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Introduction

ECIA AND THE SECOND UNITED NATIONS DEVELOPMENT DECADE

1. The United Nations is engaged in formulating an action programme

to speed up the economic growth and social progress of the developing
countries in the next decade. During this first Development Decade,
marked progress has been made in identifying problems and in understanding
the factors that hold back or distort the development process, Within

the United Nations system, the resolutions of the General Assembly, the
Economic and Social Council, the regional commissions and the specialized
agencies have contained ideas, statements and proposals that certainly
cover the fundamentals of the objectives that must be pursued, especially
at the international level, to promote development for the two-thirds

of mankind whose inadequate levels of living are only too well known,
Moreover, there have been certain changes for the better in the policies
of international agencies, and new bodies, UNCTAD for example, have been
established to tackle specific problems, and have made a decisive
contribution to efforts to identify and understand the problems,

2 When all these efforts - which are both intensive and wide-ranging -
are compared with the trends of the world economy, however, their

actual results give cause for a certain frustration and pessimism, The
real results for the low=-income countries have been negligible., The gap
between them and the industrialized countries in terms of living conditions
and rates of growth is reaching mammoth proportions, The feeling of
frustration is becoming more acute because the developing countries have
been unable to achieve any effective and concerted action, and because

the developed countries have not evinced the necessary willingness to

make policy changes and adopt decisions which will satisfy the legitimate
interests and aspirations of the low=-income countries., Their reluctance
to do so is in sharp contrast to the speed with which the industrialized
countries reach agreements which give an impressive impetus to their own

economic expansion.

/3. Scientific
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3,  Scientific and technological progress has made great strides in
recent years, but it has concentrated the benefits of economic growth
for the most part in the countries which already had the highest income
levels ~ Japan and the socialist countries, In eontrast, only a handful
of developing countries have shared in this progress. The peripheral
position of the vast majority is further accentuated by the fact that
the developing countries have little or no influence on the major decisions
in international finaricial and economic policy; and they benefit only .
indirectly. ' .

Le Latln América has beén no more fortunate than other- developlng
areas in the world and in important respects. is still relatively worse
off than othér countries on the periphery, Admittedly, the countries of
the region were formerly in abetter position than other developing
areas: most of them won their independence during the first quarter of
the nineteenth century; they appear to be better endowed with naturalA
resources; and fifty years ago or more some of them were already
remarkable for their thriving economies and high income.levels. These
countries, however, fell from their favoured position, .and now all‘fhe
countries of the region are on the periphery. Average per capita income
in the region as a whole is one-seventh of that of the United States, ‘
onéinfth of that of Western Europe and probably less than half that of
the Soviet Union, while the regional rate of growth is lower than‘ih all
these areas and even lower than in other developing countries,

S5e Economlcally and technologically, Latin America is lagging further
and furﬁher behind. The region is to all intents and purposes excluded
from the development that is taking place in the great centres, It is
not assimilating the scientific and technological advances flowing out

of the great development centres, or disseminating them properly, either
in its economic activities or throughout its economic space; nor is it
making any scientific or technological progress of its own, And Latin
America is thus in the position of becoming increasingly dependent, financially
and politically, compared with the rest of the world, while at the éame
time declining in economic importance,

/6. This,
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6. This, then, raises the question of what the scope and nature of a
United Nations action programme to promote development in the coming
decade should be, and what part ECLA should play in carrying it out.

These are topics that the Commission should consider at the Lima Conference,
In suggesting this to Governments, the ECLA secretariat is not prompted

by mere administrative considerations, but by a healthy desire to express
its thoughts and its concern about the problems of development in Latin
America and about the basic aspects of the strategy which must emerge

from a consideration of the structural causes of the region's economic

and social backwardness and of the prospects for the immediate future.

Te The lessons learned from the present decade must be used to prepare
a more effective programme for the second Development Decade. It is

now clear that there are four basic aspects to which consideration must

be given: (a) the major decisions by countries with regard to the
mobilization of domestic resources and the establishment of the
institutional, economic and social framework needed for development;

(b) the changes that must be made in international economic and trade
policy to foster the progress of the developing countries; (c) international
financial and technical assistance in carrying out national development
plans; and (d), what kind of institutional organization and machinery
will be required to give impetus to the action programme for the second
Development Decade, assess how far the programme is meeting its objectives,
evaluate problems and suggest practical solutions,

8. Hence, it is not enough just to establish development targets; the
resources needed to meet the targets also have to be determined. Moreover
- and this is the most urgent need of all - the industrialized countries
must be prevailed upon to adopt specific measures at the international
level, and the policies to be followed and the institutional, economic

and social changes to be introduced in the developing countries must be
pointed out.

9. During the nineteen-sixties, international and regional agencies
have fixed over=-all and individual targets for various aspects of economic
and social development and made proposals on the most diverse topics.

The fact that there has been no proper cohesion between all these diverse

/targets and
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targets and no real-¢o~ordination of national planning has often led to
allocations of resources and policy decisions in each particular country
that have not always met the most urgent needs or led to investment in

. the most strategic and urgent  areas, - .

10. The host of recommendations, agreements and commitments adopted
within the United Nations, especially within UNCTAD, with a view to
reorganizing trade and providing more effective external financial
assistance for the development of the countries on the periphery, have

not been translated into specific decisions involving changes in. the
policies which have made the position-of the developing countries more

and more precarious., It is very important, too, to examine the experience
acquired in the regional programmes implemented during the current

decdde -in econnexion with the Alliance for Progress, because they

represent the first attempt to organize international co-operation

for development., We cannot but recognize now, nearly at the end of

the nineteen-sixties, that, although some progress has been made in
significant :areas, the targets have not been achieved and social

conflict and tension has increased because the fundamental internal

and external problems of latin American development, far. from being

close to-solution, have become gradually worse. . o
11, Therefore, it would be pointless to formulate.a programme for the
second Development Decade that would do nothing more than fix new targets
and make recommendations, and proposals that would largely be a repetition
of those already made. ‘It is urgently necessary to attack the fundamental
problems, present them clearly, and examine possible solutions and .
practical measures to achieve them, The targets which are eventually
fixed will then be closely related to basic decisions in both the internal
and the external spheres, )

12, The first step must therefore be an examination of Latin America's
experience so as to gain a deep understanding of the real nature and scope
of the development problems it now faces; a detailed appraisal must be
made of the economic and social effectiveness of the structural framework
in which Latin America's development is taking place and of the policies
that 'are being . applied, on the basis of which the basic components of a

new strategy can be determined,
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13. It might be argued that the United Nations action programme for the
coming decade should focus mainly on the problems of external trade and
international financial co-operation, since it is quite obvious that
national policy decisions are exclusively within the purview of Governments,
However, it must not be forgotten that the effectiveness of external
co-operation and the advantages derived from any eventual expansion of
trade will depend primarily on the decisions taken by each developing
country. In this respect, the United Nations, and ECLA in particular,

has an important part to play in supplying Governments with data and
information on the basic philosophies underlying the development policies
among which will have to choose those they wish to implement,

14, The ECLA secretariat is submitting a set of documents to the
Commission at its thirteenth session which set out the initial conclusions
reached in its efforts to re~evaluate the problems of Latin American
development and to determine the main objectives of the strategy that
should be adopted at the national, regional and international levels.

/Chapter I
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Chapter I

EXPERIENCE IN THE PRESENT DECADE AND STRUCTURAL OBSTACLES
TO ECONOMIC AND SOCIAL DEVELOPNENT

A. EXPERIENCE IN THE PRESENT DECADE

1. Two things characterize Latin America!s experience in the present
decade, One is the advances made in important aspects of development
policy, and the other, in contrast to this, is the sluggish pace of
economic and social progress, to the extent that social unrest and
conflict have been aggravaued and the long--stonding obstacles to economic
growth have taken on new dimensions,

2.' The salient developments in the nineteen-sixties include the advances
made in economic and social research; thé efforts to integrate devélopment
pfoblems in & more fruitful inter-disciplinary context than in the past;
a firmer and more widespread conviction of the need for ins*titutional =
and structural changes; a greater understanding and practical knowledge
of development problems; and the technical competence that has shown
itself in'Latin America as the first steps have been taken towards the
crganization of planning and the préparation of plans, notwithstanding
the difficulties and lack of previous experience in this field,

3, Attention is drawn to the progress made in public sector planning,
the firmer action in curbing inflation, the launching of agrarian reform
prograumes in some countries, and the extension of social services in
respect of education, health and housing.

Le Outstanding developments at the regional level were the policy
decisions which set in motion the regional integration processes and the

institutions designed to promote development,'including the Inter~American

Noto~ ‘Fer want of information, Cuba and some of the other Caribbean
countries are not considered in this document, Further, the
analyses of development policy relate to the Latin American
countries in general but not to Cuba, since the conceptual
approaches are necessarily different because of Cuba's economic
and social system,

/Development Bank,
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Development Bank, Particularly significant was the co-ordinated action

of the Latin American Governments in the discussions on foreign trade

and financing, especially in relation to UNCTAD's activities,

Se The financial and technical co-operation programme of the Alliance
for Progress was a highly important development in the external relations
of the Latin American countries, This programme represented the first
attempt by an organization to ensure the external co-operation required
for national development plans, It gave impetus to planning, particularly
in the early stages; it established economic and social development goals;
and it encouraged the channelling of external resources towards the
participating countries,

b There is no denying these and other advances; but, instead of
inspiring optimism, recognition of them brings with it a profound disquiet
regarding the ultimate course of Latin American development. There is
also a growing conviction that the economic and social effectiveness of
the growth structure and of national economic and financial policies
needs to be evaluated; and an awareness of the shortcomings of international
co-operation and the severe limitations which the industrial countries!
policy places on the development of the Latin American countries,

Te At the close of the decade, the Latin American economies are far
from having established the basic institutions and structures that

would ensure more stable economic and social progress. The changes
required are going forward very slowly, or they are too timid or barely
perceptible. The expected improvement in income distribution has not
materialized, The economic growth rate of the region as a whole (L.8 per
cent annually), although higher in certain years, such as 1968, averages
less than the rate for the first fifteen years after the war. Further,
the goal of raising the average per capita income by 2.5 per cent annually
has not been achieved in a large group of countries comprising nearly

70 per cent of the population in the area covered by this programme of
co~operation,

8a The external financial position of the Latin American countries

is highly vulnerable and is becoming more so. Their indebtedness has

more than doubled and service payments absorb an excessive proportion

/of their
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of their exports, to the point where remittances of profits and interest,
and amortization and other payments on foreign capital, have come to
represent over 35 per cent of the current value of exports of goods and
services for the region as a whole,

9. A matter of grave concern is the frequency and the volume of private
foreign investment in the acquisition of Latin American enterprises
engaged in traditional economic, financial or other activities, without
there being any technical or other justification for these foreign
take-overs and the weakening of Latin American enterprises,

10. Regional economic integration is beset by difficulties, even though
continuing progress has been made in the Central American area and steps
have been taken to establich new subregional groupings.

11, It is not easy to generalize in Latin America because of the
different stages of development and the wide range of economic and social
structures to be found in the countries of the region, Some aggregate
figures may be considered, however, since they are indicative of essential
aspects of the economic and social situation prevailing in the ILatin
American countries, The precarious conditions they indicate may be worse
than they really are in a few countries, but at the same time they err

on the side of under-statement about the conditions prevailing in the
rest, »

12, The over-all magnitude of Latin America's economic and technological
backwardness is reflected in the estimated figure for the average product
per person employed, which is barely 1,400 dollars. This productivity
ratio is one-quarter to one-sixth of that recorded in industrialized
nations like the United States and the Western European countries, The
low average is undoubtedly determined by the minimal productivity of the
large proportion of the economically active population which may be
regarded as structurally unemployed. The scale and nature of this
backwardness stand out even more clearly, however, when they are considered
in the light of the fact that probably less than 10 per cent of the
labour force is employed in enterprises or units which may be termed
relatively up to date in Latin America, and which produce about 50 per
cent of total output, while at the other end of the scale one-third of
total employed manpower accounts for possibly less than 10 per cent of

the aggregate product. /13. These
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13. These differences in productivity levels, which were observable

in the past between rural ‘and urban activities, are becoming more and .
more pronounced in all economic!sectors and are the result of the sharp ..
disparities in the degree to which technical improvéments have been ﬂ
introduced and become widespread, and economic gctivities have been R
modernized., It is common Knowledge that in the mbré advanced industrialized
economies there are alsoc sizable disparitiés in thé product per person
employed in different economic activities, but in those countries they
occur at much higher levels and are not 50 marked as they are in the

Latin American countries, particularly in. the rural subsistence sectors

and marginal urban activities, Moreover, . ln the region they are linked

to other factors that make up the stereotypg_of economic and social
backwardness, ,; -

4. . Productivity increases very slowly aﬂd very unequally in different
sectors and even in different strata of the samé economic activity. Thus,
in thg‘rural subsistence sectors and in varidus‘urban services, the product
per employed person is virtually at a standstill or is even diminishing,

on account of the pressure of surplus manéower. The picture is quite
different in the industrial countries, where there is a tremendous dynamism
which extends to all activities. The groﬁthyratg of Latin America's over-all
-productivity is half that of many industrialized coﬁntries, and even less
than half that of Japan and some of the socialist countries, These
disparities are particularly striking in the agficultural”sector, whose
backwardness is one of the most serious problems of Latin American
development. ‘

15, Productivity is a highly complex problem in Latin America, In

the industriai déuntries, increases in productivity are constantly being
favoured by tﬁé'éxistance of broader and more diversified markets, and

by the improved techniques which they themselves develop; in the developing
countries, any long~term improvement depends fundamentally on capital
formatlon, better manpower training and organlzatlon, the expansion of
;dpmestic markets, and access to external markets.

/16. The
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16. The weakness of the latin American economic process is apparent in
its inability to absorb the working population in productive employment.
This is undoubtedly due to the slackening of the economic growth rate
since the mid-nineteen~fifties and the fact that the population growth
rate is the highest in the world. Other factors which are bound up with
the conditions and structures of the Latin American economies and the
patterns of income distribution have had a particular influence on
structural unemployment, as will be seen later in this document,

17. A study of the position in 1960, which no doubt gives a fairly
accurate picture of the present situation, showed that 4O per cent of
Latin America's economically active manpower was underemployed, openly
unemployed, or employed in what are to all intents and purposes unproductive
services, This section of the labour force included workers on sub-family
agricultural units, artisan-type workers and the superfluous staff
employed in trade and general services, If certain minimum levels of
productivity are applied to this segment of the population, for ekample

to that employed in agricultural family-type units and small-scale
industry, it may be conluded that, in terms of unemployment equivalent,
about one-quarter of the population working in the sector is unemployed.
This represents the exceptionally high figure of nearly 25 million persons,
18, Almost half this unemployment equivalent is found in agriculture,
more than one-quarter in trade and other services, including government,
and nearly one-tenth in artisan~type industry and construction.

