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PREFACE

For more than a guarter of century economic relations between Latin
America and Japan have been expanding without any serious setbacks.
In recent years, these relations have become even closer in various
areas concerning both sides. The mere continuation of past trends,
however, may not guarantee the achievement of desirable objectives
for the future on both sides, particularly in view of the recent
problems the Latin American region has been facing both internally
and externally. This Report attempts to clarify the nature of these
problems with the aim of suggesting possibilities for establishing
new forms of mutually beneficial economic cooperation between Latin
America and Japan. Despite the great geographical distance between
them, we believe Latin America is an important region for Japan,
particularly in terms of its future development potential and the
possible diversification of trade and other cooperative activities.
Diversification of economic relations in terms of both countries (or
regions) and products seems alsc one of the important policy obijec-
tives of Latin America, which is attempting to reshape the region's

economy in a form more open to the international market.

On the one hand, the new forms of cooperation should be sought in the
light of correct recognition of what Latin American countries aim at
in restructuring their economies for the future as well as of the
problems originating from the past performance of their economic
development. In this respect, at least two characteristics - the
semi-industrialized phase they have largely arrived at and their

rich natural resource endowments - have to be kept in mind. On the
other hand, Japan's capability of cooperation should be carefully
identified with respect to (i) specific areas of economic relations
in the light of Japan's development experience and (ii) the possibil-
ity of thereby bringing benefits to Japan, whose phase of full indus-
trialization makes it increasingly urgent to be able to count on

diversified and assured supplies of natural resources.



future relationship envisaged between Latin America and Japan, but

We do not ;ish to emphasize merely the complementary aspects of the
the contents of the Report seem to provide us with promising expecta-
tions for the promotion of economic cooperation in the future between
both sides for three reasons: i) the study has been carried out
jointly by expert teams selected by both sides, 1ii) the suggested
possibilities of new forms and areas have been derived from careful
scientific analysis spread over three years, and 1iii) the research
has been conducted for selected specific important areas, rather than
intended to cover superficially all aspects of the problem before us.

The IDCJ is a private, nonprofit institution and the views in the

Report are stated in its own capacity.

Finally, we would like to express our sincere thanks for the efforts
rendered by the members of both study teams, especially the team
directors, Mr. Norberto Gonzalez, Deputy Executive Secretary, CEPAL,

and Prof. Kazushi Ohkawa, Research and Training Director, IDCJ.

Enrique Iglesias Saburo Kawai

Executive Secretary President

Economic Commission for Latin International Development Center
America (ECLA [CEPAL]) of Japan (IDCJ)

November 1980



FOREWORD

Among the possible research areas in the general framework suggested

in the study objective mentioned in the Preface, the major ones
selected are specifically such areas as manufacturing and trade,
mining, food and agriculture, and ocean transportation, rather than

all the problem areas at issue. The choice has been carefully made
after intensive discussions between both sides. The technological
innovation and institutional organization improvements have been
assumed as the most important and appropriate aspects which are more

or less common to all the research areas mentioned above. This is,

so to speak, the working hypothesis agreed upon at the outset of the
study, in the sense that these innovations and improvements could
appropriately be implemented in order to meet requirements arising

in connection with the building-up of a new style of Latin American
development in most of the important sectors of the economy and Japan's
cooperation in this area could be most effective in the light of his-
torical experience and the accumulated knowledge derived from this.
This does not mean, however, the entire exclusion of important relevant
aspects other than technological and institutional problems. The

related aspects have also been analysed when necessary.

Because of area confinements and the hypothesis setting, a number of
important aspects and problems have been left almost untouched, the
most important, among others, being capital, financing and investment
and the related fields. We hope that these will be studied in future.
However, we are pleased to be able to say that the research has been

carried out with reasonable success.

The Report incorporates the major results described in our previous
Interim Reports, "Towards New Forms of Economic Cooperation of Japan
with Latin America,” IDCJ, 1978 and "New Development Strategy for
Latin America and Possibilities of Japan's Cooperation," IDCJ, 1979,

with the final achievements made during the last year of our Project.



It is made up of Parts I and II. Chapters 1 and 2 of Part I are
intended to summarize all research results of individual chapters in
Part II, with the purpose of presenting the problem situation in
general and particular relevant areas focussing on the newly industri-
alizing process of Latin American countries (Chapter 1) and of rec-
ommending ways of promoting new forms of economic cooperation between
Latin America and Japan (Chapter 2). To achieve conciseness of
presentation in Chapter 1, discussions on more general aspects of
Latin American development problems has not been reproduced from the
previous Interim Reports. When necessary readers are requested to

refer to these earlier reports.

We would like to acknowledge the extensive cooperation received from
Prof. Akio Hosono in preparing the draft of Part I, in particular, |
Chapter 2. However, we are responsible for these two chapters of

Part I. The individual chapters of Part ITI written by the team
members* of the project, in collaboration with CEPAL staff,** are

also the result of our joint studies, but the authors of these chapters

bear responsibility for them.

Kazushi Ohkawa
Research and Training Director
IDCT

Norberto Gonzalez
Deputy Executive Secretary
ECLA (CEPAL)

November 1980
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CHAPTER 1 ASPECTS OF THE NEWLY INDUSTRIALIZING PROCESS IN
LATIN AMERICAN COUNTRIES: AN OVERALL VIEW

INTRODUCTION

Industrialization cannot be viewed as equivalent to modern economic
growth or socio-economic development in general. Development of other
sectors of the economy such as the service industries and agriculture
is also an indispensable component. This is the reason why achievement
of more balanced growth between various sectors of the economy has long
been the problem of development strategy. Moreover, the appropriate
pattern, speed and role of industrialization may differ considerably
among nations because of the varying conditions such as the phase of
development, the size of the country and the amount of its natural re-
source endowment, etc. In most cases, however, industrial growth is
the driving force of overall economic development and is the most
dynamic element in its mechanism. For the Latin American countries
there is no doubt that this basic recognition is walid. It has thus
been our consensus that the newly industrializing process of Latin
American countries must be the aspect on which our research should be
focussed in order to provide overall but "strategic" background
knowledge for considering the possibilities of promoting economic co-
operation between this region and Japan in the future. The purpose of

this chapter is to describe the major research results in this context.

However, such focus of aspects presented in this chapter does not
necessarily imply that other aspects are of minor importance. As will
be touched upon below, the Latin American countries appear to have a
wide range of variance in terms of development phases, the size of
countries, the degree of natural resources endowment, etc. These his-
torical and typological differences among individual countries within
the region are important and should not be ignored, in particular in
searching for new forms of economic cooperation between the region

and Japan. Nevertheless, it is our view that industrialization must

be the most important key element of development of these countries



and that a number of countries other than the NICs will be the
followers of the latter in the near future. In addition, Japan's
experience can be examined efficiently in relation to the NICs in
this region and this is desirable to determine a firmly established
analytical background in order to derive possibilities for promoting

the economic cooperation of Latin American countries with Japan.

At the outset, three aspects of a conceptual and methodological nature
need to be explained in view of the reasons stated above: first, re-
garding the so-called NICs, or newly industrialized countries, second,
regarding Japanese historical experience in terms of development phases,
and third, regarding analytical comparison with Asian countries. The
recent emergence of NICs has brought forth a new problem in the shape
of the trade in manufactured goods, often calling for rearrangement of
international trade, as the recent expansion of exports of these goods
from NICs to developed countries has been very rapid. Not only the
traditional, labour-intensive manufactures such as textiles, shoes and
leather products, but also some capital-intensive or technologically
more sophisticated products such as steel and ships have become at
issue. The problem has often been viewed as being the result of
specific industrial trade policies adopted by NICs in a rather short-
term context. The effects of some "specifics" cannot be denied. It
is our view, however, that the phenomenon should rather be understood
as a "natural" concomitant of the high rate of postwar industrial
growth in the developing countries, supported by the comparatively
high rate of economic growth of the developed countries up to the
beginning of the 1970s. Viewed from such a longer-term and broader
standpoint, it may be more adequate to discuss the problem at issue in
terms of the concept of the "semi-industrialized phase" which these

countries have reached in their long-term process of development.

In terms of three broad groups; low income countries (LICs), semi-
industrialized countries (SICs) and industrialized countries (ICs),
we can observe important facts which characterize the SICs. 1In
recent years (1970-1977), their average annual rate of growth has

been 6.5% far greater than 3.1% of the ICs or the 3.2% of LICs.



