL. Specific complementarity and specialization agree-
ments

10. For the purpose of promoting industrial comple-
mentarity or specialization, two or more participants,
linked by geographical proximity or common economic
interests, may, with the Committee’s approval, agree
upon reduction or abolitions in respect of customs duties
which are not designed to be extended automatically to
the other members. Such reductions or abolitions will
not be calculated at the average level of customs duties
laid down as a general target for all parties to the agree-
ment.

I1X. Treaties on trade or economic matters not covered
by the agreement

11. Member countries which consider it necessary
may conclude treaties among themselves for seitling
specific trade or economic matters not covered by the
agreement, such as those relating to their border trade
or the pooling of natural resources from adjacent natio-
nal zones.

Such treaties must be submitted for the Committee’s
approval.

X. Most-favoured-nation treatment

12. In each signatory country, the products and ser-
vices originating in the other signatory countries, or
exported to them, will enjoy in all respects treatment
no less favourable than that granted to any country,
whether a party to the agreement or not.

Hence, all the reductions of customs duties —as well
as the reduction or abolition of taxes and other restric-
tions which, in fulfilment of the established targets or
of any higher ones, a country may make unilaterally,
bilaterally or multilaterally— will be extended to the
other signatories, except for the following:

(a) Special concessions granted reciprocally to coun-
tries in the early stages of industrial development, in
accordance with paragraph 8;

(b) Reductions resulting from the industrial comple-
mentarity and specialization agreements referred to in pa-
ragraph 10, and the treaties mentioned in paragraph 11;

(c) Existing preferential concessions, the elimination
of which must be brought about gradually in order to
avoid disrupting normal trade channels;

(d) The concessions provided for in the instruments
of the Central American common market.

The temporary differences in customs duties resulting
from the accession of additional countries to the agree-
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ment, in accordance with paragraph 9, will not be af-
fected by the application of the rules set forth in the
first and second sub-paragraphs of this section.

XI. Committee

13. For the purpose of administering the agreement
and facilitating the attainment of its ends, a Committee
on Trade Policy and Payments composed of representa-
tives of all the member countries will be set up to carry
out the negotiations arising from the agreement.

B. Basic PRINCIPLES

The Working Group considers that the structure
which has been recommended for the establishment of
the Latin American common market should be supple-
mented with a series of basic principles which cover
various aspects of the actual operation of the market, so
as to ensure the successful attainment of its aims.

For this purpose, the Working Group recommends
the adoption of the following basic principles which will
have to be worked out in further detail during the nego-
tiations required for the adoption of the agreement itself:

I. Reciprocal trade benefits of the common market

1. For the success of the common market it is impor-
tant that all the member countries should have the op-
portunity of expanding their exports at the same time as
they take action to reduce their duties, taxes and other
restrictions on imports. To this end, member countries
which, as a result of the facilities granted to them, in-
crease their exports to the common market without a
proportionate increase in their imports, should accelerate
the rate at which they reduce their duties, taxes and
other restrictions.

The Committee, after consulting member countries,
will submit recommendations for the attainment of this
objective.

I1. Stability in reciprocal treatment

2. Member countries will not increase among them-
selves the duties, taxes and other restrictions in force in
each of them at the time of their accession to the agree-
ment nor those resulting from the reductions and aboli-
tions they may subsequently make, either in fulfilment
of the targets set in the agreement or within the régime of
special concessions referred to in paragraph 8 of this
report relating to the structure.

The following cases will constitute exceptions to this
rule:

(a) Cases in which a member country wishes to modify
its customs tariff in order to enable the tariff to absorb
the effects of non-tariff restrictions. Such a transfer may
be effected only during the first five years of operation
of the agreement;

(b) Emergency cases provided for in section VIII of
the Basic Principles;

(c) Other exceptional cases agreed upon among the
member countries during their negotiations preceding
the conclusion of the agreement.



III. Determination of the origin of goods

3. As soon as it has been constituted, the Committee
will lay down the criteria or principles to be followed
for determining when a product originates from one of
the member countries, for the purposes of applying the
preferential treatment accorded in the free-trade zone.