19.  The low average product per person employed, the marked disparities
in productivity in all economic activities and the scale of structural
unemployment are three interrelated factors which account for the low
average level of income prevailing in the region. Together with the
other factors connected with income distribution, they also explain the
extreme inequality in the distribution of income and, consecuently, of
consumption, Although there are appreciable differences between countries
- Argentina having the highest income and the least inequitable income
distribution - the over-all figures are useful in assessing the magnitude

of the problem, In real terms, average per capita personal income is

/only about
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only about 410 dollars a year; but while for half the population per capita
average is probably some 120 dollars, for the upper strata, representing

5 per cent of the population, it is 2,600 dollars. '

20. Consumption in the low-income strata comprising half the population
represents only two-tenths of total consumption, while three~tenths are
absorbed by the upper 5 per cent. In other words, while the bulk of the
population subsists under the unsatisfactory material and cultural living
conditions shown by these indexes, a relatively small proportion has
attaineda level and range of consumption similar to those found in
countries with much higher incomes. Although these figures cover
differences in income and consumption between the countries of the region,
in some of which these disparities may be less pronounced, and although
they are the result of preliminary estimates based only on the incomplete
data available, there is no doubt that they indicate orders of magnitudé
that bear out the seriousness of Latin Americals econcmic and social
problem, C

/Be THE
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B« THE STRUCTURAL CAUSES CF THE LACK CF
ECONOMIC AND SOCIAL DYNARISM

1. The lessons of the nineteen-sixties have again shown that the
basic causes of Labtin America's economic and social backwardness are
deeply rooted in the operation and structure of the economy. Unless
something is done to remedy them, it will be impossitle to speed up the
process of development and achieve a more equitabl.e paltern of inccme
distribuiion which will, after a reasonable lapse of time, enable the
"other half" of the Latin fmerican pecple to join actively in the
production process, sppreciably improve theilr living conditions and find
a place in an effective plan for social developmen®,

2e In this paper it is not proposed to enter into a detailed description
of the economic, social and institutisnal factors that are “locking the
development of the Latin American countries. Some of these will be
discussed in the documents presented at the thirteenth session of the
Cormigsion, in which an account will also be given of the different
situations that reflect the varying stages of economic development
reached by the Latin American countries. It is useful, however, to draw
attention to the more generalized structural factors, even though they
differ in degree from one country to anothere

(a) Feoncmic development, capital formation and income distribution

3. For economic and social development, the essentials are an immediate
increase in the product per economically active person and a structure
which is capable of abscrbing manpower while stepping up the growth rate
~f productivity and income, especially in the social sectors which are
lagging behind. These aims can be aciieved only by accelerating capital
formaticn, spreading modern technical know-how and introducing more
efficient forms of production, training the lsbour force and ensuring
that resources are allocated for specific econcmic and social endss

Le In Latin America aggregate capital formetion is relatively lowe
During the nineteen—sixties the coefficient of gross fixed investment has
been 17 per cent, which is less than in countries with a higher growth

rates Given the average level of income in the region » this coefficient

/is fairly
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is fairly high, but there is such a high concentration of income in the
upper social sirata thém the goerficient could have béen aach higher ware
it not for the high consumption levels in those stratae. Moreover, if

the high relative prices of capital goods compared with consumer goods

are adqusted, and 1rvestmpnf is calculated at its true value, the gross
investment coefflclent wi:l probably not be more than 12 per cente

5 Thls‘coefflclont would seem to indicate that the capital~output
ratio is hore~favourable‘in Latin America then in othe: developing arease
It éigni’ies an average. historical gross marginal ratio of 2,5, whereas
it has actualty begn over 3 on many occasiors. While this index
undoubiodly. reflec s the general shortage of capital resources in relation
to the lzbour forvv, it has also been influenced by the distorted economic
structure in Latin America, in which a large proportion of the social
produbﬁ derives from the abnormally high sbsorption of surplus manpower
in trede, financial services and other general servizes, including
government activities. | |

6o Apart from the shortage of capital, there is another fundamental
problem connected with its sectoral distribution, that is, with the
structure of investment, The large proportion accounted for by
consumpﬁion‘ih‘ﬁhe high~income groups has an impact on demand for goocds
which cdmé into the éategony of luxury items in- comparison with the
average living level of the vast magorlty of the people, particularly

in so far as duréble consumer goods are concerned. This distribution of*?
résbﬁpces limits the subsequent extension and magnitude of the potential i
social effects which the development process should be producing at the
stage it has reachéd in Latin Americas It is essentislly a cumulative
proceés in whiéh_the concentration of income stimulates demand for

certain itemé and'keepsldemand for consumer goods low in the poorer ‘
population groﬁps; ' | _

Ta Thé‘reéources which are directly or indirectly assigned to satisfying
the needs'oflthe high~income groups reduce the amount available for

/investment in
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investment in the traditional industries producinc consumer coods in
popular demand and for increasing the sccilal services which should be
provided by the State, namely, food, clothing, housing and education,
They also curtail production and imports of essentizl intermediate

and capital goods, which would raise productivity in the more

baclward sectors of the economy and permit more manpower 1o be

employed,

8. The establishment of durable consumer goods induvciries, which
have been very dynamic, especially in the countries with a more advanced
industrial sector, has undoubtedly had a multiplier effect on other
economic activities to one extent or ancther, depending on the
proporiion of domestically-produced inputs used, and has created a wide
variety of new lines of activity, with the resulting effects on the
industrial experience of the Latin American countriese However, the
point at issue here is whether the potential econcmic and social effects
would not have been greater if such resources had been earumarked for the
other nurposes envisaged or for building up an industrial structure
capable of ccmpeting on foreign markets by developing exports of
manufactures and semi-manufacturess

e If those resources had been used in other ways, as suggested, they
would have provided the national economies with a broader base for
expansion, made income distribution more equitable and helped to eliminate,
or at least ease, the external bottleneck with which the process of
development is confronted.

(b)  Agricultural production

10« The institutional, socisl and economic conditions prevailing in the

agricultural sector are on=s of the most formidable obstacles that Latin
Americen development has had to facee In spite of the shift of population
towards the towns, a large proportion of the structural unemployment that
exists is still found in rural areas, and this added to low wage levels,
keeps the annual per capita income of two-thirds of the economically

active rural population down to the tim: sum of 275 dollarse

/1le In
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1l. In recent years, the growth rate of the agricultural sector has
shown signs of quickening. ‘HoweVer, it has not done so aufficiently

to satisfy domestic demand although this has been increaéing very
slowly on a par with income, and the inflexibility of agricultural
production has often created ihflationany tensionsg that have reduced
real weogese Moreover, opportunities of developing certain exporis have
been lost, and large quantities of agricultural comrwditics, vhich could
have beén made availsble by expanding production leocaily or at least

in the rzgion, have to be importeds

12. Recause of itz very nature and msgnitude the economic and social
problem of agriculture is a built-in and signjfiéant part of the problem
of Latin American development as a wholee Its fundamental causes are
well known: the land tenure system, technological backwardness, low
prodﬁctivity and the small volume of investment, The land reform
prograumes launched in various countries have met with secinus obstacles
and opposition of different kinds. More far-reaching, generalized and
pirompt action must be iaken to sweep these obstacles away, since only
in this way can rural income be raised énd its distribution improved,
and the national economies fired with greater dynamism.

(¢) Import—saving industrialization _ .

13« The industrial growth that has been taking place in Latin America
is representative of the great development drive of the last ten years

or so, and has played a decisive part in shaping the economic and social

structure of the Latin American countries. Much experience, knowledge

and familiarity with industrial questions have been gained thereby. It

is clear that these countries now have a much sounder foundation on

which to build up a more efficient economic and social development policye

This must be recognized even though the process of industrial development

may be attacked from every angle; ard these attacks are, in fact,

Justified, since it obviously has defects that are obstructing the

future developﬁent of the Labin American economies

14.. Indiscriminabe import substitution under the shelter of exaggeratedly

high tariff protection has led to extensive industrializetion which, at

its present stage, is characterized by a distorted structure of production

that is both costly and inefficient in scme vital aspects. An attempt
/has been
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has been made to produce the goods that are most desirable from the
standpoint of the national or foreign private entreprencir in the light
of market requirements. Durable consumer goods industries have thus
been developed, in the more advanced countries in particular, instead

of strenthening strategic development activities such as steelmaking,

and the chemical, petrochenical and machinery and ejuipment industriese
The establishment of a large number of plants of inadequate sizes

meant that capital has been squandered and productiviiy kept downe Where
econcmies of scale could ne meaningful, they have not been achieved,

and much of the capacity is under-utilized. Lack of specialiazation in
industrial plants keeps costs upe Traditicnal family-type management

is anotlher barrier to the modernization of enierprises. Their technical
shortcomings have thus been compounded with financial weakness, particularly
in the inflation-ridden countriess These, then, are the factors that
partly explain why more and more Latin American firms are passing into
foreign hands.

15, This type of industrial structure has been determined by the lack
of an industrial policy with clear-cut development goals, and the
restriction of output to national markets. It will be no easy task to
rectify it, and gradually introduce a climate of competition into Latin
American industry which will lead to greater efficiency in the use of the
resources and production capacity availablee This may be done much more
easily if a fresh impetus is given to industrial development, which seems
to have been flagging in the last few years. In the context of a
development strategy, two things are clearly essential: to strengthen
nationai merkets and to make iadustry export-oriented. The absorption

of redunidant labour in productive activities, a pclicy of income
redistribution and a programme of land reform will immediately contribute
to the formzr. Integration and the sale of industrial goods outside the
region will bring with them the advantagss of a broader market and the
incentives for continuing the process of import substitution in a more

efficient way.

/(d) External
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(d) External structural factors
16. The origin and nature of the external bottleneck in the Latin

American countries, and the way it makes the development process undynamic
and vulnerable are common knowledge. A policy centred largely on import
substitution, and the want of effective measures to make the necessary
adjustments to produce a structure of economic growth that would be geared
to the more dynamic internabional trade activities. keep these countries
dependent on primary commodities and their traditiosngl wmarkets, with all
the limitatidns and instability that this implies.

17. For obvious reasons, import substituticn has failed to remedy the
chronic deficit in Lhe kalaice of paymeuis and has established external
relaticns that are extremely inelastic in that they have been confined

to essential intermediate goods and capital goods, although more flexible
conditions do exist, especially in the countries that have made least
progress with import substitulion. External borrowing, the other

method that has been used, has mage the situation even more inflexible

and has increased the wvulnerability and dependence of the Latin American
economies because of the tremendous burden placed on them by financial
servicing and the close connexion that has been established between the
growth rate and external indebtness. Things have now come to such a

pass that, if their external capital inflow were to diminisk, many
countries would be faced with an insoluble problem, since, in order to
service their external debts and investment, they would have to slash
imports to an impossibly low level.

18. Although export income has been growing more vigorously in recent
years, as, for instance, in 1542, the external bottleneck is still very
much in evidences It is all too well known that the economic growth rate
of many countries would have been much higher, even with current policies,
if there had been no such obstacle. This is confirmed by the improvement
in the growth rate achieved by those couriries which have had fewer
external difficulties to grapple with, and by inmediate response of the
grcwbh rate in every country when there is an expansion at exports or of
external purchasing power, except, of course, when stabilization policies
are being applied.

/19 It
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19. It may not be out of place to go further into certain aspects of

the influence of the external bottleneck on economic trends, namely, its
repercussions on the mobilization of domestic savings. When the potential
trade gap is greater than the potential domestic savings gap and a country
has to borrow to cover its balance~of-payments deficit, it is highly
probable, as Latin American experience has so often demonstrated, that
the economy will eventually adapt itself by creating idle capacity or
reducing the domestic saving coefficient. In both cases, domestic
resources are squandered and future development is undermined by the burden
of debt servicing. Adjusiments of this kind are even more undesirable when
the relative increase in consumption tskes place, as it is most likely

to do, in response to the pressure of demand from the high-income groups,
thus accentuating the concentration of resources in certain lines of durable
consumer goods production and widening the consumption gap between those
groups and the lower income stratae The results are similar when the
potential savings gap is closed by external loans, even if the export

and import situation happens to be more favourable, This does not

suggest that external contributions are unnecessary or prejudicial.

What must be made clear is that an effective policy is needed to ensure
that any such resources fulfil their true purpose of facilitating the
mobiliaztion of domestic resources for productive ends, and that the

only sound and lasting remedy for the external bottleneck is essentially
to develop exportse

20. The magnitude of the bottleneck, in terms of the share of imports,
depends on the uses to which imports are put and the general efficiency of
the production systeme A change in the structure of production and
consumption as the result of a new policy, and more efficient direct and
indirect utilization of imports, such as machinery and equipment, would
narrow the current and potential gaps that cause the bottlenecke In

many cases, the bottleneck could be reduced, but it might even become
tighter. This possibility is particularly important, since estimates

of the potential trade gap are generally based on historical ratios

between imports, on the one hand, and consumption, investment and the

/product, on
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product, on the other. In other words, the magnitude of the potential

gap partly corresponds to a specific economic structure and can be altered
to the extent that a new policy modifies that structure.

21. It should be pointed out, however, that, as will be seen in chapter II,
despite any saving in imports that may be achieved, it will be extremely
difficult to speed up the economic and social development of Latin America
if the external bottleneck is not removed. There are two main reasons

for this: (a) - prospects for commodity exports, which bring in more than

90 per cent of the region's export income, are frankly unfavourable; and

{b) import requirements of essential intermediste goods and capital goods
will increase considerably, during the early stages at least, because

of the importance of external supplies. The efforts that must be made

to mobilize domestic resources will thus largely be thwarted unless

external gccounts, and exports in particular, take a more fevourable course.
Hencze, it is vitally important for development policy to promote

industrial exports and accelerate the integration process without delay
regardiess of any steps thait may be taken to increase potential earnings
from primary commodities and to obtain satisfactory terms for external

financings.

/Chapter 17
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Chaptef II

PROSPECTS AND POSSIBILITIES FOR ECONOMIC DEVELOPMENT
IN THE COMING DECADE 1/

An analysis of projections of the prospects for economic growth
will help to give a more comprehensive picture of some of the important
points raised in the preceding chapter relating to the structural causes
of the economic and social backwardness of the region, and to provide
criteria on the basis of which the nature of the problem can be identified
more precisely and the basic objectives of development policy and strategy
can be defined. The projections cover threc fundamental components of
the growth rate: (a) the mobilization of domestic resources, with special
emphasis on savings needs; (b) external trade requirements; and (c¢) external
financing. The chapter ends with an examination of the effect of the

growth rate on the problem of structural emplcyment,
A, THE POTENTIAL DOMESTIC SAVINGS GAP

1. Technical studies of eighteen Latin American countries show that,
despite the high concentration of income distribution in certain strata,
not enough savings are being generated to raise the currant economic
growth rate to any significant extent. Unfortunately, an analysis of
this kind inevitably has serious limitations, since no studies exist
s..owing the sources of savings, their outlets, or their movements and
uses in Letin America. Hence, any analysis has to be based on the savings
that eventually become investment capital, Nevertheless, despite these
limitations, it is useful to discuss this topic because.of its important

implications for development policy.

1/ The document entitled "The trade and domestic savings gaps and

structural unemployment in Latin America" (E/CN.12/831) contains
the basic analysis and technical information relating to the topics
discussed in this chapter,

/2. It
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2. It might be expected that as income increases the savings coefficient
would rise and thus speed up the rate of capital formation. This does not
appear to be the case in Latin America, It is clear that the external
bottleneck, as a result of a number of factors, makes it difficult to use
domestic savings productively, but other components of the economic and
social structure are also responsable for the phenomenon. Recent experience
in Latin America includes cases in which a relatively high growth rate,
stimulated by external financing, has been accompanied by an increase

in investment and in the domestic savings coefficient. This is a favourable
pattern of development, cince the externsl debt then has the effect of
strengthening productive capacity and of multiplying domestic resources,
gradually leading to a self-sustaining growth rate, This is the exception
to the rule, however, and in many countries this process has not led to

any significant rise in the savings coefficient. The most striking
examples of a rise in the ratio of savings to the total gross domestic
product are found in special circumstances in which stabilization policies
lead to an improvement in the balance of payments because of cutbacks in
imperts, or in which there is an ekceptionally large increase in export
receipts,

3. Generally speaking, it may be said that because of external factors,
the consumption pattern of the high-income groups, or the extremely low income
level of the vast mass of thz population, two facts stand oul zs being
significant for future economic development., First, the savings~investment
process does not have the flexibility in Latin America that it has in the
industrialized countries; and, secondly, it cannot be said that the process
is self-custaining in the sensc that an increase in income, even if the
result of external financing, automatically leads to increases in the
savings coefficient., This depends on structural changes and on deliberate
action rather than on the free interplay of the variables involved.,

L Turning to the analysis of growth rates and savings trends in
eighteen countries, the projections for the nineteen-seventies show that

if the ratio of savings to investment remains unchanged, the amount of
domestic savings generated in sixteen countries will not be sufficient

to finance the investment needed to sustain an annual growth rate of

/6 per
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6 per cent. In 1975, eight of these countries are expected to have a
savings gap of between 10 and 30 per cent of gross fixed investment; six

a gap of 30 to LO per cent, and two of more than 4O per cent., In the
region as a whole, the‘savingsigap is expected to total some 5,600 million
dollars in i975 and 7,200 million in 1980, representing in each case

more than one-fifth of the value of total inveéstment, These amounts are
equal to the amount of net external financing that will probably be needed
to sustain an annual growth rate of 6 per cent. The sheer size of the
problemé stemming from these potential savings gaps is evident if it is
remembered that the maximum amount of external financing received by the
region as a whole has not exceeded 2,000 million dollars in recent yesars.
It should be noted, hoWever, that two or three countries account for a
large proportion of the totals, and that the estimates, which relate to
investment trendé4and not to the amount of savings that may actually be
generated in these countries, in some cases exaggerate the actual size

of the potential savings gap.