The share of the industrial sector (in this broad coverage) in the GDP
of the SICs was as high as 40% on average in 1977 -- the same share
registered by the present ICs in 1960. Since then, however, the share
of industry in the ICs has tended to decline, sinking to 37% in 1977
and resulting in a greater share for the services sector, which rose
from 54% to 59%. Even such simple statistics are enough to illustrate
the international significance of the SICs, and in particular their
dynamic performance in comparison with the countries of the other two
groups. The classic dichotomy of LDCs vs. DCs no longer seems appro-
priate for discussing the world-wide development performance. It is
our view that the SICs are countries which have achieved a real shift,
from their initial phase of incipient industrialization to the phase

of semi-industrialization.

Japan's history of economic development endorses the validity of this
view. Japan was at the semi-industrialized phase until around the
early 1960s, although there can be no doubt that it is now in the
fully-industrialized phase. Starting from its very low Asian-type
income level, after passing through its initial phasevg}%ihdﬁétriali—
zation which lasted until around the end of W.W.I. it arrived at the
phase of semi-industrialization. Due to certain historical events, in
particular W.W.II., this phase was prolonged to the early 1960s.

Japan might be called a NIC because of its speedy expansion of exports
of manufactures during this phase, especially in the postwar period --
the same process as that of contemporary NICs. What may be derived
from this reflection is the important recognition that these countries
have already achieved a shift from the initial phase to the second
phase, which is, so to speak, a transition towards another shift to
the third phase of full industrialization. Again there is no reason
to see why there should be any exception for the Latin American
countries with respect to such a long-term historical progression of
industrialization phases, although a number of countries of this
region are still at the initial phase and the conditions and factors

are often different from those of Japan, as will be discussed later.



In elucidating the characteristics of Latin America in the discussions
that follow, a comparative analysis with Asia, and particularly the

East Asian countries, will often be made. We believe this is desirable
and useful for two reasons: first, it is useful for making clear both
the common and different characteristics of industrialization broadly
found between the two groups of countries and second, since Japan be-
longs to Asia and particularly to the East Asian region, the development
performance of the countries in this region has been influenced by Japan

and this is of special concern to the Latin American side.

I. PATTERNS OF OVERALL GROWTH AND INDUSTRIALIZATION IN LATIN AMERICA

During the past qguarter of a century, Latin America, taken as a whole,
shows an impressive rate of economic growth despite its very high rate
of population increase: per capita GNP increased at an annual rate of
2.6% over the period 1950-1975, and the trend shows an acceleration,
from 2.1% in 1950-1960 to 2.5% in 1960-1970, and 3.7% in 1970—1975.l
The rate of increase of per capita GNP is higher than Japan's experi-
ence in the largely comparable development phase (1.8% in 1887-1919,
2.1% in 1919-1938), which is one of the highest recorded by the
presently industrialized countries, although it is surpassed to some
extent by the postwar records of some other Asian countries. The per
capita income level of Latin America, however, is much higher than that
of East and Southeast Asian countries, and though the gap has been
narrowed, it still remains wide (3.8 : 1 in 1950 to 2.7 : 1 in 1975).
This does not indicate a difference in development phases, but is
caused mainly by a wide difference of man-land ratio -~ an indicator

of the difference in natural resource endowments between the two

regions.

As the last aspect is important for the discussion that follows,

Figure 1 is presented in order to clarify the relationship between the

1 All the original data for making this statistical statement are
derived from World Bank, World Development Reports, 1979, Annex; the

same for al} gtatistica} descriptions hereafter including the Figures,
unless specified otherwise.



rate of industrialization (indicated by the percentage share of manu-
facturing in the GDP) and the income level (indicated by per capita GNP
in U.S. dollars). 1In the comparison between Latin America and the
Asian countries, the rate of industrialization appears rather similar
on the whole, despite distinct differences of income level. A broad
association between the rate of industrialization and income level is
to be observed only separately among the countries of each region. We
hope that Figure 1 will also serve to bring out the wide variation in
the rate of industrialization among Latin American countries, ranging

from 13% for Bolivia to 37% for Argentina.

The story turns out differently when we look at the growth pattern.
Between the rates of industrial growth, as measured by manufacturing
output, and those of overall growth, as measured by GDP, a fairly close
association is found for the countries as a whole, almost irrespective
of whether they are in Latin America or Asia (Figure 2). This implies
two points which are worthwhile noting: first, with respect to the
growth performance, common characteristics can be seen in the role
played by industrialization broadly, despite the differences of income
level and industrial structure presently arrived at by countries and
the region averages, and second, in Latin America in particular, the
dynamism of industrialization on recent decades varies a great deal
among the semi-industrialized countries and a wide range is noted, from
the least dynamic cases of Argentina and Uruguay to the most dynamic
cases of Brazil and Mexico. Actually, in the mid-1950s Argentina was
the most industrialized country in this region, with a manufacturing
output share of already 30%, followed by Uruguay, Mexico, Chile and
Paraguay with shares ranging from 18 to 20%. All the other Latin
American countries were still at a very early phase of initial industri-
alization, with shares of under 15% except for Colombia and Peru. The
picture of the region has changed a great deal, however, during a
guarter century of postwar industrialization, due to the varied degrees

of dynamism in the countries.



Figure 1 Latin American and Asian Countries:

Industrial output as percentage of GDP
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Relation Between Growth

Figure 2 Latin American and Asian Countries:
Rates of Manufacturing Output and Growth Rates of GDP, 1970-1977
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Domestic gross saving rate
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Several features of economic growth and industrialization may be
observed in addition to the output production performance discussed
above. Two of these are taken up below, namely the aspect of resource
allocation, centering on savings and investment, and that of inter-
national trade. Other aspects are left for discussion in the sections
that follow. Figure 3 shows the relation between the ratio of gross
domestic savings to GDP and the per capita income level. In this res-
pect, the following points may be noted: (i) Almost no association

between the two is observed between the Latin American countries as a

whole and the Asian countries as a whole. (ii) For the Asian countries,

a positive association between the two cannot be denied, while for Latin

American countries this is not the case, higher income levels being
sometimes even found for lower rates of saving. Comparison of an
international cross-section of savings ratios in general does not meet
the expectations which might be drawn from the conventional notion of
the savings income relationship, so that these findings may not be
interpreted as an unusual phenomenon, although their analysis is beyond
our present purpose. (iii) What concerns us here is the fact that Latin
American countries on average tend to have rather low savings ratios
despite their higher income levels as compared to Asian countries, and
this difference appears to be especially marked in the comparsions bet-

ween SICs in the two regions.

Figure 3 Latin American and Asian Countries: Relation Between
Gross Domestic Savings Ratios and Per Capita Income
Levels, 1977
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The characteristics of Latin American countries in this respect seem

to be broadly consistent with what has previously been identified in
connection with their growth aspects. The higher level of income pre-
vailed in this region may not be the factor which is relevant to shaping
the growth pattern and identifying development phases. Thus, we have

to pay attention rather to the initial historical and typological con-~

ditions, which differ between these two regions.

The balance between domestic savings and gross domestic investment is
largely negative for most LDCs and this is often more serious for SICs,
although the degree varies greatly among these countries. Comparing

the investment patterns of Latin American and East Asian SICs, however,
a most notable difference is found: a distinct pattern of what we call
"investment spurt" is clearly identified for the latter in the shape of
a sharp sudden increase in the investment ratio, particularly in the
case of Republic of Korea, while this is not distinctly identified for
the former, although their investment ratio vis—-a-vis the GDP has
clearly increased in some countries, starting from a relatively higher
level at the beginning of the 1960s. Thus the latter's investment pro-
portion became bigger than that of the former during the postwar process
of industrialization (in 1977 it was 19-22% for the former vs. 25-34%
for the latter). A rough check of the magnitude of incremental capital-
output ratio of these countries reveals no significant difference
between the two regions. Therefore, we are much inclined to say that
the savings investment behavior and its effects on the growth rate seem

to vary significantly between SICs of the two regions.

Recent debates on the NICs stem primarily from international problems,
as has been touched upon previously, so that this aspect, and especially
the possible expansion of exports of manufactures from these countries,
has been the main focus. What is of most concern to us in this respect,
however, as well as in a longer-term perspective of the semi-industri-
alized phase, is that (i) expansion of exports of industrial goods is

an indispensable element for promoting industrial dynamism for all SICs
and pre-SICs but (ii) its degree of significance cannot be the same for

all countries. As a matter of fact, the second item seems to be one of



the most important points in recognizing the real characteristics of
the Latin American economy, especially of its SICs, and particularly
in comparison with the economies of the Asian semi-industrialized

countries.