IV. Equalization of customs duties

4. At regular intervals, the Commiitee will specify
the products in respect of which it will be necessary to
arrange for the equalization of customs duties for imports
from third countries, either for the purpose of esta-
blishing an adequate regional preference or in order to
solve other problems resulting from lack of uniformity
in existing duties. As regards these products, member
countries will agree, through negotiations in the Com-
mittee and bearing in mind the Committee’s recommenda-
tions, upon the common duties to be adopted and the
form and time-limit or gradual stages for their adoption.

V. Co-ordination of trade policy

5. Through the Committee, the member countries will
endeavour to conduct jointly or, if this is not possible, in
co-ordination, trade negotiations with third countries to
ensure the common protection of their interests and to see
that any concessions which may be granted to third coun-
tries do not preclude a suitable margin of preference
within the common market or that such concessions do
not impede the application of the agreement and the
attainment of its objectives.

VI. Special programme for the reduction of high customs
duties

6. The Committee will consider the desirability of
drawing up regulations to secure the reduction among
member countries of very high customs duties. To this
end, the Committee may establish a periodic compulsory
percentage reduction of those customs duties which exceed
the value of the products in question by a certain per-
centage.

VII. Rules of competition

7. In order to contribute to the smooth working of
the common market, exports from one member country
should not be allowed to interfere, through unfair com-
petitive practices, with the activities of other participants,
either as a result of competitive currency depreciation
or in any other way.

Member countries must also refrain from discrimina-
tory practices, so that the export prices of each article
remain the same irrespective of the market of destination.

The Committee will be the judge of when a member
country is engaging in discriminatory or unfair practices
in its trade with the others and will take action to remedy
the situation.

VIII. Measures to remedy balance-of-payments disequi-
librium

Member countries whose over-all balance-of-payments
has improved as a result of the reduction policy will ac-

celerate the rate at which they lower their duties, taxes
and other restrictions. The Committee will make recom-
mendations for the achievement of this objective.

Those members which, as a result of this reduction
policy, have incurred a deficit, or increased an existing
one, may temporarily slow down the rate of reduction
after consulting the Committee. However, this slowing
down will not absolve the debtor countries from the
obligation of taking action to correct their disequilibrium.

IX. Emergency measures (safeguard clauses)

8. If the application of the measures for reducing
customs duties and other taxes and restrictions provided
for in the agreement should give rise to serious distur-
bances in any important sector of a country’s economic
activity, or cause considerable unemployment of labour
which cannot be absorbed in other activities, the country
concerned may suspend temporarily, as an emergency
measure, the application of concessions already granted
as well as the granting of new concessions. At the same
time, it may put into effect special measures to protect
the national interests involved.

The Committee will be duly informed of the suspen-
sion, will promptly examine the underlying causes and
will initiate whatever collective measures it deems neces-
sary for remedying it.

If the suspension of concessions should be prolonged
for more than one year, negotiations will be held, at the
request of any member country, with a view to re-
establishing the reciprocal situation prevailing before,
or to finding new ways and means of ensuring equi-
librium.

I1X. Customs and statistical co-ordination

9. Within five years from the entry into force of the
agreement, member countries will adopt a standard cus-
toms nomenclature, as well as common customs defini-
tions, procedures and regulations, and will co-ordinate
their national statistics, bearing in mind the different
needs which will arise from the implementation of the
agreement and the operation of the common market.

The Committee will lay down the necessary eriteria
in order to facilitate the implementation of this provision.

X. Participation of representatives of economic activities

10. In the organization and operation of the common
market, the Committee will maintain close contact with
representatives of the different economic activities and
enlist their help in the preparation of appropriate
measures.