5, Assuming a growth rate of 6.5 per cent, seventeen countries are
expected to have savings gaps totalling some 8,000 million dollars in

1975 and ll,OOO‘million in 1980, representing in each case close to one-
fourth of the total value of investment in these countries, Assuming a

7 per cent growth rate, all countries of the region would have potential
savings gaps, which would tot:zl some 10,500 million dollars in 1975, or

27 per cent of the value of investment., In brief, irrespective of the
effect of disparities in the distribution of the savings gap between
countries and of technical errors in compiling the figures, these estimates
do give an idea of the huge problem involved in mobilizing domestic
resources in order to speed up economic growth,

6. In many cases the savings gap is greater than the balance-of-payments
defiéit resulting from the trade gap, as will be seen in a later section,
Moreover, the gaps are more pronounced in the initial stages of speeding
up the growth rate. It is important to remember thdt if, in these
hypothetical circumstances, the savings gap were to be covered by external
financing in order to attain the growth target fixed, the economy would

adjust itself by stimulating imports over and above anticipated requirements,

/loreover, it
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Moreover, it is most likely that there would be an increase in imports of
luxury or non-essential consumer goods or the inputs would take the place
of goods which might be domestically produced. In addition, a policy of
this kind would tend to act as a disincentive to export expansion programmes.
7o This analysis is more than a mere academic exercise. A careful
examination of trends in several countries of the region would show cases
in which restricting the potential growth rate has more effect on domestic
than on external factors. loreover, at least part of the external
financing used is needed, not because of a lack of capacity to import but
because of the lack of savings for investment. In such cases the external
debt functions more as a substitute for domestic saving than as an essential
cemplement to it.

Ea Two variables must be considered in order to assess the possibilities
and alternative ways of reducing the potential savings gap: one is the
capital-output ratio, which determines the amount of investment, and the
ocher is the ratio of savings to income, which provides the bulk of the
resources for domestic finarncing. The first point to be considered is
the possibility of reducing the bulk of investment through raising the
capital-output ratio. ‘ ;

9. Much is to be gained by making more efficient use of capital, and

his should become a basic objective of development pclicy. There is

idle capacity in several branches of.industry; there can be considerable
increases in productivity and production in the agricultural sector
without any need for heavy eapital investment; a well-designed policy

for investment and the replacement of machinery, and the adoption of
technologies more in line with the Latin American productive process
and environment, all these are general points which show the great
potential of increased efficiency. In addition, a change in the productive
structure could save capital, while the new economic and social environment
established by development policy would encourage the direct employment

of labour in rural and urban areas in capital-saving construction and

public works of various kinds.

/10. Nevertheless,
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10. Nevertheless, these large savings‘will probably not be enough to
offset the relatively greater increase in the amount of investment required
to speed up economic growth and social development. The infrastructure
must be expanded in such fields as energy, transport and commmications,
which have long lead times and low capital-output ratios., The same is
true for housing construction and the expansion of public services, It
must also be remembered that producing essential intermediate goods and
capital goods requires modern methods of production and comparatively
more capital. Hence, it may well be that the current aggregate capital-
output ratio will remain the same or even rise over the long term, given
a different and more efficient structure. |

11, Furthermore, if the capital-output ratio for the economy as a whole
is lowered, this should not be taken as a sign that there is less need
for savings, but as evidence that the rate of growthAcan be speeded up
even further, in which case, as is clear from the projections, there would
again be a savings gap.

12, In brief, in terms of the savings gap, the poséibility of speeding
up the growth rate depends on how efficiently capital is allpcated and
used and on the comprehensiveness of institutional reform and the
effectiveness of the policies required to increase the amount of
investment éapital. A relativeiy large increase is needed in the
investment coefficientvin order to change matters. For example, the
savings coefficient, which now stands at 16 per cent for the region as

a whole, would have to rise to 20 or 24 per cent to sustain an annual
growth rate of 6 or 7 per.cent, In no case can it be expected that this
increase would be financed from external borrowing., Guite apart from
the feasibility or rationality of such a course, suffice it to recall
that, even in the years when it was at its maximum, net external financing
was never as much as 2 per cent of the product. In the final analysis,
speeding up economic and social development will recuire restraints on
personal consumpiion, at least in the initial stages, the brunt of which
will be borne by the high-income groups, Hence, the possibility of
significantly raising the growth rate depends upon the feasibility and

comprehensiveness of the policies adopted,

/B. THE
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B. THE POTENTIAL TRADE AND BALANCE-OF-PAYMENTS GAPS

1. . The other basic factor to be considered in this evaluation of the.
projected growth rate relates to foreign trade needs and, in particular, .
the economy's“ablllty to finance the minimum amount of imports required |
to attain specific‘growth targets, This analysis is therefore based on
three main variables: projected exports, import requlrements and service
payments on the external debt and foreign investment., In broad outline,
the study of the group of eighteen couniries shows that, under present
conditions, unless there are substantial changes in world economic and
trade policy, or active export promoticn programmes are carried out at
the national level, current foreign exchange receipts will increase much
more slowly than imports, resulting in sizable potential deficiﬁs in ,
relation to the growth targets of 6 to 7 per cent under consideration,
This situation becomes worse if account is taken of the interest and
returns on the debt and foreign investment,-because of the size of the
potential balance-of~payments gaps. The most stfiking conclusions drawn
from the technical analysis undertaken are given below, '

2. Jatin America's export prospects are frankly unfavourable. The
analysis of each of the eighteen countries indicates that, unless radical
changes are introduced in the international economic and trade policy of
the majcr industrial centres and in national policies, the growth of
Latin America's exports will slacken in the ﬁexi deéade, and foreign
exghange‘eapnings will drop even further if the.térms of trade continue
to:deteriéfate. ‘Under existing conditions, it saemé reasonable to consider
three possibilities for exports: a relatively low annual'growth of 3.2 per
cent for the 1 eglon gs a whole, a more favou"able rate of h 7 per cent,
and an 1ntermed1ate rate of 3,7 per cent,

3. These three alternative possibilities are based on present trends,
an evaluation of the prospects for the various exports in each eountry,
and the promotion programmes at present under way, The most favourable
assumptionbrelates precisely to the results that might be expected from
those deliberate policies, It must be emphasized, however, that these

assumptions do not take into .account the ultimate effects that might

/derive from
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derive from a mote rapid development of fegioﬂal trade or from radicsl
changes in the flows of primary and industrial products to traditional
markets, socialist countries or other developing areas, since the aim
herevis rather to evaluate the potential foreign trade gap in relation
to the prospects envisaged for what have hitherto consituted the
predominating trade flows and patterns.

Lo A rise in the economic growth rate would call for a substantial

‘increase'in imports, especially in the initial stage, because of the

necessary expansion of investment with a high import content, ,Impofts

of 1ntermed1ate products in the region as a whole amount to about 5 per
cent of 1nternal income, and external purchases of machinery, equipment
and other goods destined for capital formation absorb 20 per cent of total
investment, Thus, if the past trends of the various import items are

projected in relation to the product and internal investment on the basis

of an over-all growth rate of 6 per cent, it will be seen that the value

of imports would grow at an average rate of 5.3 per cent, and if the
product rose 7 per cent in the next decade, imports would increase by
6.2 per cent annually. )

5 A comparison of the intermediate assumption for export projections
(3.7 per cent) with import needs corresponding to a growth of 6 per cent
for the domestic product shows thafv by 1975, fifteen of the eighteen

vcountrles studied would have a pclential trade gap of 1,600 million dollars.
By 1980 the gap would have increased to some 2,800 million dollars for

sixteen countries. . If; for purposes of 1llustratlon,'cons1derat10n is

given to the assumption that those trade gaps would be completely covered
by increased borrowing under the same conditions as those ruling at present,

the resulting potential balance»ofupaymenté deficit would be 3,800 million

dollars in 1975 and 6,600 million in 1980, The size of the problem

represented by these deficits can be appreciated if it is recalled that
the highest balance-of-payments deficit recorded in the last few years
was about 2,000 million dollars, These estimates show the exceptionally
heavy burden represented by external servicing, even without computing

the amortization of the present and possible future debts.

/6s The
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b, The analysis also shows that, of the seventeen countries that would
present balance-of-payments deficits in 1975, only four would have a ,
def1c1t of less than 10 per. cent of export income, in eight the proportion
would range from 10 to 4O per cent, and in five it would be more than

50 per cent. These proportlons would follow an unfavourable upward trend
up to 1980, since the potenblal balance«of-payments deficit tends to grow
more rapldly than export earnings. ,

Te The great influence of exports in determlnlng the potentlal deflolt
is revealed by a oomparlson of external income on the most favourable
assumptiop (ho7 per cent) with import requifements‘oorresponding to the
growth target of 6 per cent, In this case a trade gap ﬁould,occur in

only nine eouotries in 1975 (700 million dollars) and in eleven countries
'in 1980 (1,600 million dollars), ,The‘remaining countries would show a
potential sufplos which would exceed those deficits, If the potential
profit and interest payments on the deficits and the cumulative debt were
computed, the balance—of—payments def1c1t would increase to about 1,600 and
3,600 million dollars, respectlvely. The growth of exports by 1 per cent
more per year would considerably reduce the potential deficit and in this
case holds out brighter prospects for a more dynamic economy. In other
words,:the more fevoufable export assumption implies the feasibility of -
a s1gn1f1cantly hlgher growth rate for the domestic product than that
der1v1ng from the past trend._ Naturally, this inf ference must be taken ..
only as a general 1ndlcatlon, since the projections for each country
would have to be examlned to prov1de a ba51s for more specific conclusicns,
8. The effect of a prodected over-all growth rate of 7 per cent in
relatlon to the most favourable rate of expansion of exports must now.

be cons1dered. The potentlal ‘trade gap would extend ta fifteen countries
in 1975, amounting to about 2,900 million dollars, and to sixteen countries
in 1960, totalling a litple over 5,000 million dollars. Cnly three
countries wouid account for 70 per cent of thaf gap, however. These gaps .
would double if account is taken of actual and potential interest and
proflt payments on, 1nvestment and on the external debt that would
eventually be incurred Once again service payments (even without

counting amortization) show the extent to which they are instrumental

/in limiting
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in limiting ultimate economic growth., It must now be determined what

are the main assumptions and possibilities that would reduce such gaps

to tolerable proportions, In principle, there are three points on

which to work: imports, exports and servicing,

9 It does not seem feasible, iﬁ principle; to accentuate import
substitution, thereby reducing impor£ reeds, particularly if the process
continues to be confined to domestic markets; this is not on account of
technical difficulties but because of the greater economic efficiency
required in each country'!s industrial development. QObviously, however,
fairly extensive saving is possible in respect of imports, especially of
goods which are directly or indireétly destined for luxury or deferrable
consumption and which in one way'or another contribute to the potential gap
projected on the basis of past trends. It would not be feasible, however, to
curb imports of essential intermediate products or capital goods, particularly
in the first stage of speeding up economic activity., Moreover, situations
might well arise where it was necessary to increase external supplies of
popular consumer goods over and above those projected, These limitations of
import substitution are, of course, much more severe in the case of the
small- and medium-sized countries of the region.

10, The expansion of exports clearly representé the soundest and most
effective structural solution, The projections>Sh0w the considerable
importance of the growth of exports in reducing the potential gap, because of
its effects on the trade'balance and servicing. With a larger volume of
exports it may be expected that the groﬁtﬁ rate will be higher and that .
conditions for a more efficient industrial poliéy'may be established.

In this respect, external financing is not an alternative to the expansion

of experts, The latter 1s an essential objective and the former a
supplementary recourse, The possibilitiesvof increasing export earnings
depend on the specific results that méy be obtained from international action
in the field of primary products, and on the ability of the ILatin american
countries to breck into world trade in maﬁufacturese‘ Regional integration once
again emerges as the fundamental instrument.of national developmnet because
of the immediate coﬁtribution it can make towards bridging the trade gap and
achieving a more rational structure of the Latin American economies, by
enabling import substitution to continue in a broader market and exports to

expand through reciprocal trade. '
C, PRCSPECTS
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‘C. PROSPECTS FOR THE GROWTH RATE AND
TREND OF STRUCTURAL UNEMPLOYMENT
1, The following general conclusions can be drawn from'the analyeié‘of the

projections described in the previous sections: (a) unless the neceseary
structural changes are made to mobilize investmenb resources on a biggerbl
scale, it will be clearly impossible to make any significant improvement in
the present .rate of growth; (b) a technically feasible growth target of 7'per
cent for the regional domestic product in the next decadevwould entail radical
changes in economic policy and the production structﬁre if personal
consumption is to be prevented from expanding; (c) this limitation could apply
only to consumption in the higher income groups; (d) the posslbilities of
~achieving a more dynamic rate of this kind will depend on the rapid growth of
export income; (e) the expansion of reglonal trade through the 1ntegrat10n
process now under way and other agreements that may be concluded offers
immediate possibilities of achieving the specified development obJectlvee
-more easily; (f) contributions‘of external lesources are needed, especially
to solve the problem of the potentlal external deflClt and (g) external '
financial co-operation of thls kind will have to be glven on highly favourable
terms because of the heavy debts borne. by the Latin Amerlcan countrles.
2, This analysis should be rounded off by a few words on the future trend
of structural unemployment, which has reached such alarmlng proport1ons that
it has to be a key issue in every development strategy. Durlng the next
decade, the labour force will be increasing more rapldly than in the nineteen-
sixties, It is.estimated that the annual growth rate of the economlcally
active population in the. region as a whole will rlse from 2,8 to 3 per cent,
In a large number of. small countﬂles this rate w1ll be as hlgh as 3 5 per
cent, and only 1n Argentina and Uruguay w1ll ‘the growth of the labour force
be relatively small.. Hence, it may be said in general that if the rate of
economic growth continues to be the same as in the past, the problem of
structural unemployment will become even more acute and will assume
extremely serious proportions because of its social repercussions.
3. Some very broad analyses indicate that if the 1ncrease in the labour
force is to be absorbed inteo productive act1v1t1es, it will be 1mperat1ve to
have a growth rate of 3 to L per cent per caplta, dependlng on the country
concerned, Even this would be too little for deallng with the arrears of
/sfructural unemployment ,
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structural unemployment, which have been estimated as equal to a guarter of

the economically active population in the region as a whole. From an over-all
appraisal of a rather conjectural nature, it has been assumed that with a
growth rate of nearly 6.5 per cent it would just be possible to absorb an
anmual increase of L per cent in the labour force, and thus keep absolute
structural unemployment to its present level, If this unemployment is to be
done away with by the end of the next decade, with given productivity levels,
there must be sufficient economic.growth to povide employment for an additional
5.5 per cent yearly, This would entail an annual increase of no less than

8 per cent in the domestic product. These are, of course, global estimates
whose only purpose is to give an idea of the magnitude of the problem, and

they are based on hypotheses that must be tailored to the conditions

prevailing in each country and to the findings of a more precise analysis of
the alternatives that will present themselves as the economic structure evolves,
with particular attention to the possible effects of land reform on the
retention of a larger number of economically active pérsons in agriculture and
the impact on employment of a change in the structure of demand associated with
a redistribution of income,

L, These projections, although conjectural, state the great problem of Latin
American development in unecuivocal terms. Cn the one hand, there are the
heavy limitations placed on economic growth by the potential savings and
balance-of-payments gaps, and, on the other, there is the urgent need to speed
up such growth by finding productive employment for a rapidly growing labour
force and for dealing with the extensive structural unemployment that has
accumulated,

5. Obviously, if present trends persist, and it proves impossible to reduce
the potential balance~of-payments gap or to apply a policy that would radically
alter the mobilization of financial and real domestic resources during the next
decade, unemployment will increase and income distribution will become even
more inequitable, thus adding to the vast numbers of people who live in such
deplorable conditions today. This will happen even if the Latin American
economy continues to grow at its present tempo. The prospects may of course
vary from country to country, since the problem of employment will be less
critical in some, but in others it will be more acute than the over-all

figures for the region would suggest.
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Chapter 1II
ESSENTIAL FEATURES OF DEVELOPMENT POLICY
A. GENERAL APPROACH

(a) The main objectives of development strategy

1. It is impossible to envisage a standard development strategy and
policy for the Latin American countries. This cannot be done even for
each of the traditional groups of countries (large, medium-sized and
small) which are generally considered in the analysis, because there are
considerable differences between the countries which they comprise.
Nevertheless, just as structural development problems and obstacles were
identified as prevailing, in differing degrees, in the region, it is also:
possible to define essential features of development strategy which are
fairly broadly applicable, although their practical implementation would
depend on the particular conditions existing in the countries of the
region and on the decisions of their Governments.