The average annual rate of merchandise exports has been kept exceedingly
high in Asian SICs. For example, it was 36% in 1960-1970 and 32% in
1970-1976 in the Republic of Korea and 24% in 1960-1970 and 16% in the
latter period in Taiwan. The record of Latin America is much more
moderate: 4.6% in 1960-1970 and 10% in 1970-1976 in Brazil; 3.2% in
1960-1970 and 2.9% in 1970-1976 in Mexico. More specifically, the per-
centage shares of manufactures in the total merchandise exports show a
notable difference between Latin American and Asian SICs: in 1975
these percentages were 25 for Argentina, 27 for Brazil, 30 for Uruguay
and 50 for Mexico, but was as high as 82 for the Republic of Korea and
97 for Hong Kong. It ié actually hard to identify a case of the so-
called "export~led growth" in Latin American SICs, although the share
of manufactured goods in total merchandise exports did increase in
these countries at a considerable pace in the past process of industri-
alization. It goes without saying that the share of primary products
has remained comparatively high in these countries, and this will be

an important topic of discussion in the sections that follow regarding
the problem of applying the thesis of a shift from import-substitution
to export promotion. What is of concern to us here is again the recog-
nition of the different historical and typological conditions, which
are indispensable factors in considering such widely varying patterns
of international trade expansion between the two regions, although we
are ready to admit to a certain extent the importance of the results

of different strategies taken by the governments with regard to the
industrial and trade policies of these countries in the past. The
differences in country size and natural resource endowment are par-
ticularly to the point. In this regard, it may be noted that even in
the smaller Latin American countries, their degree of export dependence
tend to be comparatively high compared with the general international

tendency.

- 10 -



This fact is worthy of even more attention when it is recalled that in
Latin America the present SICs are of large size, while in Asia they are
of smaller size, even city-~states being included. Brazil and Mexico,
together, for example, account for almost half the total population of
Latin America, while four countries of East and Southeast Asia -- the
Republic of Korea, Taiwan, Hong Kong and Singapore -~- represent only
18% of the total population of this region. In Asia, the larger
countries rather lag behind in the process of industrialization,
although the People's Republic of China is now improving fast her po-
sition, but in Latin America just the reverse is taking place.
Explanation of this fact is beyond our capability, but this is an
important point when characterizing the semi-industrialized countries,

particularly as regards their role in regional development.

II. PROBLEMS FOR FURTHER INDUSTRIALIZATION IN LATIN AMERICA:
PRODUCTIVITY AND EMPLOYMENT

1. In the light of a number of official documents prepared by both
individual governments and international agencies in Latin America, we
are convinced that the basic objective of socio-economic development in
this region is essentially to achieve "growth acceleration with more
social equity" for the future, although the terms and way of expression
may differ among them. The new strategy of development to attain these
objectives has been formulated as in view of the shortcomings of past
experience, since the impressive growth results were not shared by the
mass of the people. Such a shift of objectives and strategy in recent
years has not necessarily been unique to this region, but rather a
general phenomenon seen in other regions as well. The difficult and
complex problems confronted in the process of achieving these objectives
seem to be basically of the same nature, quite apart from the simple
concept of recognizing "trade-offs" between the two objectives, growth
and equity. However, Latin America has its own characteristics with
respect to the pattern and mechanism of growth and structural changes,
as has been discussed in the preceding section, and the conditions

there, both historical and typological, are different from other regions.

T4



The solutions of the problems it confronts should be searched for
formulating policies and measures which are appropriate taking into

account these characteristics.

Viewed from the specific aspect of the newly industrializing process

of the Latin American countries, what has been mentioned in general
terms above can briefly be translated into the following, referring

to the recent CEPAL documents. First, the strategy of promoting
further industrialization as a dynamic force for accelerating economic
growth has its own requirements, which are proper to the semi-
industrialized phase. Two requirements, in particular, are specifically
emphasized -- (i) improvement of industry's own structure through pro-
gress in the production of capital and sophisticated intermediate goods
and (ii) further expansion of exports of manufactures to help overcome
the chronic tendency towards and external bottleneck. The first of
these naturally calls for creating technological input=-output linkages
with other sectors of the economy as well as within the industrial
sector, generating dynamic effects through increased demand for capital
and intermediate goods towards promoting the manufacture of final
consumption goods. This process is closely linked with the second
requirement, since such structural progress would make it possible to
participate in the more dynamic flows of international trade. There

- would be a tendency towards intra-sectoral specialization in a more
symmetrical pattern of trade, and hence the acquired comparative
advantages arising from the process of further industrialization would
be added to the natural comparative advantages due to richer resources

endowment.

Secondly, there are naturally social implications in carrying out
industrialization of this type, since it obviously involves effects on
employment, income level and distribution. A widely-held view empha-
sizes that possible favorable "multiplier effects" on employment which
may be expected as an indirect result of such a pattern of industriali-
zation, rather than stressing the significance of direct effects on
employment due to the absorption of more labour into the industries

themselves, since it is recognized that in the past the role played by



industrial growth in absorbing labour has not been very significant.
This view appears also to be backed up by the widespread recognition
that the acceleration of industrial growth rates in the future should
be secured also through faster rates of productivity increases. This
view also tends to emphasize the indirect effects of such structural
changes in industrial growth, an income level and through mutuélly
related changes such as faster diffusion of technological progress,
wide participation of working people of the lower strata and possible
expansion of the domestic market, which could bring about profound
modifications of patterns of income distribution in the direction of

appreciably greater equity.

Promotion of international economic cooperation can be implemented
efficiently only if the benefits are mutual, that is, if they are
shared among the countries concerned, in this case between the Latin
American countries and Japan, these benefits can only be fully realized
if the objectives and strategies of socio-economic development in the
former are understood correctly by the latter and vice versa. 1In this
sense, these views have been summarized above, so as to provide the
starting point for the discussions that follow. This does not neces-
sarily mean that these views can be taken for granted, but they would
require our own interpretation based on our research results. Let us

discuss several major aspects of them at issue below.

2. It is our view that attainment of improvements in overall indus-
trial efficiency must be one of the key elements of the entire
requirements for accelerating industrial development. To be successful
in this direction, rapid technological and institutional progress
appropriate to the prevailing conditions of the countries concerned is
essential and indispensable. This would appear to be wvalid in general,
irrespective of different phases of industrial development. However,
it is particularly important in the semi-industrialized phase, because
the preparations for establishing the necessary conditions for taking
such a step have in most cases been carried out in the recent past and
the potential for making faster progress in the technological field

are greater than in the case of either the initial phase or the



fully-industrialized phase. This is the basic reason why the countries
in the semi-industrialized phase have achieved faster growth rates than
countries that are in other phases, as has been shown in the preceding

section.

It is our belief that the view stated above in terms of development
phases can be consistent with the well-known thesis of "infant indus-
tries" in the sense that a level of efficiency lower than international
standards can be acceptable if the difference is reasonable in level

and length of time.

This was also true internationally in the prewar period, as is
illustrated by Japan's experience. The accelerating trend of its
growth rate was essentially attained by successive technological inno-
vations, the basic knowledge for which had been borrowed from Western
advanced countries. Today, the potential for so doing is much greater
due to the far richer international store of advanced technological
knowledge available as compared with the forerunners. This is the
basic reason why the industrial growth of contemporary SICs has been
much faster than the prewar figures. This does, however, imply a more
difficult problem whose solution calls for greater efforts by the con-
temporary latecomers, i.e., the problem of how to fulfill the necessary
conditions for making such fast technological progress. This is the
main reason why growth rates vary widely among countries at the same
development phase. It is our view that the institutional and organi-
zational set-up, among other considerations, is the most important
item for fulfilling the necessary conditions for realizing faster
technological progress. The functions and forms of this set-up appear
to vary widely among countries. The possibility of transfer from
advanced countries is generally more difficult, because these often

have different historical and social structures from the SICs.

The important relationship between technological innovation and
institutional-organizational progress has been assumed in the statement
above. This is derived from analyzing Japan's historical experience.