XI. Payments régime

11. The effective operation and development of the
common market will require the organization of a
payments and credit régime to facilitate the multilateral
liquidation of transactions among member countries,

The criteria to be adopted in this respect should
envisage the opening of sufficient credit to encourage
a substantial growth of trade within the common market.
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ITI. COMMENTS ON THE RECOMMENDATIONS

A. COMMENTS ON THE STRUCTURE

1. Objectives

In support of the conclusions reached by the Working
Group during its first session at Santiago in February
1958, the report recommends to Governments the gradual
and progressive formation of a Latin American preference
zone as a further step towards constituting the common
market. In this zone, all products, both primary and
industrial, of Latin American origin should receive, in
trade among the various countries, preferential treat-
ment vis-G-vis the rest of the world.

The Group considers that, at the present stage of Latin
American economic development, this preferential system
is essential to boost industrialization. Apart from the
beneficial effects which it will have on the level of living
of the population, it will enable Latin American indastry
to develop its industrial exports to the rest of the world
and thus invigorate its international trade.

2. Juridical form

The Group considered that, to begin with, the common
market should be legally constituted as a free-trade zone.
It thus does not explicitly recommend the immediate
establishment of a common customs tariff for all the
Latin American countries vis-a-vis the rest of the world,
as in the case of a customs union, although gradual pro-
gress must be made towards this objective to facilitate
the development of the common market.®

In this respect the Group feels that Latin America
should work out a solution suited to its actual require-
ments, i.e., in harmony both with the conditions and with
the possibilities of its economic development. Conse-
quently, the choice of the free-trade zone and its gradual
evolution towards a customs union does not in any way
imply strict adherence to pre-conceived formulae but an
effort to adapt these formulae to the actual Latin Ame-
rican situation.

3. Specific objectives and stages for their attainment

The final objective of the common market is the
elimination of all duties and restrictions among the
Latin American countries.

2 As regards this trade in traditional commodities, the Trade
Committee in its resolution 4 (I), paragraphs 2 (a) and (b),
recommends to Governments:

“That such products be marketed among the Latin American
countries at international prices and on terms similar to those
prevailing for the region’s trade with the rest of the world; and
that, prices and other conditions being equal, the commodities in
question be purchased as far as possible within Latin America,
to the extent permitted by the foreign trade régime of the coun-
tries of the region;

“That, in accordance with prevailing world market conditions,
countries which cannot meet their own needs purchase such prod-
ucts as far as possible from the usual sources of supply within
Latin America, in so far as the producer countries are in a posi-
tion to meet the requirements of their regular customers, and, in
the case of countries maintaining payments agreements, when the
vayment availabilities created in the consumer countries so permit.”

8 Under Basic Principle IV, the Committee is to specify at
regular intervals the products in respect of which customs duties
on imports from outside the common market should be equalized or
standardized in the member countries.
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The Group began by considering in detail whether:
(a) an attempt should be made from the outset to secure
an absolute undertaking by all the participating Govern-
ments to abolish completely customs duties and other
similar restrictions within a given period; or (b) whether
it would be more desirable to divide the common market
process into stages and to try to fix limited objectives
for an initial stage, leaving for subsequent negotiation,
during a second stage, whatever measures seem advisable
in the light of the experience gained.

To accept an absolute undertaking from the outset
in a field in which Latin America is completely lacking in
experience might prove to be a real leap in the dark.
Fortunately, such a course is unnecessary. The final aim
of achieving the common market and the possibility of
reaching initial agreement on limited but very specific
and well-defined objectives are perfectly compatible. The
gradual attainment of such objectives should provide
Governments with experience of the best way of reaching
the final objective within a more or less short period.

In this context, it is felt —and this report so recom-
mends— that the most suitable type of agreement would
be one under which participating Governments would un-
dertake to eliminate all their restrictions or convert
them into customs duties and reduce the amount of
these duties in such a way that, after a period of ten
years, the average level of customs protection does not
exceed a certain level. Once this aim has been achieved,
the Governments, profiting from the experience gained,
would enter into new general negotiations with a view to
agreeing in what form, to what extent and within what
period of time the reduction of duties could be continued
during a second stage.

The main advantage of a formula of this kind is that
it combines a cautious attitude with a firm decision to
reduce the present levels of protection among the Latin
American countries. Even though the undertaking is only
a partial one, it nevertheless sets specific objectives which
pave the way towards the common market. The idea
would court failure in actual practice if Governments
merely expressed pious intentions without any agreement
on a substantial reduction of present tariff levels. In the
Group’s opinion, such an undertaking is the minimum
required as a starting-point for the formation of the com-
mon market.