2. Latin American development strategy should have three essentlal
objectives, The first, of course, is to accelerate economic growth and
productivity in a more consistent and permanent way than in the past;

the second, which is a must because of the situations prevailing in the
countries of the region, is to solve the problem of structural unemployment
and the productive absorption of the rapidly expanding labour force; and
the third, which is more directly related to social aims, is the
redistribution of income. A fourth objective, while partly implicit in
the first three, deserves special consideration: that economic growth
should be aimed at correcting the pronounced disequilibria and disparities
in the regional distribution of production and income within the actual
geographical context of the national economies. -

3. It might be thought that these objectives were. interrelated and that
the stepping up of economic growth, for example, would suffice to solve
the employment problem, improve the distribution of income and promote

integration of the national economies, Such reciprocal relationships
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undoubtedly do exist, but their effects are dispersed over time, and they
fail to acquire the necessary dynamism and scope owing to the serious
nature of those problems, DMoreover, as has been seen in reviewing the
internal obstacles to development, there are factors inherent in the
structure of the Latin American economies which limit the economic and
social effects of the evolution of those structures, What is more,

unless an adequate strategy is adopted in tune with the peculiar
conditions prevailing in the various countries, the results of attaining
those objectives may be incompatible instead of supporting one another.
This fact is illustrated below,

k. The productive absorption of redundant manpower and of the additions
to the labour force deriving from population growth does not depend
exclusively upon the rate of economic growth. Other vital factors are

the structure of that growth, the sectoral and regional allocation of
investment, and production techniques in so far as the participation of
capital and manpower is concerned., Thus, the objective of raising
productivity may, to some extent be incompatible with the employment aims.
An income redistribution policy which results in the expansion of total
public and private consumption may weaken the ultimate rate of economic
growth and create acute inflationary pressures unless proper attention
has been paid to the formation of production capacity or steps have been
taken to correct the structural factors limiting production in specific
activities, as in agriculture. Likewise, the acceleration of the growth
rate, left to the free play of the forces implicit in the present economic
structure, may continue accentuating the regional disparities and the
unequal distribution of income. Further, it might so happen that deliberate
regional development aims were not compatible, in a given period, with
the over-all objective of attaining maximum growth in that period. In
short, to make these different essential objectives compatible is the
problem that must now receive full consideration in national planning.
Some aspects of this subject are dealt with later.

S5 It is outside the scope of this document to determine the economic
growth target that Latin America may attain in the next decade. It is

impossible to do so on the basis of a general analysis such as this; it

/cannot be
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cannot be done without making a miore specific study of the conditions and
prospects in each individual country. Moreover, the rate of growth will
depend on how intensive and far-reaching are the measures it is decided

to adopt to remove the internal structural obstacles and on how successfully
the problem of the external bottleneck can be solved, ABroadly speaking,
the analysis of projections has provided useful criteria for clarifying
this problem. It shows, on the one hand, the severe obstacles represented
by the potential savings and foreign trade gaps and, on the other, the

need for a vigorous and large-scale drive to absorb the labour force.

If an attempt was made to put forward a general estimate, in’theblight

of these data, regarding the growth target for Latin America in the next °
decade, two considerations would be relevant, First, a growth rate of

less than 6 per cent would be unjustifiable, since several countries have
already achieved such a rate and the region as a whole came near to it

in scme years, such as 1968. Secondly, if the employment problem is '
taken into account, the target should be higher for many countries; but

in evaluating the structural factors and especially the external bottleneck,
it may be concluded that a target of 7 per cent for the region as a whole
would perhaps be the best working hypothesis, although it might prove
somewhat ambitious for several countries.

é. Consideration should, however, be given to the region's economic and
technological backwardness and to the serious nature of the social problems
that threaten to become even more serious for half the Latin American
population. The question must be asked whether, in view of this situation;
the second Development Decade should not be translated, in essence,‘into'

a firm .determination on the part of the Latin American countries and a
specific commitment on the part of the industrial countries and the
international community to adopt the major decisions that will enable

Latin America to double its aggregate income by the end of the next

decade, through the full utilization of its resources and a more equitéble

distribution of income among the different social strata.
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T There is one important aspect of strategy which relates to the
movement of the growth rate overtime, It is usually suggested that the
rate should be raised in stages, starting from the current regional level
of 4.8 per cent and moving up gradually until a specific target rate is
attained at the end of a fairly long period. A more effective altermative,
however, would be to speed up the tempo of economic activity, which for
the sake of convenience and brevity can be referred as to the growth rate,
as soon as possible, There are two reasons for doing this: first,

the urgent need to give employment to the vast mass of labour available,
and, secondly, the fact that the increase in the growth rate brought about
by higher employment and other factors makes it easier to institute the
changes, structural reforms and adjustments that are needed, particularly
with respect to income redistribution. A strategy of this kind will be
easier to implement precisely because the labour force is larger, because of
the significant and immediate effect of action to increase productivity
and efficiency, and because of the large amount of idle capacity existing
in the essential and consumer goods sectors. Admittedly, the implementation
of this strategy would require external financial assistance, most of which
would have to come in the initial stages unless the external bottleneck

is eliminated or eased.

8. A rapid acceleration of the economic growth rate to appreoach the
annual targets of 6 or 7 per cent recuires, of course, a considerable
increase in investment., The ratio of investment to the gross domestic
product will have to rise from 16 per cent to 20 or 23 per cent or more.
Development of this intensity can only be achieved by holding down
consumption. This raises the problem of the specific possibilities of
achieving the other essential objective of development strategy, namely,
income redistribution and a substantial improvement in the level of living
of Latin America's population, especially the poorer half which is merely
eking out a subsistence living. The basic solution can only be found in
cutting down severely the consumption of the high-income groups.

9. It may be appropriate to illustrate this alternative with some
figures, which do not claim in any way to represent a quantitative programme.

For example, taking an over-all growth rate of 6 per cent, it i& possible

/that the
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that the poorer half of the population would increase its per capita
consumption by 4.2 per cent annually, while the middle-income groups

would increase theirs more slowly. If this happened, the consumption

of the high-income strata would contract initially and then, after a
certain period of time, begin to return to its former level, On this
assumption, the poorer half of the population of the region would raise

its present annual per capita consumption of 150 dellars to 300 dollars

by the end of a seventeen-year period, while the middle~income groups
would need twenty years to double their current consumption, If, however,
average per capita income grew by 7 per cent annually, it would be possible
for the poorer half of the population to increase its consumption more
rapidly, and for the middle- and high-income groups to do so as well.1

10. Taking another alternative, with a per capita growth rate approaching
L, per cent, the poorer half of the population would improve its per capita
consumption by 4.7 per cent annually, while that of the richer half would
increase at 2 per cent amnually, or more, depending on the over~all growth
rate. On this assumption, the poorer half of the population could double
its consumption within fifteen years.g/ In other words, the higher the
economic growth rate, the easier it will be to provide productive employment
for the labour force and to raise the level of consumption, and also the
more feasible it will be to carry out the process of income redistribution
referred to above,

11, Hence, it is clear that austerity programmes or restraints on
consumption affecting the high-income groups are basically designed to
increase the productive capacity of the economy. This is in no way an
attempt to make a merély nominal redistribution of income - which in the
final analysis would not achieve its objective - but to mobilize the
potential fesources that exist as a result of the high concentration of

personal income and transform them into investment.

;/ See Raul Prebisch, Towards a dynamic development policy for
Latin America (United Nations publication, Sales N®: 64.II.G.A4).

2/ See "Il desarrollo agricola de América Latina' (E/CN,12/829).
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12. The immediate effect of this kind of income redistribution policy
would be a change in the structure of demand, since demand for mass
consumption goods would increase relatively more rapidly., On the last
assumption taken, the over-all consumption of the low-income groups
would grow by 7.8 per cent annually, their consumption of agricultural
goods by 5.6 per cent, and of non-agricultural goods and services by

8.9 per cent, while the over-all consumption of the remainder of the
population would rise at slightly over 5 per cent annually. Hence it is
clear that there have to be changes in the structure of production and
in the way resources are allocated to the various sectors.

13. This kind of process, which affects the structure of demand, weuld
have two effects of special significance: it would broaden domestic
markets, creating strong incentives for the expansion of industrial and
agricultural production, and as the structure of production changed another
very important factor for the absorption of labour would be added to the
growth rate, since it is well known that the traditional industries are
the most highly labour-intensive,

14, The process would also influence the composition or at least the
distribution of imports, although, as seen in the preceding chapter,
there would certainly be a considerable increase in the need for imports
of essential and capital goods. This again means that these essential
objectives of development strategy are dependent to a large extent on
covering the potential balance-of-payments deficit, and hence that external
financial assistance, especially in the initial stages, is of vital

importance.
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(b) The basic instruments of the strategy

1. The major decisions and basic 1nstruments which fonn part of a
strategy can have but one purpose: the removal of the internal and external
structural factors and the estabtlishment of the basic institutional
conditions that will enable the economic and social system to attain its
production, employment and income redistribution objectives., Moreover,

the nature, scope and fdrce of those decisions cannot but be proportional
to thé magnitude of the problems that must be confronted and to the
severity with which those structural factors are cramping the econcmic

and social growth power of’the Latin American countries, .
e In the general approach to the essential objéctives of the strategy,
it is clear that the mobilization of internal resources must be a fundamental
element of the strategy. Such mobilization has two complementary purposes:
to increase investment resources on the basis of the saving potential
afforded by the high concentration of ihcome, and to channel the real
existing and pdtéﬁtial resources towards the shaping of a new economic
structure that will provide the necessary conditions for a better distribution
of real income; in other ﬁofds, té bgidge the potential savings gap shown
by the projeétions, to put productive reserves to active use, to . increase
the supply of essential production goods, ard to dlrect these resources
towards the expansion of capital formatlon, partlcularly in public or
private activities on which the basic objective of raising the _population's
levels of living deperd. This mobilization of real’ and financial resources
must also help towards achieving the aim of expanding exports of manufactures,
as described later in this paper.

3. Agrarian reform is another key piece in this strategy. More than
half the existing structural unemployment and the lowest per capita income
levels are found in the rural sector, and many countries will be faced

with the need to retain a larger proportion of the active population in
these areas. Further, the objective of improving the living conditions

of the urban and rural population calls for a rapid increase and
diversification of agricultural production, which is impossible as long

as the present low levels of productivity and the structural factors
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associated with the existing system of land use and tenure persist. Land
reform is therefore the key instrument for accomplishing the economic and
social changes required by development in rural areas and in society as

a whole. It has three complementary aims: to raise agricultural production
and productivity, to redistribute rural income by distributing land,
facilitating access to it and raising wages, and lo help solve the problem
of structural unemploymentb&/

L. The enormous amount of structural unemployment in Latin America and
the expected increase in the labour force in the next decade bring
employment policy into focus as anothier important element of development
strategy. Because of the changes that must occur in the over-all
composition of demand and because of the desired expansion of exports,

it is only logical that the accelerated growth of investment and production,
agrarian reform, and the new structure that must be shaped for the Latin
American economy will result in a greater absorption of the labour force.
It will be necessary. nowever, to apply an cefficient policy for the use

of capital that will make it possible to attain the prime objectives of
productive euployment and maximum levels of production. Consequenvly,

the limitations and pessibilities of production techniques will have to

be tonsidered in relation to the participation of capiﬁal and labour
resources, and a policy will have to be framed accordingly. This policy
must envisage the external aspects of the selective assimilatioﬁ of
technologies and their adaptation in order to make the best possible use
of domestic resources, and it must provide for the promotion of
technological research in the countries themselves. lioreover, the scope
of the policy must go far beyond the mere consideration of these
technological questions; it must also tackle the problem of absorbing
manpower directly in specific aétivities, such as different infrastructure
works in the rural arezs and the construction of dwellings in urban

districts. This subject is referred to again belows,

L/ See "Agricultural development in Latin America (E/CN,12/829),
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56 Among the questions that cannot be ignored in devising this strategy
are the regional aspects of develorment within the context of the national
economies themselves. The concentration of production ard income in
particular areas, especially in the big metropeolitan centres, and the
backwardness that still persists; mainly in the rural areas, are well-known
pfobiems° It is clear, therefore, that the mobilization of resources,
agrarian reform, employment problems and aims of -income redistribution will
have to be‘considgred in regiocnal terms, What is more, as is discussed
later, it is impossible to devise a national development strategy without
the help of an analytical scheme offering possibilities of évaluating
different proposals for the_regional, urban and rural physivgnomy and
structure' of the national economy, Furthermore, the need to promote

the countries! internal economic and social integration demands a regicnal
deﬁe;opment strategy within the context cf an over-all strategy.