In brief, it can be stated that technological innovation in the
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latecomer countries, for which possibility of technological transfer
from advanced countries is crucial, need specific carriers for imple-
menting this process and that this can efficiently be accomplished
when the functions of the carriers, namely the institutional-organi-
zational set-ups in the latecomer's nations, can operate adequately to
meet such requirements. The organization of industrial production; the
relations between large scale industries and medium-small industries
being included; the local organization of private enterprises in rela-
tion to the activities of multinational enterprises; the role to be
played by the government in guiding technology transfer in particular
for modern industries; these, among others, are important illustrations

of the importance of this specified aspect.

Through discussions and the exchange of views between both sides --
Latin America and Japan -~ it has been clarified that the situation
relevant to this problem differs between the two in particular in the
institutional set-ups linking modern industrial enterprises and tra-
ditional (medium-small scale) enterprises and the role played by the
government in the process of transferring modern technologies from
advanced countries. We share the view that these differences stem
basically from socio-cultural differences.2 Nevertheless, we share
also the view that the thesis drawn from Japan's experience is of
relevance to Latin America. The functional relationsip thus defined
between technological innovation and institutional and organizational
improvement will be a basic consideration, in the light of which we
will discuss later new forms of economic cooperation between Latin

America and Japan.

To deal more specifically with technological progress at the semi-
industrialized phase, let us now discuss the level and type of
technologies required for promoting industries producing capital and
sophisticated intermediate goods. It is generally accepted that a

shift to industries of this kind is one of the basic characteristics

2 For details of Japan's experience in this regard, see Ohkawa and
Rosovsky, Japanese Economic Growth, Stanford University Press, 1973,
in particular Chapter 9.
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of this phase and that technological and input-output linkages should
be widened and strengthened. However, it would be more realistic if
the nature of these technologies and industries were clarified, at
least in terms of factor proportions, say capital-intensive vs. labour-
intensive type. This is because they often automatically assumed to be
of capital-intensive type. Our research on Japan's case reveals that
this is not necessarily so, and the data on Mexico and Brazil, though
less comprehensive, appear to endorse this. The point can briefly be

stated as follows.

(i) It is true that most of the modern intermediate goods are produced
by such "heavy" industries as petroleum, chemicals, iron and steel and
non-ferrous metals, and capital-intensive technologies prevail in these
industries, their level being remarkably higher than that of all other
industries, including capital goods producing industries. (ii) 1If
"capital goods" are assumed to be equivalent to investment goods, their
actual coverage is usually very wide. What is intended by this term,
however, can more or less be represented by what we call "engineering
industries," although these also include consumer durables production.
These industries produce machinery and metal products by low capital-
labour ratios whose average is scarcely different from that of the
textile industry, the representative traditional sector. Thus it is
better to make a distinction between capital goods and intermediate
goods, and not to make a general presumption that a shift from the
traditional to modern industries would involve always a distinct rise
in the capital-labour ratio. (iii) An even more important distinction
which should be made between, say, the machinery and textile industries,
is the difference of technological level in the modern sense: on
average this is higher in the former than the latter, apart from the
traditional manual skills. This is indicated by the wage differentials
between the two industries. It goes without saying that the modern
intermediate goods industries require a markedly higher technological
level. Japan's historical process of industrial development may be
worth recalling in this regard. Compared with the preceding case of
achieving the necessary industrial efficiency for establishing textile

industries, a much longer time was needed to establish intermediate
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goods industries and engineering industries which were really competi-
tive internationally (this was finally achieved as late as the first
half of the 1960s). (iv) Finally, a few words are called for on capital
efficiency. In talking about industrial efficiency, not only the labour
productivity but also the capital productivity should be taken into
account, particularly in view of the fact that capital is scarce while
labour is still abundant at the semi-industrialized phase. Japanese
data reveal that the amount of added value produced per physical capital
stock (the reciprocal of the capital output ratio) tends to be higher

in both engineering industries and in the traditional industries, where-
as for heavy industries it is much lower. This difference by industry
is combined with difference by size of establishments or enterprises:
capital productivity is higher for smaller sizes (except very small
sizes), while it is lower for larger sizes. When considering the appro-
priate type and efficiency of technology, this fact should be taken

into account more seriously in the context of the close relationship
between technological progress and institutional and organizational

improvement, mentioned above.

3. The effects of industrial development on employment have long been
a controversial issue in the areas of both analysis and policy-making.
On the one hand, it is asserted that there are trade-offs between pro-
ductivity rises and employment increases, while on the other possible
compatibility between the two objectives is assumed. On the basis of
the results of our research we are much inclined to say that industrial
growth can play a dynamic role not only in raising productivity but
also in providing increased job opportunities. In this respect, there
should be more recognition of the positive role played by industriali-
zation with respect to employment. The real problem at issue is to
know the quantitative relationship between the rate of productivity
increase and the rate of employment increase, as both are involved in

a given rate of industrial growth, rather than to make a priori a rigid
assumption. The crucial point is to evaluate properly the employment
effects of output growth rates and those of the different choices of
technologies and industries. It is generally held that labour-intensive

technology is more favorable to increasing employment. We cannot deny



the validity of this, but at the same time it should be said that often

seems to be more influential a greater rate of industrial growth.

The reason may be illustrated by the following example. It is a common
view held today that a shift from a phase of import substitution to a
phase of export promotion implies changes in the technological and
industrial structure from a capital-intensive one to a labour-intensive
one, especially in the phase of semi-industrialization. Thus the
elimination of the policy bias against exports would bring forth an
acceleration of the rate of labour absorption into the industrial
sector. The following statistics or the like have often been cited as
evidence. The average‘percentage annual rate of increase in employment
in the industrial sector in the "export promoting countries"” was much
greater than in the "import substituting countries" (in 1960-1970 for
example, the figures were Republic of Korea 11.2, Taiwan 6.3, and
Singapore 5.6, as against Mexico 4.5, Colombia 3.7, and the Philippines
2.5). BAs will be discussed later, a dichotomy of export promoting
countries vs. import substituting countries is too mechanical a classi-
fication. BApart from this, however, what interests us is the varied
growth performance of industry among these countries, as indicated by
the much faster average percentage annual growth rate of industrial
output in the former group of countries than that of the latter group
(in 1960-1970, the figures were Republic of Korea 17.2, Taiwan 16.4,
and Singapore 12.6, as against Mexico 9.3, Colombia 6.0, and the Philip-
pines 6.0). The problem at issue is to clarify the doubt whether the
difference in the growth rate of employment witnessed between the two
groups of countries is to be explained by the growth of industrial out-
put rather than the difference in factor proportions in the industrial

structure: i.e., labour-intensive vs. capital-intensive?

The doubt cannot be solved without having reliable data on the capital-
labour ratio and its change over time, and this is not possible to have
such information comprehensively for the SICs at this stage of our
empirical studies, particularly because of the lesser availability of
data for Latin American countries, despite our research efforts.

However, it is possible to evaluate the relationship expected between



the growth rate of industrial output, GY (or productivity, Gy) and that
of the increase in employment (GL). As a rough measure, let us observe
the performance of the crude elasticity, n = GL/GY, calculated from the
figures mentioned above. The figures for this elasticity are Republic
of Korea 0.65, Taiwan 0.38, Singapore 0.44, Mexico 0.48, Colombia 0.61
and the Philippines 0.41. It is suggested that the variance of these
crude elasticities is not associated with any criterion for such a
grouping: 1its range does not show any distinct difference between the
two groups of countries. Thus it is our speculative view that the
shift to labour-intensive industries, if it takes place, may have rather
more limited effects than are usually expected on increasing the labour-
\EEEQFPE?OHWQQwer of industrial grdwth;” Ho&é&er;'it is importéht féwﬁote
the "if". As ﬁa;'ﬁééh'ékﬁiéiﬁéawﬁféviously, the capital-labour ratio of
manufacturing is much more homogeneous than is usually expected. For
example, a structural change from textiles to engineering industries may
not bring forth a distinct increase in the capital-labour ratio and
hence a change in the labour absorption capacity of manufacturing.
Relatively sizeable effects can only be expected from a fast structural
change towards heavy indéstries, and this may not be the case in an
early part of the semi—industrialized phase, although it is admitted
that Latin American SICs tend to develop these industries earlier than

East Asian SICs.