Reference has just been made to the idea of reducing
import duties to a certain average level, after a period
consisting of a given number of years* This procedure
offers two essential advantages: (a) it will allow Govern-
ments great flexibility in the application of reductions;
and (b) it will facilitate negotiations for the accession of
new countries.

So far as flexibility is concerned, the average will
enable each Government to initiate and continue the reduc-
tion of duties and restrictions in the form best suited to
its interests, always provided that the average level agreed
upon is finally reached. Within the margin of flexibility

4 It should be emphasized that what is contemplated under
the average-level procedure is not an undertaking to reduce the
initial level of duties by a given percentage but an undertaking
to bring those duties to a certain agreed average level on the
completion of a stipulated period of years.



of this average-level procedure, each Government would
be free to continue introducing unilaterally the reduc-
tions to be effected in fulfilment of the undertaking
made, or to negotiate such reductions bilaterally or multi-
laterally with other contracting countries. However, it
is important to stress again that these reductions would
not be carried out haphazardly but according to a clear-
cut plan: that of not exceeding, at the end of the first
stage, the average level of import duties agreed upon.

An example will throw further light on this idea.
Suppose that, within a given category of goods, the
present level of customs duties in a given country is 40
per cent and that the Governments agree to reduce the
average in question to 10 per cent at the end of the ten-
year period. This in no way signifies that customs duties
will have to be reduced to 10 per cent for all the products
in that category. On the contrary, the Government of
the country in question may reduce duties in the manner
it considers most convenient. It is conceivable, for exam-
ple, that for a third of the imports in this category
duties may be eliminated altogether; for another third,
the average might be reduced to 5 per cent; and hence
for the remaining third an average of 25 per cent could
be maintained.? This latter average would include duties
higher than 25 per cent to compensate for other relatively
low duties. In other words, the system is extremely
flexible and will enable Governments to take expedient
measures without infringing the undertaking to reduce
the average level to the agreed figure.

In order to achieve even greater flexibility, the man-
ner in which these reductions in the average are to be
carried out periodically would not be laid down in the
agreement but would be left for a subsequent decision by
Governments in a committee of representalives, whose
establishment is also recommended by the Working
Group. In this way, if the gradual reduction of import
duties among member countries were not proceeding at
the proper speed for the purposes of the agreement,
measures might be worked out for increasing the tempo
and intermediate targets might even be adopted.

The averages system also offers great advantages in
connexion with the accession of new countries. For if an
initial group of countries had begun to form the common
market, any couniry wishing to join it later could be
incorporated simply by accepting the averages agreed
on by the others.

If this procedure were not followed, the incorporation
of a new country would give rise to difficult and trouble-
some negotiations, negotiations which would be the
more protracted the greater the number of contracting
countries. Moreover, it would be difficult to determine
the equivalence of concessions between the countries
already in the common market and the one wishing to
join it.

All this is avoided by the averages system. The new
participant will merely have to undertake to reduce
average customs duties in the manner agreed on by the
other parties to the agreement to become a member.

The Working Group did not consider it advisable to

5 This would happen if the import figure, and hence the weight-
ing in the average, is equal for each of the three parts into which
the products in this category have been divided for the purpose
of the illustration.

specify the amount of the desirable reduction in duties
in exact terms. It believes that for the moment it is
enough to establish the procedure for making the reduc-
tion, and the stages by which the plan should be carried
out. If at the forthcoming session at Panama, Govern-
ments should take a decision with regard to the procedure
recommended in this report, the problem of the actual
target figure for the reduction of import duties can then
be taken up. Once the relevant recommendation had
been approved by Governments, the secretariat, together
with such experts as it may be decided to appoint, would
carry out a careful investigation with a view to submit-
ting to Governments for their consideration, the alter-
natives considered most suitable.