6o | As has already been said, the strategy must be given specific
instruments for removirg the structural factors which hamper developmente
It is now time to identify the kind of action and procedures required to
remove the external bottleneck; in other words, to seek ways of covering
the potential trade and balance-of-payments deficits shown in the analysis
of projections, and of making the Latin American econcmies less vulnerable
in the external sector, This subject is dealt with later in the present
document... Here, merely with the purpose of completing an over-all view

of the strategic elements, it must be noted that the basic instrument of
external action can only be the expansion of exports and, in particular,
the promotioh of exports of manufactures and semi-manufactures, Latin
Mnericatls experience in the last few decades, and especially in recent
year§;,is,yery clear, in the sense that it is impossible to go on solving
its problems by borrowing, which is only a temporary alleviation of the
external bottleneck,

7o Given Latin America's high degree of dependence on imports of
essential and capitgl goods, and the inadequate rise to be exbeétéd”iﬁ

the growth rate cf‘ité exports, external financial éssistancé will be

required as long as export receipts remain stagrant, Therefore, over-all

/development strategy
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development strategy must also comprise a policy for external financial
assistance that will define what international action is necessary, and

the means that are most suitable, to ensure that such ascistance fulfils
the specific purpose of spurring on the economic process to meet the
ocbjectives mentioned above. This policy will have to take account of

three basic points: first, promoting inflows of the necessary external
resources; secondly, ensuring that such resources are not, as often
happens in Latin America, a substitute for potential domestic resources;
and thirdly, developing a policy under which growth wiil graduelly

become independent of externsal financing as a result of export expansion
and an increase in the domestic saving coefficient,

8. The various forms of econcmic integration in Latin America constitute
another basic instrument of development strategy, Integration can have an
immediate effect, as it is already having quite a significant extent in
Central America — and also, with some difficulties but with signs of
promise, within LAFTA — in helping to close phe.potential trade gap,
Moreover, the expansion of Latin fmerica's external market will offer
genuine possibilities of progrecs towards a more efficient process of
industrialization. Ifforts to promote integration must continue. Given
well~designed national policies in which &ll these various aspects are
properly co—ordinated, economic integration is not incompatible with the
basic objectives of national development strategy nor with a1l the other
policies through which this strategy is put into effect, On the contrary,
it is an essential and extremely effective concomitant of these policies.
While there is no point in repeating the proposals that have been made in
recent years, it shculd be noted that direct action is the best way of
promoting integration, for example, physical integration through transport
and communications, regional programmes among neighbouring states, -
multinational projects, water basin development, and development programmes
involving several countries, In addition, there is a need for a reappraisal
of the problems and obstacles encountered in integration in the light of
recent experience. The ECLA secretariat is working on this task and hopes,
in conjunction with the integration organizations, to put forward some

suggestions in the near future.
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Ge To sum up, develcpment strategy comprisés four basic instruments

of a general character: mobilization of‘doméstic'resources, agrarian
reform, employment policy, and regional“polidy‘iﬁ fhe national sphere-
and three instruments relating to the external sector‘ export expan31on(
-~ especially exports of manufactures — eyternal financial a551stance,

and Latin American regional ecconomic :Lntegratlona The funCulon of national
plauning is to co-ordinate action and to determine the'comparafive weight
of each of these instruments in the light of a country's partiéular ”
circumstances. Because of the somewhat Timited séope of the pfesent
doccument, development strategy will not be examined in relatién to
economic sectors or social questions, or iﬁ relation to the very
important activities of the public sector, Some of these points are
covered in the other documents ‘submitted to the Comm1531on at the present
session, while others are a specific component of the secretarlat's work
programnme ‘

(¢) Yulnerabilitv exl dependence in the external sector

10. A development strategy for Latin ‘Amefrica must lay down;é§é¢ific"
objectives and measures to eliminate the region‘s extreme vuinerability
and dependence in-the external ‘sector, which hamper and PeSGPlCu its .
development, While it would be beyond the scope of the present docuﬁent
to go into this topic because of its diversity and also because 1t “: ‘
involves political decisions which are within- the purvzéw of utates, W:"'
some p01nts should be noted which relate more directly to the eCOnomlc, '
financlal and- technological matters discussed- hevre, Flrst, Tatin Amerlcan
development: must_be baséd mainly on.Latin Americals own’ capac1ty, and the |
effectiveness of the .policy and.strategy adopted. to mobilize the reglon’s
own resources, As noted above, extefnél‘borrOWing is admiSSlble only 1n
so far as it is complementary, and there must be a firm determination to
free the future growth rate from its dependence on exter*la1 a551stance
otherwise, development will be at the mercy of changlng circumstances and
of all the various .political and international fihancial factors that
affect the flow of external resources. In thié”?§§beCt; the |

multilateralization of financial assistance for de&élopment projects
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is of primary importance, Secondly, Latin fmericals virtually complete
dependence on imported techneclogy makes it very difficult to use resources
efficiently. It is therefore necessary to study suitable ways and means
of introducing new technology selectively and adapting it to fit local
conditions and the domestic resources available, and to initiate a
regional policy for technological research. Thirdly, Latin Americals
high degree of dependence on imports of essential and capital goecds is
another limiting factor that can be overcome only through an expansion
of vroduction and trade.

11, t will be difficult fully to achieve these and other cbjectives
that affect Latin Americafs ability to strengthen its development ard
make it self-sustained if each country acts in isclation, despite the
great potential of the larger countries of the region. Stronger and more
concerted action must be taken alt the international level to promote
Latin America's interests, and to solve the enormous problems of ®the
introduction and stimulation of technnlogical progress and the expansion
of production, within the framework of effective regional co—-operation
and a community of interests, Hence, this reappraisal of the problems
and cbstacles encountered in regional integration is urgently necessary
because, as integration becomes more firmly established, Latin America
will be able to make its presence felt and to realize its develorment

potential within the community of nations.
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B, EMPLCYMENT AND TECHNOLOGICAL FROGRESS

1, An examination of the production structure in Latin America, where

possibly not more than 10 per cent of -the labour fcrce is employed in
activities with forms of production and organization that may be regarded
as relatively modern, will reveal the complexity and magnitude of the

~ problem of absorbing the structural unemployment and rapidly-increasing
labour force that are the by-product of population growth, In the
interests of economic developrent, it is obviously escential to assimilate
the economically active population into a dynamic process of growth at
reasonable levels of productivity which will subsequently be raised by
the workings of that process, If Latin America is not to fall even
further behind economically and technologically, it -must absorb technical

~advances with increasing rapidity and disseminate them in every sSector of

- -economic activity throughout the region,. EE

26 This raises two closely interrelated problems: the need to increase

capital formation and to dewise a policy that would make “for the

-~ dncorporation of technical advances and their disseminatior in the backward

. -sectors, while achieving - the employment objectives which are a key

piece in the strategy envisaged, The first aspect has already been considered;
it remains to point out that,” the conditions. now prevailing in. Latin
America, the basic prerise nust be that the greater the mobiligation of
potential investment resources, the greater will be the possibilities of
progressing technologically and raising productivity. However, this

will not immediately change the terms in which the problem of a shortage
of capital combined with a huge volume of available labour presents

itself today,

‘3. From a broad standpoint, it may be said that the absorption of the
labour force into productive activities depends on four factors:

(a) the dynamic growth of investment and production in general; (b) the
sectoral and regional pattern of growth; (c) production technologies, from
the point of view of the capital-labour ratio in different economic
activities; (d) the specific measures that should be taken to draw labour

into specific rural and urbsn activities,

/ke The
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L, The development strategy outlined will be favourable for these
factors, The mobilization of domestic resources will raise the growth
rates of investment and production well above their present levels, Land
reform, as indicated later, will contribute very substantially to solving
the problem of structural unemployment in rural areas, and, in a number
of countries, a larger proportion of the increase in the economically
active population will have to be retained in the rural areas. The
changes thet will take place in the structure of demend as a result of
the anticipated redistribution of income will necessitate a more rapid
increase in agricultural production and in the production of goods and
services in mass demand, which will have to come about through activities
that are technically relatively labour-intensive. The expansion in the
output of capital goods will also boost the demand for skilled labour,
which will be of greater significance than is generally thought, Noreover,
the possibilities of employment will increase appreciably with the
expansion of exports of industrial goods and reciprocal trade, which are
the other strategic factors involved,

5a Nevertheless, the technological choices that may be offered within
the context of the new structure of production will have to be analysed
with a view to deciding on 2 specific policy for the allocation of canital
resources in relation to the productive absorption of labour. In spite
of the vital importance of this problem for the developing countries,
little attention has been paid to it thus far, either in analyses or in
practical action. All that can be done, therefore, is to set forth some
general estimates, In principle, great possibilities may be discerned
for improving efficiency and productivity while absorbing manpower,
without entailing substantial investment, Such technological possibilities
are to be found meinly in agriculture, construction and a wide range of
services, The problem seems to be more difficult to solve in industry,
6, There are some key industrial sectors of the economy in which

great technological progress is accompanied by a high capital intensity.
This is true, for example, of industries using continuous processes, such

as chemicals; steelmaking and non-ferrous metallurgy. In these and other

/activities, technical
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activitieé,”technical progress raises the minimum scales of production. It is
quite different in the case of a great many activities in which manufacturing
plays an important part. The metal-transforming, textile and consumer
‘goods industrieé, for instance, are characterized by a wider variety of
equipment, slower technological development, and possibilities of choosing
more lébour-intensive and capital-saving techniques. In practice, however,
these opportunities are not turned to account. The investment incentives,
credit terms, low real interest rates, over-valuation of the currency and
other factors prompt enterprises, whether public or private, to use highly
capital-intensive techniques,

7.  There is another particularly amportant factor limiting the choice
of techniques: the dependence on external supplies of capital goods, and
on the assimilsation of external know-how, In the industrial countries,
unceasing technological progress goes hand in hand with a very high level
of capital intensity, and those techniques often relate to an environment
and a Supply of natural resources which are very different from those
prevailing in developing countriess Nevertneless, their introduction
is:encouraged by programmes of aid and by systems of external financing,
which, moreover, involve very high costs,

8. These genefal comments” show that, while serious limitations exist,
there are also significant possibilities, There appears to be quite

a broad field for making progress in the introduction of new technology
éhd raisiﬁgfprodﬁctivity in tne more backward sectors of the economy

' withbut necessarily hampering the attainment of certain general employment
objectivesol It must be remembered; of course, that new technology cannot
be introduced into all sectors or activities in the same way, either
because of physical limitations or because of the actual mechanics of

the process. Hence, increases in productivity in a particular sector may
‘displace labour or curtail its absorption, and this means that the ‘
process must promote a dynamic increase ‘in-investment in order to prevent
unemployment, It is natural that the high-income groups in areas where
technology is advancing rapidly will have a propensity to increase their
consumption and that the concentration of income will promote demand

- for certain goods, thus absorbing resources that might otherwise be used

/to extend



F/CN.12/826
Page L7

to extend the areas which rrovide the greater employment opportunities, This
is where development strategy should come in, through a policy that reaps
the benefits of increases in productivity, by holding down consumption

of luxury goocds and promoting savings in order to increase the amount of
investment resources available to absorb labour in other areas,

9. In brief, this is a problem of overwhelring imrortance for the kind
of development strategy that it is urgently necessary to implant in

Latin fAwerica. In the light of what has been said above, three conclusions
can be drawn: (a) certain activities relating to the production of
intermediate and capital goods and to the expansion of exports of
menufactures will have to be given priority attention on a scale and with
amounts of capital consonant with technological progress; (b) there are
many activities in which a well-designed policy could lead to better use
of capital and greater absorption of labour; (c) solutions to the problem
must be viewed within the context of national planning so that other
important factors are borne in mind. Ilioreover, technological research
will have to be intensified in lLatin America, while policy will have to
consicder, inter alia, how to adapt imported technology to local conditions
and how to stimulate original research., For this to be done, co—operation
among the countries of the region and the implementation of joint programmes
will be of vital importance, given the general similarity of the
circumstances of the different countries and of the problems that have

to be tackled,
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C. REGIONAL ASPECTS OF DZVELOFIENT POLICY

1. A close study must be made of the regional aspects of national
development. In recent years there has been & growing concern with
technical factors and practical action. Several countries are carrying
out large-scale regional developiment projects and z -fund of experience
and know-how is being built up., The most important thing is to work out
clear conceptual definitioné of regional problems so as to pinpoint the
key elements in development strategy. As regards the practical tools

for strategy implementation, it may be argued that these cannot be
constructed until the regional objectives related to the economic and
social integration of the countries themselves have been studied.
Over-21l national development plans are obviously weak in this respect.
Progress was first made in analysing the productive structure

of the economic' development process, and the model must now be
supplemented by an analysis of the regional structures,

2. It is essential to translate the mnjor strategy objectives into
regional terms, and to go beyond the traditional divisions between urban -
and rural, agricultural and non-agricultural, so as to study the economic
and socieal structures of the different regions in a country, of the
metropolitan areas and of the big and small towns. It is alsc necessary
to see how the goals.of greater production, the absorption of the
economically active population and the redistribution of income fit into
that picture; how national resources are to be mobilized, land reform
carried out, production techniques applied, export trade expanded and
latin American integration speeded up, and what the effect of all these
measures will be, When development problems are considered in relation
to the geographical location of economic activity, strategy will acquire
a more vital significance and will enter more deeply into.the future
economic and social imege of the Latin American ccuntries.

36 It is essential to know whether the economic growth thet is
envisaged will be taking place in the existing areas and centres, thereby
adding to the concentration of resources and exacerbating the disparities,

and whether the march of Ilatin American integration will lead to more

/balanced regional
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balanced regional development within the countries themselves., Finally,
it is imperative to formulate a definite regional policy in order to
determine the basic features of transport and commnications policy

and of the siting and distribution of electric power production,

L Although uniform principles cannot be laid down for a regional
policy covering all the countries in the region, there are some common
aspects that may be brought out, If the domestic and foreign factors
which have in the past determined the physiognomy of the latin American
economies are discounted, it is obvious that the concentration of resources
in particular areas is justifiable in the early stages of a development
process as a means of taking advantage of the favourable conditions that
determine productivity. However, it would not be advisable to allow

this concentration to continue unless the following two conditions were
fulfilled: that the resources concentrated in such areas would be more
productive than if they were iccated elsewhere, and that the areas

in question are capable of activating the rest of the system so that

a growing number of people can achieve specified levels of productivity
and income,

5. In Iatin America, and in its big metropolitan areas in particular,
external economies have noticeably declined, There is a tremendously
high urban concentration, even compared with the more developed countries.
The exceptionally rapid population growth as a result of intensive
migration from the country to the towns, has outpaced the capacity of

the public services and is raising the per capita costs of the infrastructure.
Under these conditions, the advantages perceived from an evaluation of an
investment project may well be cancelled out by the growing social costs
of any further expansion of the major centres, Moreover, these centres
have only a limited ability to energize the rest of the system, or are
unable to do so to the extent that it so urgently requires. In addition
to all this, there is the problem created in those very centres by the
accumulation of structural unemployment. There are several explanations
for the lack of dynamism. One general reason is that when people are
absorbed into economic activities in a particular centre, even if they

are unproductive services, they naturally tend to raise the level

/of consumption,
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of consumption, and the high concentration.of income increases the demand
for new goods with the result that the increment in productiVity is only
partly transformed into 1nvestment resources, whlch are largely appropriated
by the centre itself. "

6. It is therefore 1n keeping w1th the strategy outllned above that
there should be a well—concelved pollcy to capture some of the increase

in product1v1ty so as to swell investment in other areas, as dictated by
the rational principles that derlve from a regional policy in the context
of over-all national developmeﬁ£: Thie is not an‘easy problem to taokle,
and generalizations are hazardous. In the last analysis, the solution
mist be viewed in a comprehensive and long-term perspective. An immediate
shift in investment mlght signify a lower over-all rate of growth than
would be obtainzble if it were left alone, since reglonel programmes nheed
heavy infrastructural investment with fairly long lead times., However,
the over-all growth of the eoonomy would no doubt eventually be higher
than it would otherwise have been.

Te What is more, regional prograrmes obviously have a benef1c1al effect
on employment and income distribution, and represent a decisive steD
towards the economic and social development and 1ntegrat10n of the Iatin
American countries, The new centres would become foc1 of growth whose
dynamic influence would spread far ano wide to other areas as yet untouched.
Considerations of national policy or social desiderata may, of course,
take precedence over economic criterie in this field, but the latter must
always be borne in mind so that the most effective solution can be found

through this process of decision-making.
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D, THL [ORILIZATION OF DOMESTIC RESOURCES
(a) The potential of real investment
1. Speeding up the pace of economic growth and absorbing structural

unemployment will - as noted above -~ require an unusually large amount of -
real investment directed towards clearly defined ends. It has been

estimated that gross fixed investment, which now stands at some 15,000 million
dollars in the eighteen countries studied, will have to éxceed 28,000 million
dollars by 1975 if an average annual growth rate of 6 per cent is to be
sustained, and 35,000 million dollars if the rate 1s to be 7 per cent.g/
These investment needs will have to bc covered by increased industrial
production and by imports.