It may be more important, as has previously been suggested, to assign
much more significance than usual to the employment effects of indus-
trial growth accelerations. With the aim of providing more background
knowledge on this suggestion, we have made some efforts to examine the
performance of the crude elasticity of the industrial sector by com-
paring Latin Amer%can and Asian countries so far as these data are
available. In sQJdoing, n is taken as GL/Gy in order to see directly
the relationship between GL and Gy, the rate of labour productivity
increase. The results are summarized below (the period is not the same,

covering the 1960s and 1970s) :
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(%)
GL Gy GL/Gy GL Gy GL/Gy

Asia: Latin America

(1) 3.1 5.7 0.54 (1) 2.1 3.8 0.55
(2) 1.8 3.5 0.50 (2) 1.5 2.6 0.58
Asia: (1) Republic of Korea, Taiwan;

(2) Thailand, the Philippines,
India, Sri Lanka and Indonesia.
Latin America: (1) Mexico, Brazil;
(2) Colombia, Peru, Guatemala,
Chile and Bolivia.

These figures can be useful only for a very broad judgment, yet they
appear very suggestive in showing a relative constancy of the crude
elasticity, GL/Gy, around 0.5 v 0.6, irrespective of the regions and
development phases. The implication is that productivity will accom-
pany an increase in employment at least about half its pace, and that
this quantitative association cannot be expected to change to the
detriment of employment increases in the process of making a shift from
the phase of initial industrial growth to the semi-industrialized phase,
which undoubtedly implies an acceleration of the rate of productivity
increase. Analytical interpretation of the findings is beyond our
present purpose, but at least we can point out that such factors as the
rate of production function shift realized by technological and insti-
tutional progress, the effects of enlarging economies of scale, and the
indirect effects of increasing interlinkages within the industrial

sector -- all these operate in an interacting manner.

The conclusion to be drawn for our present purpose, from the somewhat
lengthy discussion developed above is that for Latin American countries
a general proposition about the positive association between output-
productivity increase and employment increase can broadly be stated
without making any serious gqualifications, and that policies aimed at
accelerating the rate of industrial growth, and hence of overall

improvement in industrial efficiency, are of the highest priority.
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ITT. PROBLEMS FOR FURTHER INDUSTRIALIZATION IN LATIN AMERICA:
INTERNATIONAL TRADE AND THE DOMESTIC MARKET

1. What has been discussed above is part of the subject of improvement
of industrial efficiency and as such can essentially be applied to the
problem of expanding international trade. The thesis of shifting poli-
cies from import substitution to export promotion has often been taken
up as the main angle for analyzing the industrial growth strategies of
almost all LDCs, irrespective of their different historical and typolo-
gical features, especially as regards country size and natural resources
endowment. This approach seems sometimes to tend to criticize the trade
performance of a number of Latin American countries as less progressive:
prolonged import substitution and/or less intensive export promotion
efforts, as compared to the experience of East Asian countries. If

such an attitude is merely combined with the aforesaid characterization
in terms of factor proportions (capital-intensive vs. labour-intensive)
it is all the more inappropriate, in our view, for seeing the real

trade problems of Latin American countries.

Many countries of the region are now very conscious about the necessity
for simultaneous implementation of both promotion of exports of manu-
factures and more advanced import substitution, centered on capital
goods and sophisticated intermediate goods, as already noted. In larger
countries such as Brazil and Mexico, the intentions to proceed to such
import substitution has officially been pronounced, while vigorous
measures to promote the export of manufactures are maintained. The
members of the Andean Sub-regional Integration Agreement (Venezuela,
Colombia, Ecuador, Peru and Bolivia), that are making similar efforts
at export promotion, recently confirmed their decision to intensify the
import substitution of capital and intermediate goods at the regional
level, when they agreed upon the sectoral program for automobile pro-
duction in 1977. Other sectoral programs such as those for metal
products, machinery and petrochemicals are already in the process of

implementation.



The general view is that the so-called "import substitution industri-
alization" through high protection policies with related measures had
largely ended by the mid-1960s, and since then they are a new phase
with emphasis on export promotion in Latin America. Actually, however,
import substitution and expoxt promotion, in our view, go on simul-
taneously rather than successively in each country in terms of a "by
industry" approach -- a trade growth path similar to Japan's historical
experience. In relation to this aspect, the phenomenon of the "suc-
cessive sequence” of the import substitution process is noted for
countries at varied phases of industrialization in the region as a
whole. For example, if we define import substitution of traditional
manufactured goods as "primary," in a way slightly different from the
usual use of this term, the primary import substitution was already
completed by 1970 in SICs like Brazil and Mexico, while in other less
industrialized countries it was still going on. At present, "secondary"
import substitution of capital and sophisticated intermediate goods is,
as already noted, a major issue in the former countries, while for some

of the latter countries it is only in its infancy.

Having as background knowledge what has been described, let us now
discuss the characteristics of the Latin American trade structure,
focussing on the region's SICs. In order to fuel the secondary import
substitution process, expansion of exports not only of traditional
manufactured goods but also (and still more important) of agricultural
and mineral goods is needed in these countries. The necessity of such
simultaneous expansion of exports of both types of goods, one based on
"natural" and the other on "acquired" comparative advantages, charac-
terizes these countries' trade pattern and structure, although the
trend is towards an increase in the share of the latter and this is

one of the aims of industrialization policies. In this resyrect a sharp
contrast is seen, for example, between Brazil and the Republic of Korea,
the secondary import substitution of the latter being solely dependent
upon the expansion of exports of traditional manufactured goods because

of its poor land resources.

- 2 .



The problem of the time dimension for implementing secondary import
substitution policies has often been raised and this pertains to the
above discussion. It is often asserted that if these policies are
implemented too early, in an artificial way, rather than following a
"natural" course of industrialization, this will be inefficient and
not to be recommended, particularly if supported heavily by continued
protection policies and measures. It is hard to define a "natural"
course of industrialization for each country concerned and it is dif-
ficult to make precise and realistic real evaluations of the effects

of protection and other relevant measures. Nevertheless such an asser-
tion is worthwhile noting. Despite our efforts made in data treatment,
we cannot make a precise statement with regard to the case of Latin
American SICs with gquantitative indicators to show the degree of bias
from "natural course”. However, one important aspect relevant seems
clear, namely, the aspect related to the level of technology and the
time sequence of its progress, in the industries at issue and this will

be the subject to be discussed below.

The share of machinery and transportation equipment in exports of manu-
factures in recent years seems to differ not very much between Latin
American and East Asian SICs (ranging from 50 - 60% in 1276}, while the
share of primary commodities other than fuels, metals and minerals in
total merchandise exports is extremely high in the former (Brazil 62%,
Mexico 69%) as against the big share of traditional manufactured goods
such as textile, clothing, etc. in the East Asian countries (for ex-
ample 71% in the Republic of Korea). This contrast suggests that a
speedy shift to the domestic production of capital goods and sophisti-
cated intermediate goods has been taking place up to the present in
Latin America, without having a long and extensive experience of
industrial and trade expansion in the area of traditional manufacturing.
This may partly be the result of deliberate policies, but in our view
it may essentially be the concomitant of the "natural" comparative
advantage due to richer natural endowment. The resultant effect is
that special efforts are required to be successful in promoting domes-
tic industries to carry out secondary import substitution, because

technological progress is a much more influential factor in this
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process of secondary import substitution than in the case of the
primary process, as is illustrated by Japan's experience, and the
required time sequence of technological progress from the primary to

the secondary phase must not be under-estimated.

From this standpoint, we share the view that not only the capital and
intermediate goods industries, but also manufacturing industries which
can increase added value to natural resources, agricultural and
mineral, should be given more encouragement as vigorous export indus-
tries -~ an area basically not covered by the conventional approach

involving the import substitution -- export promotion sequence.

2. Expansion of international trade is a crucial requirement for
overcoming the chronic tendency towards an external bottleneck. This
is valid for all SICs. However, with respect to its relative signifi-
cance, there are differences among these countries mainly due to
variations in their size. As previously mentioned in Section I, the
leading role played by export growth in accelerating overall economic
growth is relatively limited for large countries, such as Brazil and
Mexico, compared with East Asian SICs. This fact implies much greater
relative importance of the expansion of the domestic market in coun-
tries of the former type. It is our view not only that this aspect is
perfectly legitimate, but also that there is great future potential
for realizing the benefits of expanding the domestic market in Latin
America. Several points relevant to this aspect will be discussed

below.