In addition to the averages system as a means of
reducing customs duties and equivalent charges within a
period of ten years, the Working Group recommends
that this process should be initiated at once, within the
first year of operation of the agreement, by means of an
initial reduction (not in the form of an average) of each
and every customs duty and restriction (of the order say
of 5 to 10 per cent) with a view to introducing the
preferential system forthwith and giving it an initial
impetus which might perhaps be decisive for Latin
American trade. These cuts would later be counted as
part of the reductions towards the average to which
reference has already been made.

Similarly, the Group recommends to Governments
that within the first five years of operation of the
agreement all currency, quota or financial difficulties, etc.
hampering Latin American trade should be lifted. Since
these restrictions are due, in a number of countries, to
the fact that the customs tariff has lost its effectiveness
in practice, partly as a result of inflation, the Group
recommends that Governments should be left to decide
whether or not and to what extent, to convert these restric-
tions into customs duties before abolishing them.® Natur-
ally, the customs duties thus increased would be subject
to the levels agreed on and to the reduction rate or
procedure fixed for the gradual attainment of those
levels.

The Group recommends that in principle the reduc-
tion of customs duties and other equivalent charges (as
also the elimination of other restrictions) should be irrevo-
cable, so as to ensure the stability of the reciprocal
treatment —with exceptions which will be dealt with in
the appropriate place.”

4 & 5. Classification of products and programme for the
the first stage

The Group considered it advisable to recommend to
Governments that in the initial common market agree-
ment products should be divided into three categories
according to their nature and to the degree of develop-
ment of the industries concerned in the various Latin
American countries. These three categories are as follows:

Category I. Primary goods.

6 See sub-paragraph (a) of Basic Principle IL

7 Basic Principle II provides more specifically for an obliga-
tion not to increase the duties, charges and restrictions referred to,
whether original or already reduced, but indicates certain excep-
tions which should be made, in the Group’s opinion, to this rule.
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Category II. Capital goods, motor vehicles, other
durable goods, intermediate articles and others for which
demand tends to grow relatively intensively or a large
import substitution margin exists; and

Category III. Manufactured goods for current con-
sumption in respect of which demand tends to grow
relatively slowly and import substitution possibilities
may become exhausted or considerably strained.

The position of these three groups from the point of
view of possibilities for the reduction of duties and the
addition of restrictions recommended for the first ten
years stage is very different. Thus, for example, the pri-
mary goods which are for the most part traditional
items in inter-Latin American trade offer the greatest
importance possibilities, in the Group’s view. Many of
them, especially mineral products and other raw materials,
could in a relatively short time be freed from tariff and
other restrictions.

In the sphere of agriculture, however, there are im-
portant instances in which the Working Group urges
proceeding with caution, for the two reasons given in
the comments on Basis II in its previous report.® In the
case of some of these products, the gradual improvement
of agricultural techniques would be a first step towards
their full incorporation in the common market, with a
view to establishing satisfactory conditions of inter-Latin
American competition. As regards other articles, it is
possible that future increases in their consumption will
in some cases tend to reduce the exportable surpluses of
producing countries in Latin America and that will
compel other Latin American countries to maintain or
increase their production even at costs above international
prices, with a consequent need for protection against the
rest of the world.?

To look at the matter from another point of view,
the rapid growth of the population of Latin America
and the absolute need to improve the quality of their
diet call more and more urgently for the better use of
the land available through a gradual improvement of tech-
niques. The common market will greatly assist this
productive development by permitting countries which,
owing to unsuitable ecological conditions, are able to
produce certain foods (or raw materials) only at rela-
tively high costs, to obtain them on more favourable
terms from other Latin American countries and use their
land for other types of production.

The lack of a common market, and more particu-
larly the lack of satisfactory payments arrangements
among the Latin American countries, has been one of
the factors hampering this better use of the productive
capacity of the land. To change this situation will require
a careful combination of measures of trade policy with
adequate programmes of agricultural development.