2e Basic intermediate goods and capital goods production has been one of
the most thriving sectors of industry in recent years. It will have to

grow much faster still, however, to attain the targets considered in the
present document, and this cannot be achieved.unless the maximum possible
amount of resources is channelled towards the production of such goods.

This means that the installation of capacity for the production of certain
types of non-essential or luxury goods for public and private consumption

will have to be curtailed., It may even be necessary to consider the
possibility of shifting the allocations of resources to some extent, for
example, away from the preoduction of consumer durables.

3. Studies show that the large and medium~sized Latin American countries
could substantially increase their production of investment goods, and also of
machinery and -equipment., Iiven the smaller countries could increase

production of some of these items. It is well known, however, that the
production of capital and intermediate goods is seriously restricted by the
size of markets, the amount of investment needed, or by‘technical requirements,
A well-designed industrial policy would lay down guidelines for a rational
allocation of resources in this area. Regional integration and subregional

agreements have a very important part to play in placing Latin America in

1/ See "Movilizacidn de recursos internos" (E/CN.12/827)

2/ See "The trade and domestic savings gaps and structural unemployment
in Latin America" (E/Ci.12/831 and Add. 1),

/a better
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a better position to increase its production of essential intermediate

goods, equipment and machinery, The recent figdres for trade in manufactures
- which ineclude some capital goods -~ among the LAFTA countrles, whlle still
comparatively low, are a promising 1nd1cat10n of what may be achleved in
the future, ‘

L. Despite the progress that must be made in the domestiélproduction of
capital goods, and the impetus to development provided by integration, it
is clear that Latin America will need a felatively large volume of imports
especially during'the first half of thé coming decade, if it is to implement
a development polidy that is likely ﬁo»attain the desired goals. It must
be borne in mind that imports of various types of capital‘goods and of same
basic intermediate goods for éapital formation aceount for roughly 20 per
cent of the value of investment, While this proportion is somewhat lower
in Argentina, Brazil and Mexico, it is higher in the majority of the less
developed countrles. The share of 1mports in the production of machlnery
and equipment is much higher, ranging from 30 to 80 per cent or more,
dependlng on the degree of development of the country concerned, the
average for the region as a whole being approximately 4O per cent. These
flgures show how very vulnerable Latin Amerlca’s development is and how
much any policy to mobilize resources depends on external factors,

5 Two conclusions can be drawn from a comparison of the high import
content of real investment with the large potential balance-of-payments
deficits: (a) that import policy must complément an over-all domestic
policy that assigns resources to productive and useful investment strictly
in terms of development objectives; and_(b) that, since the minimum of
imports of essential and capital goods create a trade gap, external

financial assistance is imperative.'

(b) DMobilizing idle capacity
6. Statistics indicate that there is idle capacity in various branches

of industry, especially those producing essential intermediate goods and
consumer goods, in some cases on a considerable scale, Irrespective of
the reasons for this -~ limited power supplies, shortage of complementary

goodg, or institutional factors relatlno to the or«anlzatlon and management

/of enterprises
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cf enterprises - it is’'evident that latin America cannot afford to let
these resources go to waste., If idle capacity exists because of limitations
in demand or shortages of complementary goods, raising the growth rate of
the economy will tend to take up the slack. On the other hand, if it is
due to institutional or organizational factors in either the public or the
private sector, development policy will have to include appropriate
measures to overcome. -these obstacles;.~Using installed productive capacity
to the fullest extent possible, which might even be done by increasing

the number of work shifts, would help to raise the capital-output ratio

and have a direct effect on the absorption of unemploéoyed labour.

(¢) Mobilizing the labour force

Te The estimates of structural unemployment considered earlier indicate

that there is a vast reservoir of manpowér available which could be tapped
to increase production and investment, Without going into the details,
which would involve consideration of the specific circumstances of
individual countries, some general points are worthy of note, Naturally
enough, the absorption of manpower will depend, in principle, on economic
expansion and on the practical results of a policy for the utilization of
capital and the adoption of production techniques that will avoid making
manpower redundant whenever possible without holding down efficiency and
productivity. It has been found that, generally speaking, the rate of
growth would have to be at least 6.5 per cent to prevent increases in
structural unemployment, and perhaps as much as 8 per cent in order to
absorb structural unemployment gradually, at differing levels of productivity,
over the coming decade., It may be appropriate at this point to consider
some aspects of the absorptive potential of certain economic sectors.

8. First in importance is the absorptive capacity of agriculture,
because nearly half the structural unemployment is in this sector, and

also because it is essential in many countries for agriculture to increase
its capacity to absorb future increases in the labour force. This capacity
mainrly depends on the availability=6f land, metheds of cultivation and
production techniques. With regard to land, the research done by the
Inter-American Committee for Agricultural Development (CIDA) is particularly
enlightening. The following conclusion was reached in a study of six

/countries: if
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countries: if, in minifundia areas, land and labour factors were suitably
reappointed, the number of workers would have to fall from 4.4 million

to 700,000, In contrast, if the same labour-land ratio that exists in
minifundia areas were to be applied to half the land belonging to large
estates, the ownership of which is highly concentrated, 25 million

members of the labour force could be absorbed.

9. Improving the low levels of living of the ILatin American population
will require an expansion of the cultivated area, increases in production
for domestic consumption, and diversification of agricultural production.z/
This would result in higher levels of productive employment, eépecially
with respect to structural unemploymeizt., There must be no delay in
initiating an examination of agricultural production technology as it
relates to the rational use of land, labour and capital to promote greater
absorption of manrower thanks to efficient operation and rising productivity.
While it is urgently necessary to modernize farming methods. and increase
productivity, a mechanization that frees labour from certain activities
may be a waste of capital if the resulting unemployment is not absorbed

by other activities or if machinery is not used to capacity. This is in
no way an attempt to lay down rigid rules, but rather to draw attention

to the need to formulate policies that take account of the type of crops,
the size of farms, the various techniques applicable to given circumstances
and population pressures on the land, which vary widely from country to
country, and even within a single country. This topic has been given
virtually no study in latin America, especially as it relates to
development strategy. Public works, such as opening up virgin land, and
building access roads and irrigation works, provide many opportunities

for the direct employment of rural manpower. Lastly, all these aspects of
the use of production techniques and the efficiency of the rural economy
should be properly planned within agrarian reform programmes.

10.  With respect to non-agricultural activities, the main possibilities
for absorbing manpower reside in mobilizing idle capacity, increasing new
investment, and selecting methods of production bearing in mind the employment
opportunities they provide. An economic growth rate approaching 7 per

cent annually would require a considerable increase, asnoted earlier, in

3/ See "EL desarrollo agricola de América Latina" (E/Cli,12/825)
/investment and
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investment and infrastructure, since basic services would have to expand

at the same or a higher rate, while{indﬁsifial activities would probably
have to grow by 10 per cent annually. »Fufthermore, any policy that is
aimed primarily at improving the living conditions of the lowest income
groups must promote the development of production in traditional activities
and housing construction, both of which are highly labour-intensive,
Similarly, expanding social services with the same aim in view would
stimulate the absorption of the structural unemployment existing in the

government sector.

(d) The saving pbtenti@k _
11, A policy which is aimed at the redistribution of income in order to

improve the material and cultural conditions in which the mass of the
population lives and which is essehtially based on the mobilization of
national resources, must determine precisely what institutional reforms

and what economic, financial‘énd tax measures will promote a sustained and
relatively regular mobilization of those resources. It is imperative to
prevent that process from leading to an inflationaryispiral which might
create serious social disruption and culminate in the failure to attain the
objectives of development policy. |

12. It must be borne in mind that among the masses the drive towards a
more diversified pattern of consumption, stimulated by the habits of the
high-income social groups, is as strong as it is legitimate. An essential
feature of the abo#e.policy must be to establish the conditions and means
which will encourage;the saving needed to finance the expansion of
investment., If largé'segments of the population harnessed themselves to
the saving effort, the result would undoubtedly be a powerful impetus
towards increased consumption,

13. Tt is therefore necessary to plah the mobilization of potential
saving resources along with the mobilization of capital and labour resources.
Little is known aboutbthe structures of the sources of saving, or about

the uses of saving in private enterprise, the public sector and the various
social sectors, The lack of research on this question is reflected in

the weakness of national development plans with respect to monetary and

/financial policy.
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finaneial policy. Two factors may be noted J.n relatn.on to the present
saving capacity: (a) more savings are probably generated than are actually
invested; and (b) the total savings in the mlddle-income and even in the
quite low-income sectors of the populatlon “a,re fairly substantial, They
are associated‘with specific areas of invesﬁxﬂent ,»ys‘uch as the éonstmction
of dwellings, with social security prpg;rfémmés,.; éspéciélly when they are
first introduced, and with various kinds of personal insurances Moreover,
the habit of saving is spreading, as is chown by the volume of deposits

in banks, and savings banks in many countries. '

lhe As stated previously, the present volume of savings measured in
relation to investment, is larger than that indicated Ly the saving
coefficient of about 16 per cent recorded for the region as a whole,
Several important factors combine to reduce this volume through the

saving and investmrent process. While inflation may in some cases have
contributed to forced saving temporarily and at ‘a high social cost, it
has had a pernicious effect on the saving~investment process, as is bome
out by experience in many countries. Damestic ﬁroduction of durable
consumer goods has led, moreover, to the development of promotion and
financing machinery which tends to absorb'a;SizéSle‘margin of resources
that might have provided capital essential activities. Another
influential factor has been the effort to replace' capital and intemediate
goods, since, although there is no denying the positive aspects of this
trend, the higher cost of the domestically produced goods, undoubtedly
entails a reduct:.on in the real value of savn.ngs. Lastly, the severe
external bottleneck affecting most of the Latin American countries, and
in particular, the detericration in the terms of trade, have had adverse
repercussions on dcamestic income, the capacity to save and the possibility
of édequately financing the import component of investment.

15, Therefore, present éavings could undoubtedly be better utilized
through a policy designed to reduce the external bottleneck, plan and
import substitution with an eye to reducing costs, rationalize public

/expenditure, thus
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expenditure, thus increasing its efficiency and curtailing unnecessary
or deferrable consumption, promote greater financial stability, organize
capital markets, and adopt measures for channelling resources into

This would

productive investment for economic and social purposes.
not suffice, however; a considerable increase is required in potential
investment resources, and there are potential savings that must be
mobilized. These resources would have to come mainly from the
high-income groups, without of course excluding the contribution to

be expected from the population at large as a result of the bettgr
cenditions obtained through development. The potential savings that
can be mobilized immediately are fbgnd preqisely,in the income
concentrated in the upper strata, which account for probably three-
tenths of total consumption. JWhat must be done, therefore, is to
apply an effective policy that will act simnl@anequsly,on demand and
supply, so that the resources’abgqrbed by those consumption patteras
.~ notably durable manufactures and a certain categgryvof housing
construction - will be'reducéd,or at least restrigteg.&

(e) - The function of external financial co-operation in the mobilization
of resources . .

16. Considering that the Latin American ecohémies are heavily dependent
for essential goods on external supplies and that the export prospects
are unfavourable, it is necessary to secure external financial
co-operation if the goals of stepping up investment and promoting the
productive absorption of the labour force are to be achieved. This
financial co-operation cannot be even a partial substitute for the
mobilization of domestic resources, nor can it represent an alternative
to the expansion and diversification of exports. Its fundamental role
is precisely to facilitate the mobilization of internal resources, by
helping to provide the import component required until such time as
domestic production can be expanded for export or for viable import

substitution.

L/ See "Movilizacidn de recursos internos" (E/CN.12/827).
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17. If external financial co-operation fulfills this specific function,
its effects are of vital importance. An illustration of this point

will not be out of place here. If, for exﬁmple, the direct import
content of investment was assumed to be 20 per cent, which is the

figure recorded for the region as a whole, and this component was
essential and complementary, 100 additional net external financing

units utilized in promoting investment wouid stimulate an actual
mobilization of internal resources equal to 40O units, with the consequent
effects on employment. This multiplierveffect would logically increase
as the complementary import componentuof investment diminished. In
other words, the rate of growth and the absorpﬁion of manpower can be
appreciably accelerated through complementary external financing, but
only provided that domestic policy promotes the mobilization of the
additional domestic savings required., This is the big problem to be
resolved by development strategy and policy if a rational absorption

of external financing is to be achieved. It is also necessary, however,
for the domestic saving coefficient to srow, so that the rate of economic
growth can ultimately become independent of continuing external
indebtedness. Otherwise, the rate will slacken once again when through
the well~known process the net contribution of external resources is
cancelled out, or when, for other reasons, contributions from external
sources are reduced,

/E. THE
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“E+ THE POPULATION FROBLEM

(a) Population trends and projections

1. The population of Latin America has been multiplying_éf an amazing
speed over the last fifty years. Its annual growth rate, which was only
1.8 per cent at the beginning of the century, has now risen to 2.88 per
cent. If this rate continues, the population will increase by 95 million
to a total of 379 million for the region as a whole by the end of the
nineteen-seventies. The factors underlying this process are, as is

only too well known, the development of health care and medical discoveries,
which have reduced mortality while leaving the birth rate relatively high.
2 The demographic process i$ far from uniform in all the latin American
countries, In some, such as Argentina and Uruguay, growth is slow, and

the urban population is very large. In others, like Bolivia and Haiti,
with lower income levels, high mortality is still keeping growth down.

But in the majority of countries, which account for more than 80 per cent
of the total population, the population increase is over 3 pef cent
annually and the rural population constitutes more than LO per cent of

the total. ‘

3. This population trend is very important for development policy and
has its own 8pecial characteristics in latin America. If the region is
considered as a whole, it will be seen that average population density is
low, that the ratio of population to resources is rather better in other
areas, and, what is highly significant, that the geographical distribution
of the population is extremely uneven. Major urban centres and certain '
rural areas are heavily populated, while vast tracts of land in the
interior are almost uninhabited.

4, It is only in two countries, which achieved a relatively high income
level a long time ago, that the process of urbanization has been aCCompanied
by a reduction in the birth rate. This has also occurred in Cuba, and

is beginning to be seen in Chile.