(i) The effects of securing economies of scale has previously been
touched upon in relation to technological progress. As is well known,
the products of engineering industries, and especially the automobile
industry, are illustrative in this respect, but they can be more
widely applied to manufactures in general. In addition to achieving

a higher per capita income level, the impressive growth in the past
brought forth changes in income distribution, it is statistically
reported, in favor of the middle-income classes in the large countries.

These are factors which can support the achievement of economies of



scale and which would be strengthened if the income distribution could
be changed also in favor of the lower classes, as will be discussed

later.

Analytically, economies of scale cannot precisely be singled out from
the overall effects of industrial efficiency, being combined with the
effects of technological and institutional progress and the expanding
and deepening of interlinkages among industries. This has been sug-
gested previously in the discussion on the relation between productivity
and employment. Therefore quantitative evidence cannot be presented
solely in respect of economies of scale. The important point in the
present connection is that all these kinds of favorable effects for
accelerating industrial growth can be assumed to operate in an inter-
connected manner. An illustration can be drawn from the postwar
experience of Japan, covering a decade approximately from the mid-1950s
to the mid-1960s, i.e., the last period of its semi-industrialized
phase. The rate of export expansion was remarkable, but the proportion
of exports to GNP had not been increased, as the domestic market ex-
pansion had been kept at the same rate of increase. This is the period
of "investment spurt" on which the previous discussion has touched.
Naturally, a distinct increase in the rate of capital investment would
be required as the facilitating factor for securing such cumulative
effects from the interacting operation of these factors at issue. Some
other facilitating factors can be mentioned. For example, in a country
of large size, capital investment for the infrastructure can be said to
be an important condition, and this is certainly true for Latin America.
Nevertheless, what is of concern to us here is to suggest a possibility
of rapid domestic market expansion, together with export promotion,

realized in a country of medium size.

(ii) The structure of income and wealth formation, already touched
upon above, is an aspect which needs amplification. It has often been
pointed out that personal income distribution by size has been made
unequal in a number of Latin American countries. Some statistics
appear to endorse the validity of such a trend, and sometimes this is

emphasized in contrast to the East Asian SICs, whose income

- OR



distribution is presumed to have become more equal in the process of
semi-industrialization. According to our survey of the studies of this
kind on both groups of countries, however, the statistical evidence for
asserting such a view does not seem to be convincing enough and would
need more scrutiny. Nevertheless, there are more convincing facts
which account for these phenomena. First, the structure of agriculture
in Brazil and Mexico is very different from that of the Republic of
Korea and Taiwan, where land reform was carried out in addition to the
less distorted land distribution which prevailed to start with. This
is often called bimodal vs. unimodal structure. Second, eradication of
absolute poverty still remains an urgent problem for Latin American
countries, including its SICs, while in the East Asian counterparts it
has more or less been completed. Where the two regions coincide, of
course, is that the problem of the absolute poverty is mostly found in
the rural districts. Leaving the first apsect for the later discussion,

let us discuss the second one in some detail below.

A rise in the real wages of unskilled labour is the most crucial indi-
cator which demarcates the turning point of the economy from the initial
phase to the phase of semi-industrialization. This classical concept
has found its empirical endorsement in the historical process of
development of East Asian countries such as Japan, the Republic of
Korea and Taiwan. It is our view that this is the result of a remark-
able increase in the demand for unskilled labour by industrial growth

in relation to the labour supply situation prevailing in the non-
industrial sector. The possible mechanism of such an increase in the
demand for labour was already discussed in the preceding section. The
point at issue here is that for Latin American SICs, such a turning
point cannot as yet be identified distinctly enough despite our research
efforts. The data limitation is serious and the effects of wage poli-
cies are involved, and we cannot say for certain that these countries
are still at the pre-turning point, but the existence of surplus labour
and even its growth, especially in rural districts, cannot be denied in
the whole. In this respect, it is important to note that the rate of
increase in the labour force in most Latin American countries has been

much higher than that of Asian countries on the average. This is
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particularly important in making a comparison of the SICs in the two
regions. The different labour market situation in SICs in these two
regions has thus been produced not only because of the slower pace of
labour demand expansion but also because of the faster increase in
labour supply due to demographic causes in Latin America. With this
qualification, we treat the countries in Latin America as SICs in a
less rigorous sense. Japan's case suggests that during the process of
semi-industrialization, surplus labour has also sometimes been repro-
duced, suggesting an occurrance of the situation probably similar to
that of present Latin American SICs. Certainly the existence of
absolute poverty has its relevance to the persistence of surplus labour,
though the two are not the same phenomenon. If these countries become
more successful in eliminating surplus labour by accelerating their
industrial growth in the future sufficiently to raise the incomes of
the lower strata, this would help very much to equalize income distri-
bution and hence to expand the national domestic markets for mass-

consumption goods.

3. Agriculture is still one of the most important sectors of the SICs
in terms of both output and employment. For the reasons mentioned
above, however, the nature of its differential structure needs to be
further clarified from the viewpoint of the possibility of enlarging
the domestic market. First, our research and the exchange of views
among us héve clarified the nature of the bimodal structure in the
following sense. There are two sub-sectors within agriculture. One

is that part of agriculture which is devoted to the internal market and
to exports on the basis of its natural comparative advantages, together
with mining, assuring the necessary foreign exchange to finance the
import substitution process of industry. The other is that part of
agriculture that does not export its product but it essentially carried
on by small subsistence peasants, in contrast with the first, which is
carried on by commercial farms. The combination of the two is complex,
and it is often difficult to draw a clear line between them. Further-
more, the situation tends to vary much from one country to another and
a sweeping generalization may be risky. Yet, for the countries of

larger size, such division into sub-sectors seems to have its
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significance in relation to almost all the discussions we have developed
in the previous sections. The importance of the commercial, export-
oriented sub-sector, tegoether with the potentiality of expanding the
area of cultivated land, is of great importance for foreign countries
which have to import food and feed stuff like Japan. The latter sub-
sector of peasant farming is of direct concern in the present condition,
as the technological and institutional innovations of appropriate type
have not taken place in this sub-sector. As will be described in more
detail in Chapter 2, Part II, there seems to be great future potential
for encouraging and promoting such improvement and innovations, in our
view. The expected progress along this line would help to expand the

domestic market.

The strategic significance of promoting interlinkages of input-output
and technologies between agriculture and industry should be emphasized
here. Plans for the transfer of technology from industrialized coun-
tries should include such types of technology as may be appropriate for
fulfilling such a purpose, and the local innovations and improvements
with respect to both engineering and biological chemical-type technolo-
gies should be carried out with this objective in mind, going far beyond
the conventional purpose of merely carrying out secondary import

substitution.

In essence, this view can also be applied to the case of small-scale and
cottage industries, which will be discussed in some detail in Chapter 2,
where the importance of promoting development of these industries will be
emphasized. There are the areas where labour-intensive technologies are
appropriate. Needless to say, there is no inconsistency between this
emphasis and that of the importance of accelerating output and increased
productivity in the industrial sector mentioned earlier. In recommend-
ing development of such small-scale industries, our presumption is
always that increased growth of output and hence of employment are
possible for these industries by fuller use of their interlinkages with
modern, large-scale industries through input/output, technological and

institutional channels.
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CHAPTER 2 NEW FORMS OF ECONOMIC COOPERATION BETWEEN LATIN AMERICA
AND JAPAN

INTRODUCTION

The economic relations between Latin America and Japan have expanded
rapidly during the past two decades. The increase has been very remark-
able not only in trade but also in direct investment, finance, technical

cooperation and other aspects.

ihe value of Japan's exports to Latin America grew from US$304 million
in 1960 to US$6,555 million in 1979, with an average annual growth

rate of 17.5%. Japan's imports from Latin America increased from
US$311 million in 1960 to US$4,517 million in 1979, with a 15.1%

average annual growth rate. Japan's share in Latin American trade has
thus greatly increased since 1960. Of Latin America's total exports,
Japan's share increased from 3.2% during the first half of the 1960's
to 5.0% during the second half of the 1970's. As for imports, the share
from Japan increased from 3.5% to 7.2% during the same period. However,
it should be noted that because of the higher rate of increase of
Japan's exports to Latin American countries than of the latter's exports
to Japan, the trade balance between the two became unfavorable for
Latin America towards the end of the 1960's and this situation has

continued to the present.

As for Japanese direct investment in Latin America, this has shown a
dynamic increase since the end of the 1960's, after experiencing a
relatively slack period. As a result, as of the end of March 1979,

the cumulative approved investments from Japan totaled US$4,373 million
or 16.3% of Japan's total direct overseas investments at that time.