It will be seen from the foregoing that special at-
tention needs to be given to the agricultural products

8 See document E/CN.12/C.1/WG.2/6, page 10.

? Since the Working Group made this observation, recent
studies by the Secretariat have shown that this is in fact taking
place in such important products as wheat, with regard to which
it is very unlikely that the present supply-deficit of Latin America
as a whole can be reduced in the next twenty years. It would be
unwise therefore to drop the present system of protection without
introducing other measures to stimulate domestic production of
this and of other foodstufis.
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at present subject to duties or restrictions, and that they
should be dealt with, in view of their small number and
special problems they present, through product by prod-
uct negotiations,

The other two categories relate to industrial products.
Category II comprises products of industries which might
be described as dynamic, in view of the intensive ex-
pansion which may be expected of them in coming
decades in the industrially more advanced countries of
Latin America without, however, excluding the possibility
that they may take root and prosper in the hitherto less
developed countries.

The dynamic industries are in the main those produc-
ing capital goods, intermediate or semi-finished products
and certain durable consumer goods (in particular the
products of the metal transforming industries). These
industries are characterized by their high degree of capi-
tal intensity, their reliance on a substantially expanding
market —by virtue both of the growth of demand and
of the extensive possibilities such goods offer for import
substitution— and by the fact that they are new industries
or industries which do not yet exist in Latin America.
They thus have rapid growth prospects and offer broad
and immediate possibilities of complementarity, speciali-
zation and reconstruction without the serious adjustment
problems which the regional market would entail for
already established and consolidated industries or indus-
tries limited to a vegetative rate of growth. In other
words, it is in these dynamic industries that the greatest
benefits could be derived with the fewest disturbances
and adverse reactions.

This fact is of decisive importance for the common
market. It is not & matter of one country —in any static
sense— increasing its production at the expense of others;
there is room for all, if the basic conditions are created
which will permit the specialization of production; and
this will be the easier the more rapid the growth of
demand and production in the dynamic development
of the common market.

The position of the dynamic industries would thus
seem to be highly suited to a policy of relatively rapid
reductions of tariffs and restrictions, subject to the
differential treatment provided for in the case of coun-
tries in which these industries are at an early stage of
development.

The situation is quite different as regards the indus-
tries included in Category III, industries producing goods
for current consumption. In the more developed coun-
tries, these industries are already fully established; in
many of them, import substitution has been completed
for some time, and the growth of production will tend
to be slower than in the dynamic industries, gradually
following the population growth. It is clear, however,
that if a common market is established and export pos-
sibilities are opened up, some of these industries might
receive a strong impetus towards expansion.

With regard to the less developed countries, although
they offer room for the expansion of these industries
because the import substitution margin has not yet been
closed —on the contrary, it remains very wide in some
of them— the competition of the more developed coun-
tries could, if caution is not exercised, have unfavourable
immediate consequences for certain branches of industry.



These considerations induced the Working Group to
recommend different targets for these two different
groups of industrial products. For Category II, which
covers capital goods and other products of the dynamic
industries, it recommends as a target a low average rate
of duties which will stimulate Latin American trade in
these products to the greatest extent possible. For Cate-
gory III, consisting of manufactured goods for current
consumption, a higher average is recommended, in order
not to force during the initial stage of ten years a
reduction of duties which could perhaps cause disturb-
ances to existing industries. The reduction will have to
be graduated in such a way as to facilitate the progressive
development of these industries towards forms of spe-
cialization and greater productivity which will enable
them to develop within a broad system of inter-Latin
American competition.

Furthermore, to set a higher average rate of duties
as the target for this category of products would not
prevent those countries in which the manufacture of
certain goods of current consumption showed dynamic
characteristics from obtaining from others —with respect
to such products and within the general programme of
reductions— substantial tariff cuts, perhaps even greater
than those fixed for products in Category II.