/Elsewhere, the
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Se Elsewhere the population is growing even more rapidly despite
intensive urbanization in the last twenty yearss This can be attributed
to the large numbers of people living in rural areas, where the birth
rate is hlgher, and to the failure of migrants to the towns to adapt
themselves in any real sense to the living conditions, customs and
hebits of the urban population. It is also due to the fact that the.
people's kﬁpwledge of and ability to obtain the means of birth control.
is limited for want of information and resources. Moreover, it is
unlikely that the process of urbanization will influence the birth

rate in as relatively short a time as it succeeded in lowering mortality.
be There are, however, unmistakable signs that the population process
will be passing through a transition period in the next decades Trends
in recent years and an analysis of projections to 1985 point to the
following conclusions: (a) the growth rate of the population has been
increasing at a slower pace in the last thirty years; from 2.37 in the
nineteen~forties it rose to 2.80 in the nineteen~fifties and only to
2.88 in the present decade; (b) the projection of current trends
indicates that the growth rate will not be more than 3 per cent in the
next decade; (c) if these trends are assessed in relation to factors
that may reduce the birth rate, the lowest hypothesis postulates a
population growth rate of 2.7 to 2.8 per cent for the next fifteen
yearses If, on the other hand, birth rates remain high, the steady

drop. in the death rate will raise the population growth rate to 3.l or
3+2 per cent during that perlodcl/ ‘

7+ In short, it appears that: (a) the trend of-the economically
active population during the next decade has already been determined .
and will be unaffected by the course of the birth rate in the next few -
years. The population will tend to grow rather more than before, at an
over-all.rate of 3 per cent for the region and of 3«5 per cent or even
more in many countries; (b) the proportion of children and of the
school-age population (up to fifteen years of age) may vary with the
birth rate, although the anticipated decline in mortality will play an

1/ See "Social change and social development policy in Latin Americat
(E/CN12/826)
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important part in offsetting any reduction that may take places It is
only if the birth rate grows at the lowest possible rate in accordance
with the most extreme hypothesis, that.there will be a decrease of any
appreciable size in this population group compared with the present trend;
and (c) the growth rate of the total population may rise in those
countries where mortality is still relatively higho -

86 It is still too early to speculate about the influence that the
spread of birth control practices may have-on the trend of natality
during the next ten years, and possibly the nineteen-eighties as wella
So far, there have been indications of a policy of this kind in one or
two cases only, but in at least one country - Argentina — a definite
policy of population expansion has been officially decided upon. In any
case, however, it appears that population rates would range between a
minimum of 2,7 to 2,8 per cent and a maximum of 3.l to 3,2 per cent,
with broad variations among countries.-

(b) Development policy and population ‘ “

9 It is quite clear that the basic strategic problems of development

policy, which were discussed earlier, cannot be allowed to depend upon
natality trends in the next decade. No doubt, though, the implementation
of the fundamental changes and reforms necessary for development will
contribute to the process of population change which is beginning to
make itself felt in Latin America. This can, of course, be strengthened
by specific measures taken to give people the knowledge and means they
require for effective family plannings, It is obvious, however, that

such measures cannot be taken on the assumption that a reduction in

the birth rate which would be difficult to achieve in the next few

years even if birth control becomes more widespread, would free resources
and thus make the need for institutional reforms and the policy of
mobilization envisaged rather less pressing than it is nows A reduction
in the birth rate would, of course, improve the living levels and
educational possibilities of young people much more rapidly, and would
also help to raise the average consumption level of the population as a
whole, But it must be remembered that the nature and magnitude of
development problems in Latin America are such that the long—awaited
eccnomic explosion cannot be averted, or even conditioned, by the fact

that the population explotion may die down in the next few years.
/10s  Now
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10, Now that the salient aspects have been brought out, 1t is useful
to dwell further on some of the con51derations expounded. ‘It is obvious
that the average level of per caplta consumptlon could have been higher
over the last twenty yearé or so if the birth rate had grown less
rapidly. A decline in the birth rate w1Il make it p0531b1e to achieve
the essential objective of improv1ng the 11v1ng levels of the masses in a”i,
shorter' space of tune.' This is partlcularly 1mportant for countrles |
with a high rate of population grcwth, However the sltuatlon varles '

so much from one part of Latin Amerlca to another, that it dces not lend
itself to generalizations.

11, In any event, a populatlon policy cannot be eXCnglvelf ,bhcp“néd :
with quantitative aspectsa "It must take into account problems reld01ng
to the distribution of population between rural and urban areas and
between large and small towns, And, above all, i“ mus* ‘cong srm itself ‘
with the qualitative aspects of the full economic and bOCl&l 1ntegratlon _Ai
of the people, By d01ng so, it will prcmote sound and respon51ble o
family planning as regards the number of chlldren to have and other major
economic, social and splritual aspects of famlly 11feo o

' - /Chapter IV



E/CN,12/836
Page 63

Chapter IV
FOREIGH TRADE POLICY AND FXTERNAL FINANCIAL CO~OPERATION 1/
A. FOREIGN TRADE'POLICY

(a) The lack of an effective foreigzn trade policy

1. Latin America has never had a vigorous foreign trade policy
reflecting a clear conception of regional'deveiopment. Confronted

with balance-of-payments problems, the region has resorted to the

easiest and most immediate solutions, namely, borrowing and import
substitution, which have ended by aggravating the problems themselves.,
For want of such a conception, trade policy has been instrumental in
determining an internal structure and a level of efficiency that are
preventing the Latin American economies from developing further. It

is obvious from its action in the international sphere that Latin America
has not been strong enough to forestall or influence the adoption of
decisions that have proved increasingly prejudicial to its interests, and
that it has failed to act with the rapidity and vision necessary to
adjust to the changes that have been taking place in international trade
as a result of the economic and‘fechnological progress of the industrial
centres., ' '

2. The industrial countries have developed their trade to a remarkable
extent by incerporating the new products created by the unceasing advance
of technology and this helps them to diversify their patterns of consumption,
Such trade has been a factor of paramount importance in their economic
growth, Strangely enough, this trend of development has been accompanied
by an upsurge in their production of major primary commodities, with the
result that they have ousted Latin America from its traditional markets
and placed difficulties in the way of its entering other areas, In
varying degrees but to an ever-increasing extent, the industrial countries

have now become major exporters of primary commeodities, This is very

1/ Questions discussed in this chapter are dealt with in greater
detail in document E/CN,12/816,
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largely the consequence of a highly protectionist policy, of technological

advances in methods of agricultural production -which have led to a

spectacular increase in the product (as against decline in the economically

active population in rural areas), and of those countries! power to

finance more costly exports,

3. The evolution of the Latin American economies has been entlrely ‘

different, Great strldes have been made ie ;ndustrlallzatlon, although

to different degrees in the large, medium and small countries, But the:

ensuing changes in the. internal structure of;production and improvement

Although hard~hit by.the(eqonom;cvpolley‘oﬁrtbe,magor.centres,:the,

technological innovations that herald new substitute preducts, and the

low elasticity of demand, exports still copsist -in the main of primary

commodities, In their foreign trade, the. latin American ecountries, even

those with the most advanced industrial. sectors, perpetuate the traditional

pattern of the international division of labour, of which they have to

bear the unhappy consequences, . . o . .ol

L, These countries have. preserved their ties with the traditional:

centres in an attempt at self-defence that:has ultimately proved unfruitful

for them, Owing to lack of.vision or difficulties of other kinds, they

have failed to diversify their commodity markets., They have not reacted

promptly to the changingiconditjons of internstional. trade, ryhich would .

have undoubtedly compelled them.to ¢hart .a more efflclentfand competitive. -
., course of industrialization, It .is.a well-known fact that the measures’

they might..have taken:to escape from this situation Wwere severely curtailed

by a certair group of interests. :It.is equally certain, however; that:

they have taken gn isojated stemce in their. forelgn tradesin defence of

a position that- has; gradually-been-undermined, and have:failed:to-summon the

energy and drive required for .a sounder and more lasting solution,.- -

(v). The basic objectives of trade policy . - < ..:

5 It would be. unrealistic at this juncture to belleve that, as the

past encirclement of the Latin American economy is to be blamed for its

present unsatisfaetory situation, all that:need now be done is to open
up the markets, whereupon the spontaneou$ growth of exports or more
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competition at home would automatically lead to efficiency and a new
economic drive forward, Foreign trade is a vital factor in development
policy, but it would be going too far to say that it constitutes strategy
itself, particularly in view of the pressing need to eliminate the
internal structural factors that are impeding development, Nevertheless,
there is no escaping the initial assumption that, unless the external
bottleneck is removed, the mainspring of economic and social growth in
the ILatin American countries will be seriously weakened - and may become
even weaker than in the past,

6, It is quite clear today that one of the main goals of foreign trade
strategy must be the immediate promotion of exports of manufactures and
semi-manufactures, There are three main reasons for diversifying exports
in this direction: one, to increase export earnings so as to narrow the
current and potential trade gaps; two, to lessen the external vulnerability
of the Latin American economies; and, three, to meet the demands of modern
industrial develspment more efficiently than in the past, Regional
integration and other means of expanding trade in manufactures and semi-
manufactures in latin America are a decisive step that should be taken
immediately to forge the new structure of foreign trade. The object of
exporting industrial goods does not in any way mean that the region
should be less active internationally in its efforts to improve the
conditions and prospects for primary commodities, given their importance
for the national economies and ‘the fact that they account for more than
90 per cent of Latin Americatls export income.

Te If a comprehensive picture is painted of the essential elements

and functions of foreign trade policy in the light of these views, the
following broad objectives will emerge: (a) expansion of export income

as the fundamental way of closing the potential trade gap; (b) reduction
of external vulnerability; (c) development of trade with other areas in
order to circumvent the limitations imposed by traditional markets;

(d) acceleration of the integration movement; and (e) application of an
import policy designed to promote greater efficiency in the countries!
economic structure and process of growth through the rational allocation

of resources, More specifically, this means ready access of primary
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commodities to the industrialized countries, regulation of commodity
markets, development of exports of mannfactures and semi-manufactures,
promotion of trade with the socialist countrles and other developing
areas, and the speeding up of ‘the reg;onal 1ntegration process,

(¢) Commodity exports , .

8. The prospects for commodity exports are frankly unfavourable to

judge from the current 1nternatlonal trade situatlon. Th1s applies to
agricultural products in partlcular, and espec1ally those from tropical
zones, UNCTAD progectlons show that the aggregate growth rate of world
commodity exports will not be more than 3 per cent yearly, and recent

FAO studies foresee an increase of only about 2 6 per cent in Latln Americatls
foreign sales of agricultural commoditles. _ .

9. Such low growth rates for prlmary exports pose two magor problems ‘
for the development strategy env1saged. One 1s the llmltatlons placed

on the general process of economic growth by the trade 8ap, and the other
the restrictions on the growth of oroductlon and income 1n the economic
sectors concerned. It should be remembered, for 1nstance, that agrlcultural
exports represent 20 per cent of regional productlon, and the proportlon
is a good deal higher for some 1tems.‘ The same applles to minerals and
fuels, domestic production:of which somet.imes goes almost entirely to
foreign markets, ' ’

10, This creates conditions that hamper the absorptlon of manpower in
productive activities and the achievement of the objectives that will
lead to better distribution of income, Both aspects are of cardinal
importance, especially in the agricultural sector, because of the gravity
of the problem in the rural areas, If production 1n certain activities
is largely contlngent on external demand and this w1ll be growing so
slowly, any improvement in income distrlbutlon will depend more on what
can be done to raise productivity in relation to the economically active
population employed, on the extent to which income.is redistributed in
those same activities, and on the adgustments and transfers that can be
made by the rest of the economy to help these sectors. The need to
diversify productlon becomes increasingly urgent, and in extreme cases
may even lead to the problem of the reassignment of resources,
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11, Firm steps must therefore be taken at the international level to
improve the prospects for exports of primary commodities, Efforts to
achieve co-ordination must be redoubled so that Latin Americats legitimate
demands can be presented in a more effebtive way to the industrialized
countries, It is more than necessary to consider the changes that should
be made in Latin Americatls mode of action on the international plane and

to analyse its experience of the last few years, particularly in the
discussions and negotiations that have taken place in UNCTAD and GATT,

since practical results have been few and far between, and it has proved
impossible to prevent its position from deteriorating or to stop conditions
that are prejudicial to Latin American trade from becoming consolidated

and spreading, ‘

12, The major objectives of the international action taken by the developing
countries in matters of commodity trade have been established in UNCTAD.
They are the regulation of world markets, easier access to the industrialized
countries, market diversification, and the abolition of special preferences,
13. International commodity agreements and arrangements and the
establishment of buffer stocks are the two main instruments for regulating
the markets, Little has been achieved as far as the conclusion of commodity
agreements is concerned, although there has been some progress, and this
augurs better results in the future, There are no other means available,
and all that is necessary is to understand that concerted action by the
Latin American and other developing countries within the framework of

the policy set forth by UNCTAD will lead to an increase in the number

of agreements or to the extension of talks and their culmination in
agreements of different kinds, depending on the characteristics of the
products concerned. Those on coffee and sugar are highly encouraging
examples of the development of theory and practice now that agreements

of that kind are seen to be real instruments of market reorganization

and planned action in the international sphere,

14. The establishment of buffer stocks is the other instrument for
regulating markets, It is to be hoped that the text on buffer stocks
approved by the UNCTAD Committee on Commodities at the end of 1968,

which reveals some advances in the negotiations and a greater willingness
on the part of international agencies to help finance such stocks, may

lead to more effective action in the near future,
/15, At
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15. At the second session of UNCTAD, no progress was made in regard to
liberalizing trade and gaining access for primary commedities to the
markets of industrialized countries, The situation has been worsening

for some time with the increase in the restrictions, the protective tariffs
and the development measures adopted by those countries, In this area,
there are two clear-cut aims for the Latin American countries. As regards
competitive products, specific commitments must be obtained giving them

a specific share in the consumption or in the consumption increment of

the industrialized countries, In the case of tropical commodities, the
aim is mainly to obtain the removal of the barriers, restrictions and
charges which limit their consumption in the developed countries, and

the elimination of all the discriminatory treatment prejudicial to the
Latin American States,

16. Several procedures have been suggested for the elimination or
gradual absorption of the special preferences accorded by some developed
countries to certain developing nations, particularly by the European
Economic Community to the Associated States., Nothing has been achieved

so far, and these preferences are being extended to other countries and
products to the evident detriment of the Latin American region, The
solution to this problem is complicated by the fact that the countries
enjoying such preferences grant reverse preferences on imports from the
developed countries with which they are associated, The Latin American
States have already defined their policy on this question, They whole~
heartedly support every kind of help that can be extended to the developing
countries in the form of financial and technical co-operation, but they
are opposed to any discriminatory treatment of these countries in the
developed countries! markets, The fact that such treatment is still
being applied is a source of concern to Latin America and tends to
encourage moves to establish some kind of preferences between the Latin
American countries and the United States,

17. There can be absolutely no doubt that Latin America must persist

in seeking a lasting general solution, which can only be the liberalization
of trade, since vertical arrangements that might lead to the establishment
of regional blocs would ultimately injure vital interests bound up with
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these countries! future development, The Latin American countries have
maintained that commodity agreements may well be the best instrument for
absorbing those special preferences. In their new form, these agreements
envisage, inter alia, the marketing of products of different exporters

at stable and fair prices; they may also provide for the establishment

of buffer stocks, and for technical and financial assistance in the
implementation of national programmes for diversifying production.
Commodity agreements therefore seem an appropriate instrument for
protecting the interests of the countries enjoying preferences in
industrialized countries, which may even gain by the change.

18. The other aspect of the promotion of commodity exports is the
geographical diversification of markets, This should be a fundamental
aim of Latin American foreign trade policy. In essence, it consists in
evading to some extent the restrictions imposed by the traditional
markets of industrial countries and in achieving more stable and dynamic
conditions for foreign trade. For example, Latin Aﬁerﬁcaﬁ exports to 5
the’United States show little momentum, notwithstanding the economic and
finaneial co~operation programme that was launched in the present decade.
Market'diﬁersification is required not only for primary products but also
industrial exports for which new possibilities must be opened up.
Consideration is therefore being given to the advisability of promoting
the expansion of trade with the socialist countries and with other
developing areas, and particularly to the necessity of accelerating the
tempo of reciprocal trade in Latin America through regional and subregional .
integration, without excluding other agreements or programmes that may
lead to the same result, ' ' '

19. Some progress has been made in recent years in trade with the
socialist countries, and the region is anxious to tighten those links,
The practical difficulties involved are well known. New experiments and
new forms of agreement and new credit arrangements suggest interesting
possibilities which may be of key importance for the expansion of Latin>‘w
American trade in view of the market potential of the socialist countries.
The effect of introducing multilateral formulas in trade with that area
would be felt immediately in increased trade.
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20, Latin America's trade wmth other developing areas is practically
non-existent. and a study should be made of the actual prospects in this
field, at least for some primary commodltles and for manufactured goods

in general, Although the absence of tradltlonal trade relatlons, geographical
location, transport costs and other factors are undoubted obstacles to

the creation of those new trade flows, some favourable prospects are also
discernible. The 1ndustr1al countrles' support may. have to be enllsted

in carrying out such a programme, partlcularly‘in connexlon with those
items that are covered by ald to developlng countrles or that are promoted
by means of subsidies or speclal concessions,

(d) Exports of manufactures and semi-manufactures ,

21, 1In the tradltlonal structure of Latln American.exports, manufactured
products contribute only about 5 per cent of the regionts total fbrelgn

exchange earnlngs.*/ During the present decade, exports of manufactures '
have expanded rapldly, at ‘the rate of 10 per cent annually, although they
are stlll below 800 mllllon dollars in value, Over two~th1rds of this
increase is accounted for by 1ntra-regional trade, which indlcates, on

the one hand, highly encouraglng progress in regional 1ntegratlon and,

on the other hand, the scant development of these exports to other areas,
One thing that is somewhat surprlsing is that the more 1ndustr1allzed
countries of the region have not shown more interest in the past in
gaining access to the world market for manufactures, and that the measures
adopted 1n recent years to promote these exports have produced such
insignaflcant results, when some of the developlng countries in other
parts of the world have made good progress, Some concern is felt also
about the future development of regional trade in manufactures, because
the origlnal stlmnlus came partly from circumstances deriving from the
temporaxy'contractlon of domestic markets, |

22, As stated earlier, exports of manufactures represent a vital element
of a new Latin American development policy. Naturally, the amount and
practical possibilities of such exports may differ from country to country,_

ol

2/ These exports 1nclude the products in sections 5, 6, 7 and 8 of
the Standard International Trade Classification (SITC), excluding
division 68 (non-ferrous metals), , ) ‘ :

/but exports
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but exports of manufactures should be the general aim of all the Latin
American countries, both large and small, There is a great variety of
manufactures, and in each case favourable conditions can always be found
for promoting the export of particular‘lﬁdustrial products, This is
shown in the first studies carfied out iﬁ co~operation with UNCTAD.