Its investments in Latin America were third in rank, coming after those

in Asia and North America.
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In 1978, Japan's financial cooperationl to Latin America amounted to
US$2,702 million or approximately 30.2% of the total funds of US$8,948
million dollars directed to developing countries by Japan (including
contributions and loans through international financial institutions).
It should be noted, however, that within the above figure the amount of
official development assistance to Latin America is rather small. 1In
financial cooperation, large-scale projects in major countries of the
region (particularly Brazil) are increasing. This, along with trade,
has been one of the important factors in expanding economic relations

between Latin America and Japan.

As seen above, the relationships between the two parties have expanded
remarkably up to the present without encountering any serious set-backs,
and it is expected that the economic relations between them will become
increasingly important in future. However, the mere continuation of
past trends may not guarantee the achievements expected for the future
on both sides, particularly in view of the recent problems Latin America
and Japan face, both internally and extrenally. Hence, mutual coopera-
tion to facilitate the attainment of the desirable expansion of economic

relations seems highly important.

The purpose of this chapter is to present the conceptual frame for the
studies on such mutual cooperation {included in Part II of this report)
as well as to summarize systematically the principal conclusions of

the studies on cooperation in specific areas.
I. ECONOMIC AND SOCIAL DEVELOPMENT AND INTERNATIONAL COOPERATION

1. Basic Economic Features of Latin America and Japan

Phase of development and resource endowment

Over the past quarter of a century, the Latin American countries have
achieved a relatively high level of industrialization and accelerated
economic growth. Now, Latin American countries have three important

characteristics: first, the semi-industrializaed phase at which the

1 Including direct investments.



main countries of the region have arrived while the others are now
arriving, second, the advantage of rich natural resources that most
countries of the region share and third, the great internal market

that have some countries or regional groupings (as the Andean Group)

of Latin America. This means that the Latin American countries now

have strong possibilities for achieving still greater economic develop-
ment. On the other hand, however, this means that they must solve a
number of problems, both external and internal, which are rather typical

of the semi-industrialized countries, as discussed in Chapter 1.

Since the last years of the 1960's, the Japanese economy has experienced
an important period of transformation, crossing the so-called turning
point to the fully industrialized phase involving limited use of labour.
This process has brought forth problems because of its increasingly

heavy dependence on imported natural resources.

Thus, the economic relationship between Japan and the semi-industrialized
countries tends generally to be of a substantially complementary nature.
It may be added that the long distance between the geographical locations
of Latin America and Japan could have some important implications for
their mutual economic relations, particularly as regards trade and

transport.

Requirements of both parties and development strategy

In order for the Latin American countries and Japan to achieve their
further economic and social development, they will have to cope with
their particular requirements determined fundamentally by the above-
mentioned respective phases of development, as well as their different
resource endowments. The Latin American countries, for their part,
must face the special requirements which characterize the semi-industrial
phase, in particular attainment of higher output and higher levels of
employment with more equity, development of both the modern and tradi-
tional sectors, etc., as discussed in Chapter I. 1In order to meet
these requirements, the countries of the region need technology,
financial resources, access to markets for their manufactures and

primary products, etc. As for Japan, it is almost needless to mention



that it is crucial for this country to assure itself a stable supply of
energy and mineral resources, foodstuffs (both agricultural and fishery

products) and forest products.

It is also important to take into account the development strategy of
the Latin American countries, as we can identify some important common
features in the development strategies of the individual Latin American
nations. It should be noted, first of all, that the countries of the
region have been giving increasingly strong emphasis to the problem of
equity in recent years. It is also true that most of the countries

are trying to achieve further economic growth by developing heavy and
chemical industries and increasing the production of capital and more
sophisticated intermediate goods. They are at the same time striving
to expand their exports of manufactured goods, as well as to diversify
the areas of trade. As for trade policies, many countries of the region
have been adopting more liberal and open policies, through efforts

such as relaxation of import restrictions and of exchange rate adjust-
ments, keeping a level of protection that is adequate to pursue the

development of the new industrial sectors already mentioned.

In this context the following specific features that have direct rela-
tion with the international relations of Latin America seem to be
highly relevant in connection with the above-mentioned aspects.

1) Problems of equity and economic growth are closely interrelated
with the extexnal sector. In order to avoid an intensification
of the present serious problems of extreme poverty, marginality
and unemployment in the labour force, it is necessary to achieve
a high rate of growth of the economy. This would pose, on the
other hand, delicate problems of external sector bottleneck.
Therefore, it should be necessary to achieve a fast rate of
growth of exports, an inflow of foreign funds and a rate of
growth of imports not exceeding the import capacity.

2) An important proportion of the labour force has a relatively
high level of education and industrial skill, the cost of labour

remaining to be still lower than in developed countries.
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3) High technology goods will continue to be imported in a high
proportion from developed countries. As the demand of these
goods increases very quickly, imports by Latin America from
those countries will be very dynamic with the only limitation
imposed by the import capacity. The region will also continue
to be an important buyer of non-incorporated technology, such
as patents and engineering services. Latin American countries
wish to acquire foreign technology in a way that is consistent
with the strengthening of indigenous capability in the field of
technology.

4) Private sources of financing, especially of transnational banks,
have increased very much their share in total external financing
of Latin America. Official sources, while less significant for
total external financing, are still important for small and
medium sized countries. Latin American countries have a strong

interest in issuing long-term bonds in foreign capital markets.

2. Basic Thoughts on the Necessity and Forms of Cooperation

It seems obvious that some cooperation is necessary in order that the
economic relations may satisfy the requirements of both sides as much

as possible. In other words, mutual benefits from these eocnomic rela-
tions can be attained in an optimum manner through cooperation. Here
mutual benefits should be evaluated on the basis of the requirements

of both sides as well as the development strategies they adopt. The
diversification of economic relations, rather than simple complementarity,

should also constitute one of the basic principles of cooperation.

There are different options (and forms) through which both sides can
cooperate, but it is necessary to adopt the most appropriate one in

order to maximize the above-mentioned mutual benefits. In this sense
real cooperation should mean that both sides must make policy adjustments,
institutional adaptations, and other efforts under the framework or

forms of cooperation to be adopted as most appropriate, in order that

the cooperation may contribute effectively and mutually to the attain-
ment of the above-mentioned requirements and the diversification of

economic relations. When any contradiction arises in the process of



cooperation, it should be solved by joint efforts through coordination

and adjustment.

More specifically, we may take the case of cooperation for the intro-~
duction of technological and institutional innovations. As is well
known, the process of adaptation of technology is facilitated if it is
accompanied by some appropriate institutional changes. Technology is
quite flexible, and industrial countries can cooperate in adapting it
to the local conditions of recipient countries. But the appropriate
institutions that are key factors for such adaptation are very specific
and differ from one recipient country to another. 1In particular, in
many cases the building up of an appropriate institutional set-up
through the creation of new institutions or the adaptation of existing
ones is so closely related with the social structure and socio-cultural
factors of the recipient countries that the efforts of these countries
are crucial for successful technology transfer. 1In this sense, optimum
results can only be obtained when such efforts are realized in coordi-
nation with the efforts of technology exporting countries. The forms
of "real" cooperation should envisage coordination and adjustment of

the actions of both parts to assure such results.

In the past, there has been successful expansion of financial coopera-
tion, including big joint investment projects. This should be maintained
and even strengthened in the future, and it could undoubtedly play an
important role in solving the investment and trade gaps of most Latin
American countries. However, on the other hand it should be recognized
that Japanese technical cooperation has been rather weak in Latin
America, in spite of the fact that technological progress is particularly
important for countries at the semi-industrial phase. It is our opinion,
on the basis of the studies in Part II, that in addition to financial
cooperation, particularly in respect of large-scale industry and resource
development, cooperation for introducing technological and institutional
innovation should be extended, especially to small and medium units of

production in agriculture and manufacturing.
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3. Scope of Cooperation

In order that the cooperation mentioned above may be realized, coopera-
tion efforts must not be made in an isolated manner, as has happened
sometimes in the past. Furthermore, one form of cooperation should be
coordinated and integrated with others and a certain balance between

one type or area of cooperation with the others should be maintained.

Therefore, future cooperation should be as global as possible in the
sense of covering different areas and forms of cooperation, while at
the same time it should be systematic, in the sense that the different
areas and forms of cooperation should be well coordinated with each

other in a long-term perspective.