6. System for less developed countries

It will be recalled that the main concern of the
Working Group at its first session was to arrive at
common market formulae which, far from placing dif-
ficulties in the way of the industrial growth of the less
developed Latin American countries, would give them a
vigorous impetus towards industrialization ; at the present
session the Working Group reached final conclusions on
this very important aspect of the matter. The Group
accordingly comsiders it advisable that the agreement
should contain a classification of countries according
to the degree of development in them of the industries in
Categories II and III, as follows:

Group A should comprise the countries which might
be called the economically more advanced countries of
Latin America, countries in which the industries pro-
ducing goods for current consumption —those in Cate-
gory III— are in full process of development, while the
capital and other durable goods industries —those in
Category II— are already making steady progress in re-
sponse to the demands of their economic development.
Group B comprises those countries in which the in-
dustries manufacturing goods for current consumption
have also developed in a manner similar to those of
countries in the previous group, while yet retaining a
wider import substitution margin, but in which, on the
other hand, the capital-goods and other industries in
Category 11 are either incipient or non-existent. Group C
comprises countries in which the industries producing
goods for current consumption are still in the early stages
of development and in which there is a wide import-
substitution margin and no capital-goods industries—
apart from certain exceptions, usually concerned with
intermediate products.

The Working Group believes that differential treat-
ment should be given for the benefit of countries in

groups B and C. To this end, it proposes that in the
common market agreement, with respect to these two
groups of countries, and as a target to be achieved
during the first stage, a moderately higher average level
of duties should be established for the categories of
goods produced by industries at the incipient stage of de-
velopment. Thus, for instance, if it were established as
a general target for the capital and other goods in Cate-
gory II that in ten years a level of customs duties should
be reached of not more, on an average, than 10 per cent
of the value of imports, then for the countries in groups
B and C an average level of duties of, for instance, 15
per cent could be established for this category of prod-
ucts. The same could be done with respect to consumer
goods in category III; in the case of these, an average
level could be established for countries in group C
higher than that generally agreed on for countries in
groups A and B¢

The Working Group attaches considerable impor-
tance to such differential treatment, for if all countries
were considered equal from the point of view of eco-
nomic development the common market agreement would
embody a manifest inequality of treatment. In point
of fact, if treatment is to be equal the inequality of
countries must be fully recognized. But this is not the
only way in which the Group has tried to provide for
favourable treatment of the less developed countries; it
also recommends that Governments should make special
concessions in favour of these groups of countries.
This requires some explanation.

In establishing a higher level of customs duties as
the target for the less developed countries the Working
Group, while not wanting to encourage them to adopt
anti-economic forms of industrialization, wishes to re-
cognize the fact that owing to their lower productivity
and their smaller over-all resources —in comparison
with the more advanced countries— they require a
greater degree of protection for the time being. These
countries, however, will have to be given strong ad-
ditional incentives in order to ensure that, while re-
ceiving this greater degree of average protection, they are
able to embark on vigorous industrialization with the
common market in mind. This is the idea behind
the special concessions. An example will help give a
clearer idea of the scope and purposes of the latter.
Let us suppose that a country in group C at an early
stage of development agrees by negotiation —through
the Committee— with one or more advanced countries
in group A to abolish customs duties for certain capital
goods in which the latter are interested, either within
the average applicable to them or within a lower average,
if the country in question considered that desirable. In
exchange for the facilities it thus granted, the group C
country would receive special concessions from the more
advanced countries, for example, exemption from duties
for the entry into their territory of certain products
which the group C country was in a position to produce

10 One member of the Working Group particularly urged the
Secretariat, in its report to Governments, to consider the case of
countries with a high level of internal costs. He felt that it would
be advisable, in order to facilitate the incorporation of these coun-
tries in the common market agreement, for them to be allowed
the average fixed for countries in group C, even if they had well-
developed consumer industries.
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economically and to export to the group A countries’
market. In order that the concession thus received by
“the group C country should be effective, it would be ex-
tended automatically only to other countries at an early
stage of development in the same group, and not to
countries in groups A and B. Thus, the group C countries
would have available to them the broad and growing
market of the group A couniry as a stimulus to their
industrialization and their industrial export trade.

For their part, the group B countries which have
made considerable advances in their consumer industries
could similarly enter into special negotiations with the
countries at an early stage of development in these goods
—those in group C— in order to arrange reciprocal
concessions of the same kind.