23.  Changes have been taking place in %he composition of trade in
manufactures between the industrialized céuntfies which may pave the

way for increased participation by the'developing countries, If the
industrial countries speed up the proéess of épecialization in the
production of capital-intensive goods requiring a hiéh'degree of
technology, the developing countries will be able to benefit from trade
in more labour-intensive traditional manufactures and in goods which

do not fit the specializations of the'industriél”cduntries or their
scales of production, VWhile Latin American industry must prepare itself
to take advantage of these opportunities, iﬁslexport policy for manufactures
must not be aimed solely at achieving thls dlchotomy, particularly in
view of the fact that it shoulu gain much in growth and efficiency as

a result of integration. .

2l,, In the short term, the growth potential of exports of manufactures
lies mainly in the goods produced by eiistihg industries which are
competitive in world markets, and especially goods prbduced by light
industry, in which it may be assumed that Latin America has a certain
comparative advantage., However, it is precisely this type of manufacture
which is most protected in the developed countries (chiefly thrcugh
progressive customs tariff scales), and hence the growth of such exports
also depends on the developed countrles' grantlng easier access to their
markets, as called for in recommendatlons adopted by UNCTAD and GATT,

In the long term, export expan51on should not be ¢onfined to these
manufactures 31nce, unless sultable programmes’ and policies are adopted
to promote the development of more complex industrial exports embodying
more advanced technology, the Latin American countries will not only get
little benefit from technolug cal progress, but will have no share in

the growth of the most dynamic sectors of world trade in manufactures.
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25, To getfthe Latin American economies to export manufactures will

not be an easy task because of the conditions and habits established by
import—saving industry. Nevertheless, the experience'that comes from
regional integration, the miltinational projects that are being developed,
and the growing capacity and experience of industry - despite all its
weaknesses = give good grounds for hope that, if energetlc p011c1es are
put into effect, success will be achieved. In this reSpect, increa51ng
trade in manufactures and gradually increa51ng competitlon within the
region will strengthen Latln Amerlcan 1ndustry and give it new opportunitles
to enter world markets. T ’ ‘ -
26. It must not be forgotten that any preferences that the 1ndustr1alized
countries may grant will be worth nothing unless the countries of the
region are in a posmtlon to take advantage of thenu The lessons of
regional lntegration are very instructive in this respect, since it has
'often been found that preferences alone do not promote new investment

and 1ncrease trade in a larger and protected market. Moreover, margins
of preference have gradually been reduced because of the liberalization
of tarlff among the industrlallzed countries, Hence, the incentives

that preferences themselves provide will be less effective than was
antlclpated. This means that it will be more difficult for the Latin
American countries to compete, and as time goes on thelr dlfflcultles
w1ll increase because ‘of the extraordlnary dynamlsm of the industrialized
countrles' trade and also because of the ground gained by other developlng
countries, ‘

27, f This is an area in which there is a clear-cut need for national and
international action to converge so that specific results can ‘be achieved
in exports of manufactures. At the national 1evel, studies are needed

of each country's prospects of expanding domestlc productlon for export
and of establlshlng new export~oriented 1ndustries. “fn thls, and in
studles of the market potentlal of ‘the developed countries, international ~
and reglonal agenc1es can prov1de ve:y valuable technical’ a351stance.

In addltlon, efforts will have to be made to deal with the 1nstitut10nal
problems connected with %he organlzation and affectlng the efficlency of
national enterprises, to improve quality and reduce costs, to fix specific
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priorities for the allocation of resources in development plans, to
consider the problems of exchange rates and regulations and the institutional
and financial machinery required for subsidies -~ in a word, to develop a
comprehensive export promotion and marketing policy.

28. At the international level three matters have to be tackled: (a) the
tariff and non~tariff barriers restricting the access of manufactures to
the markets of the industrialized countries; (b) the general preferences
needed to promote exports of manufactures; and (¢) the special preferences
that affect Latin America's access to the markets of certain developed
countries, especially the EEC countries,

29. The idea of a system of general preferences was accepted at UNCTAD
and it is probable that agreement on this point will soon be reached, |
A number of different formulas have been considered and one of the
important aspects still under discussion is the list of products to be
covered by the system. The UNCTAD Special Committee on Preferences is
awaiting proposals from the developed countries before continuing its
negotiations, Care will have to be taken to see that the system of
preferences adopted is not rendered ineffective by the apprlication of
non-tariff restrictions or the use of escape clauses. 1In actual fact,

as noted above, owing to the process of trade liberalization, margins of
preference have been reduced and the problem of access to the markets of
the developedzéountries is now moye a question of dealing with non-tariff
restrictions and with a sliding scale of import tariffs, which rise
steeply the more processing a product receives,:

30. ©No progress has been made in eliminating special preferences,
especially the EEC preferences for imports from the Associated States,
which will tend to be consolidated and extended by the renegotiation of
the Yaoundé Convention, This is a matter of justifiable concern to
Latin America, not only because it discriminates between developing
countries, but because it is an obstacle o the establishment of general
preferences, In this cormnexion, thz United States has stated that it
will not support any system of general preferences as long as developing
countries continue to grant reverse preferences to certain developed

countries, Latin America must continue its efforts to establish a system

/of general
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of general and non-reciprocal preferences, The special EFC preferences
should be absorbed into the-general preferences system, and in this
respect?conéidgrétion might be given t6 formulas which would not affect
the position of the Associated -States. For example, the ‘preferences

for products which are not traded to any significant extent between

the EEC and the Associated States should be included in the system

of general preferences .from the outset. OSpecial preferences for other
products, on the other hand, should be gradually eliminated over a
reasonable period of time.

(e) Import policy

31, A rational import pollcy must be designed and implemented which
will be in line with the essential aims of the development strategy.
While there has been.some recent progress, chiefly in the revision of
tariffs, the general trend in latin America has been oné of over-pll = =
control of imports.and drastic cutbacks in times of'balance-of—pa§ménts‘"
crisis, In many cases, economic criteria, aimed at making more efficient

use of foreign exchange, have been:invoked to limit, for example, 'imports
of luxury goods. -But in the import substitution process set in motion
by the demand for these goods on the domestic market, larger amounts of
foreign exchange were required-before long to finance'impofté*df"thé‘“ '
intermediate and capital goods used directly or indirectly to produce

the very goods that were supposed to have been. restricted. - o

32, Careful plamning, and increasing compstition in theé larger markets
established by integration agreements and alsc from extra-regional trade
flows, will be of great benefit in promoting efficiency and productivity
in domestic production. Undeniably, as exports of goods, particularly
manufactures, within the region and outside it increase, and as domestic
economiéAactivity gains momentum, Latin Amerdica will be in a better
position to implement a more flexible import policy and a more selective
tariff policy, governed by .considerations of economic expediency., The
experience of the industrialized countries and of developing countries
whose external sector is more dynamic than that of Latin America indicates
that much is to be gained by promoting some degree of specialization
within the context ér\augrowing diversification of economic activity.
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33. It cannot be over-emphasized that import policy is the basic
instrument for the implementation of over-all development strategy.
Direct control measures, protection, the structure and level of tariffs,
exchange regulations and the various forms of subsidy, must all meet

the needs of integration and the promotion of exports of manufactures
and also be in line with the over-all aim of building up a more efficient
industry. The allocation of external resources through imports of

goods must be directed towards achieving the essential objectives of
increasing investment in production, and agrarian reform, which will
raise employment and income levels, and redistribute income in |

accordance with each country's own economic and social goals.
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B, EXTERNAL FINANCIAL CO-OPERATION

(a) General siﬁuapidn and objectives . .

1. latin America's external financing bosition‘is éxtéemely vulnerable,
At the point now reached in the nineteen-sixties, the region's external
indebtedness has more than doubled, but this has not resulted in a’
significant increase in the net balance of external funds, The gross '
inflow of capital under all heads has averaged some 2,800 million dollars
annually for the region as a whole, If amortization is deducted, the net
annual inflow of capital is reduced to about 1,600 million dollars, which
is only some 200 million dollars more than Latin America?'s annual net
inflows in the second half of the last decade, Remittances of profits
and interest on foreign investment and the external debt, however, rose
by an average of 450 million dollars annually in the present decade,
Thus, in spite of the huge increase in capital inflows, the net contribution
to the balance of payments, i.e., to the capacity to import goods and
services, has been negative, latin America taken as a whole has transferred
abroad, in the form of amortization, interest and profits, more than its
total gross inflows under all heads,
26 Excluding Venezuela - whose movements of funds to and from other
countries are of a special character because of its petroleum investments -
the trends in the region are somewhat less unfavourable, although they
lead to much the same results, The increase in the gross inflow of capital
has been considerable, and in 1968 is estimated to have exceeded
L4000 million dollars, When amortization is deducted, however, the net
inflow is reduced to an annual average of about 1,700 million dollars
for the period 1960-67. A comparison between this figure and the transfers
of interest, profits and other remittances abroad, shows that the net
contribution for the whole region has been only about 650 million dollars
annually, while in the second half of the last decade it was approximately
520 million,
3. In some countries, the movement of funds in several years has been
more unfavourable than in the situation described above, The net inflows
of funds declined until they were converted into negative flows, and the
/balance~of-payments
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balance-of-payments position was aggravated by the remittanceé of profits
and the rise in interest payments as é result of cumulative borrowing., On
the other hand, in another group of countries, which includes Mexico and
many of the smaller States, the availability of foreign capital has boosted
external purchasing power in recent years and had a favourable impact on
investment and the rate of growth, .

L, Notwithstanding these differences in degree, the balance-of-payments
position is highly unsatisfactory, and this situation is to be found also
in countries which showed positive balances in their movements of foreign
funds, because they have increased their external borrowing in the last
few years., In general, amortization, interest and profit payments have
grown much faster than export earnings, and it is estimated that, for the
region as a whole, such payments represent more than one-third of current
income from exports of goods, and in some countries over 40 per cent

5 ‘To sum up, the region's financial position and prospects, in splte
of some improvement in 1968, are decidedly unfavourable, and this has a
very strong impact on Iatin Americals present situation, because it relies
on those capital inflows to meintain.the growth rate within the context

of the policies it has been pursuirig, The projections. show that the
availability of funds is likely to ‘be severely reduced, and that the

cost of financing is rising, not only because of the higher interest

rates but also because of the recrudescence of tied loans, under the

terms of which the funds must be used in specific areas and even spent

on specific types of goods,

6. .latin America will never be able to lay the foundations for its
development if it continues to deal with the external bottleneck by
adopting palliatives such as increased external borrowing, Undoubtedly,
the most positive and effective assistance the industrialized countries
could .and should give would be to adopt measures and change their policies
so as to facilitate the access of latin Americals exports to their markets
at stable and remunerative prices, and to give an immediate boost to its
exports of manufactures and semj-manufactures, In the meantime, until
these objectives are achieved, financial assistance will be required on

terms and conditions that do not lead to the same crises as in the past;
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in other words, what is needed is an 1ncrease in the net f70ws of funds

and serv1ces, and a decrease in the real cost of externad _1nanc1ng

Te The maln obJectlves that should be set for 1nternat10nal action in
this respect have been defined in UNCTAD In brlef, they cover the
commitments that the developed countries should make to 1ncrease their,

net transfers of resources, changes in the terms and conditions of aid,
multllaterallzatlon, and the adJustment of serv1c1ng payments on the
external debt at times oflcrlsls. The various proposals on these points
now under discussion are well known, .

8. It cannot be overuempha51zed, however, that two of the obgectxves )
which are of speclal 51gn1f1cance to Iatln America at present are, first,
1ncrea81ng the proportlon of external flnanclng which con51sts of aid and
of long~term.loans at low interest rates and with extended grace perlods,
and, secondly, prov1d1ng more flexlble condltlons for adjustments. in times .
of crlsls. Another very important obJectlve is to flnd a practical way. to
reduce the cost of tied loans and suppliers! credlts - not only the cost. |
of serv1c1ng but the cost of the goods supplled._ A general obgective should
be the ellmlnatlon of tied aid and of restrlctions on the use of loans, so
that credits can be used in different areas, and especlally in Iatin
America, to support the 1ntegratlon process, It is a matter of justifiable
concern that tied loans preJudlce or even frustrate the p0531b111t1es of
expanding intra-area trade.

9e In terms of over-all development strategy, the growlng multllateralizatlon
of external financial a331stance and the application of the principle that
development plans should receive financing are of particular significance,
Countries must be able to rely on rece1v1ng the basic external resources
they have budgeted for in their planc. and on supplemeatany assistance to
offset any dlsruptlons caused by unexpected declines in export receipts

or by other emergen01es, these toplcs also have been considered in UNCTAD.l

(o) Dlrect foreign investment

10. Mention hds already been made of the copncern aroused by the'growing
infiltration of ‘foreign capifal in commercial, industrial and financial
activitiesy which is partly used to buy up or acquire shares in Iatin
American firms., The technical and other characteristics of these firms
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seldom make such take-overs justifiable, since neither the technological

and organizational requirements nor even the volume of investment needed
are beyond the powers of latin American enterprise at its present stage

of development,

11, This trend of events is liable to wreck the contribution which it

is hoped that private foreign enterprise will make to Latin American
economic development, The technical and financial co-operation that it

can give is very important, particularly for encouraging the growth and
efficiency of lLatin American enterprise, Consequently, the lLatin American
countries must adopt well-defined policies in this respect. These policies
should have two basic aims: first, the technical and financial strengthening
of national enterprises, whether public or private, and of multinatjonal.
Latin American enterprises forming part of the integration movement, and,
secondly, the framing of a clear foreign investment policy. The fundamental
ways in which foreign capital can co-operate are through the transfer of
technical know-how, improvement of the organization and efficiency of
enterprises, elimination of the impediments which cramp ILatin American
development and export. promotion,

12, With these goals, national programmes should determine the areas in
which external investment is needed and the ways in which technical know-how
and modern forms of organization can be adopted and popularized, The latin
American countries will have to take co-ordinated action to win the
co—operation and support of the industrialized countries and of foreign
enterprises and investors for their national policies, for new modes of
foreign capital participation whereby the investment would be gradually
transferred to the national public or private sectors, and for other
measures in the capital-exporting countries for the promotion and support
of investment in developing countries, A special effort should be made

to explore supplementary or alternative methods of transferring modern
techniques and technological advances to the national economies and of

ensuring their wide dissemination.