All this means that within the preferential Latin
American system there would be a system of special
preferences for the relatively small countries, with a view
to creating conditions likely to attract domestic or foreign
capital and to ensuring the use of their skills in their
industrialization programmes, not only for the benefit of
their domestic markets but also for that of the common
market. It should, however, be pointed out that these
preferences would be in their favour only and that what-
ever facility an industrially advanced —group A— or
moderately advanced —group B— country received in
return for these concessions would automatically be ex-
tended to all member countries by virtue of the most-
favoured-nation clause.

7. Extent of the market and initial groupings

The Working Group has already, in its first report,
expressed the view that the common market should em-
brace the largest possible number of countries. This does
not necessarily mean that it could not begin with an initial
nucleus of countries having a more active interest in its
formation. But in order that the market should from the
very outset be of the kind desired, the Working Group
considers it of vital importance to put two proposals
before Governments: the first, that all Latin American
countries should be invited to the initial drafting of the
agreement; the second, that countries which for one
reason or another decide not to participate at the begin-
ning should be enabled to do so at any later stage without
entering into complicated negotiations. This possibility
has already been referred to in commenting on the advan-
tages offered by the averages system in connexion with
the accession of new countries.

There are possible identities of interest which might
facilitate the formation of a broad orbit of countries.
Thus, the fact that the trade of seven countries in the
southern area makes up about 90 per cent of the total
trade among Latin American countries (petroleum ex-
cluded) readily suggests that these countries might act
as the initial nucleus of the common market. But there
are other countries geographically remote from them
which, for reasons of common interests, might wish to
participate in this nucleus. The area of identity of in-
terest might still he found in the field of the dynamic
industries. Apart from other things, this common denom-
inator would be a very strong factor, both for the
present and for the future, in broadening the initial
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nucleus of the common market, and in the opinion of
the Working Group everything should be done to prevent
any weakening of this constructive force.

Nothing of all this, however, can be hoped for if a
static viewpoint is adopted. The common market is not
intended as a means for freezing present trade relations;
on the contrary the intention is to create a new pattern
of trade in accordance with the profound structural
changes which the Latin American economy must underge
in coming decades if it is to show vigorous growth. And
geographical distance in a rapidly industrializing Latin
America cannot have the same significance as it had
when the countries of Latin America concentrated almost
entirely on primary production for the large industrial
centres. All this tends to reinforce the idea of the broad-
est possible grouping.

The Working Group believes that the formation of
other types of groupings of countries, through exclusive
arrangements, could be an obstacle to the creation of a
Latin American common market. On the other hand, it
is clear that geographical proximity will create, within
the common market, very tightly-knit trading areas among
certain groups of countries; this, however, must be the
spontaneous result of the facts themselves, and not
the consequence of a policy of excluding other Latin
American countries solely because of their remoteness
—a remoteness which will, in any case, be overcome as
transport improves.

8. Specific agreements for complementarity and speciali-
zation

The above considerations should not prevent coun-
tries which are closely linked by their geographical
proximity or by an identity of interests from making
complementarity of specialization arrangements among
themselves in order to increase the productivity and
reduce the costs of certain indusiries. These arrange-
ments would not —as would be desirable— he easy to
put into effect if the exemptions from or reductions of
customs duties agreed on among the countries concerned
were at once extended to other countries by virtue of
the most-favoured-nation clause. Hence, the latter clause
should not be applied in such cases. This situation would,
of course, have to be temporary in character, lasting until
such time as the industries in question had been able
to strengthen themselves through their complementarity
or specialization. In addition, the Working Group con-
siders it essential that the customs duties thus abolished
or reduced should not be counted in connexion with the
average levels laid down in the agreement; they would,
in other words, be additional to those granted generally
and would in no way affect the obligation to fulfil prom-
ises undertaken in the agreement.

9. Other special agreements

In addition to the special arrangements just men-
tioned, the Working Group considers that the agreement
should permit other special agreements among countries
designed to stimulate border trade of the development
of zones or basins of interest to two or more of them.
It therefore recommends that such agreements should be
permitted, subject, however, to the Committee’s approval.