Here, particular emphasis should be\placed on efforts to narrow the
trade imbalance between Latin American countries and Japan. Regarding
traditional manufactured goods, Japan should make further efforts to
increase its imports of these goods from developing countries. These
efforts, together with efforts to implement new forms of cooperation
mentioned above, would contribute to the attainment of mutual trade
balance, although we could not expect a strict bilateral trade balance

between each country of the region and Japan.

With these basic thoughts in mind, we have selected four different
sectors - industry, mining, agriculture and ocean transport - in order
to make detailed studies on the possibilities for the kind of coopera-
tion mentioned above. Chapters I, III, IV and V of Part II of this
report analyze specific aspects of the respective sectors and examine
possibilities and new forms of cooperation between Latin America and

Japan.

The principal conclusions of the studies on these specific sectors will

be discussed in the remaining part of this chapter.



IT. NEW FORMS OF COOPERATION IN INDUSTRY AND AGRICULTURE

1. Basic Features of Industry and Agriculture in Latin America and
Characteristics of Cooperation
As mentioned in the previous section, cooperation should be based on
mutual benefit. However, the nature of such mutual benefit may be
different according to different sectors. While industry and agriculture
are sectors of high priority from the standpoint of the fundamental
requirements of Latin American development (i.e., the attainment of
greater output and equity), the mining and transport sectors are also
important for the expansion and diversification of trade between Latin

America and Japan.

First, the basic features of Latin American industry and agriculture

that are relevant to our consideration of forms of cooperation will be
discussed. One of the important common characteristics of these two
sectors is their dual (or even more complicated) economic and social
structure, where the difference in various aspects between large and
small units of production is pronounced and has normally been intensified
in the process of "modern economic growth" or in the process by which
Latin American countries arrived at the semi-industrial phase of develop-

ment.

As is well known, the productivity, level of income and types of crops,
etc., observed in the large units of agricultural production called
latifundios differ substantially from those of small agricultural
production units in most countries of Latin America. It is important
to note that although these differences are fundamentally related with
the unequal distribution of agricultural land ownership and holdings

in these countries, the limited level of technological progress and
lack of resources of small units of production in comparison with large
ones have been important factors which have caused intensification of

the gap.
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With respect to the industrial sector, an important finding seems to
be the fact that manufacturing in Latin America is characterized by
the relatively high weight of larger enterprises on the one hand, and

the extremely high percentage of "cottage industries" (micro-industries)

on the other hand, in terms of employment distribution. The participa-
tion of "typical" small and medium enterprises is considerably smaller
in Latin America than, for example, in Japan. As in the case of
agriculture, the difference in levels of productivity, wages, etc.,
between large units of production and smaller ones (particularly cottage
industries) is significantly large. In the case of the machinery
industries, in particular, which have developed quite recently in Latin
America, the expansion of large enterprises has not been fully accom-
panied by the simultaneous development of small and medium enterprises.

This evolution is very different from the Japanese experience.

Research has been carried out to analyze the causes of these particular
phenomena which to a large extent are responsible for the problems of
inadequate employment and unequal distribution of income. One the one
hand, they are closely related with and partially explained by the so-
called "initial conditions” that were prevailing when "modern economic
growth" was initiated, particularly the unequal distribution of land
and other resources, which remains unchanged in most of Latin America
countries in spite of their programs of agrarian reform. On the other
hand, however, the differential structure may have been intensified
by the very process of "modern economic growth," because the modern
economic sectors developed much faster than the traditional sectors

in this process, and particularly by the different speeds at which
technological progress was introduced in the modern and traditional
sectors. Various items of empirical evidence appear to confirm this

phenomenon, both in industry and agriculture.

In Latin American countries, the subsistence crops which are produced

on small farms with traditional technology (and mostly consumed

directly by producers or sold in the local market) have shown the lowest
growth rate of production (2.5% per annum) in comparison with food

production as a whole (3.6%) and agricultural production in general
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(2.9%), over the period 1961-1977. It should be added that the growth
rate of production of subsistence crops has been even lower than popula-

tion growth (2.8%) in the same period.

Although the situation may differ from one country to another, this
difference in the growth rate of production is closely related to
improvements in crop yields {(land productivity). In Brazil, for example,
while modern crops such as sugar cane, soybeans, etc., have obtained
annual increases in yield of 3.8% in the period from 1961/65 to 1974/75
and intermediate (or transitional) crops such as corn, coffee, etc.,
have registered a 1.7% increase, yields of traditional crops such as
rice and beans have decreased by 0.7%. In Mexico, the yield of maize,
which is mostly produced by smaller farmers (approximately 75% of the
total production) and mainly consumed by themselves the rest being sold
on local markets, increased by only 1.5% during the period 1961/65 to
1974/75, while yields of wheat and pulses produced by larger farms

increased by 5.1% and 3.1%, respectively.

The main cause of the low increase in yield for the crops which are
mostly grown by small farmers may be identified as the lower levels of
input utilization and technological progress among such growers. It
has been confirmed that in Mexico, the level of use of high-yield seeds,
fertilizers and pesticides is very low among smaller farmers in com-
parison to larger farmers. A matter of particular concern to us is
that the percentage of dissemination of new high-yielding varieties of
maize (known as the "green revolution" seeds developed by CIMMYT) was
less than 10%, while the percentage for wheat was as high as 90% in
1972. The reason for this is that the hybrid corn varieties are
primarily suitable for large mechanized farms, since the seeds have to
be purchased every year and small farmers cannot afford them, whereas
wheat is mainly grown by large farms whose land is mostly irrigated.
The unfavorable relative price of biochemical inputs compared with
other inputs as well as lack of resources or limited access to finance
have been the factors responsible for the relatively low level of use
of these inputs among smaller farms. In Brazil (State of Sao P&ulo),

for example, while the price indices of tractors have gone down by
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almost 50% in comparison with the prices of major crops, the price of
fertilizers declined only slightly in the period from 1967 to 1978,

making fertilizers more expensive than machinery.

The lower rate of technological progress in the traditional agricultural
sector may have been an important factor determining the lower rate of
production of subsistence crops. There has been a tendency to give
higher emphasis to the improvement of technology for commercial or
export crops in Latin America. In Brazil, for example, the number of
agricultural experimental projects for rice and edible beans in 1961
was substantially smaller than the number of projects for wheat, sugar
cane and corn. Although efforts have recently been made to improve

the technology of smaller farmers, it seems that they have not yet

produced considerable results.

In the case of manufacturing industry, it can be clearly observed that
the increase in labour productivity of the smaller enterprises lags
considerably behind that of the larger ones. In Mexico, for example,
annual rates of increase of productivity in real terms for large,
medium,3 and small,4 enterprises were 4.4%, 3.8% and 1.9%, respectively,
in the period 1965-1975. Although it is true that industrialization
signifies the replacement of low-productivity activities by more produc-
tive ones as a result of technological innovation and a process of
concentration in larger units, it seems that in Latin America while
large enterprises have been developing with fechnological progress
(probably absorbing some of the workers of small and medium enterprises),
this has not been accompanied by the fully simultaneous development of
"typical small and medium enterprises," and therefore these smaller
enterprises have not been able to absorb the personnel of cottage
industries fast enough to cause a substantial diminution in the share

of these industries in the employment distribution of manufacturing

industry.
2 Enterprises with 251 persons or more.
3 Enterprises with 51 to 250 persons.

4 Enterprises with 6 to 50 persons.



Analysis of Japanese experience confirms that small and medium
industries, in spite of their low capital/labour ratio (i.e., their
use of labour-intensive technology), can obtain a high output/capital
ratio and are able to develop at a similar rate to large enterprises.
Therefore, 1f the conditions for the simultaneous development of
smaller enterprises together with large ones deteriorate, it may be
asked why such technological progress as could compensate for the
deterioration does not take place in smaller enterprises. It is
probable that, as in the case of Mexico, a large part of the small and
medium industries consists of traditional industries with limited
possibilities of technological progress, at least under the prevailing
institutional set-up. Nevertheless, it would be important to analyze
why, then, non-traditional small and medium enterprises (such as
machinery industries) have not been able to develop at the same rate

as the large non-traditional industries.

Some factors analogous to those mentioned in the case of agriculture
appear to have caused these phenomena. First of all, in Latin America
the introduction of foreign technology was carried out rather rapidly
in the last two decades, and this technology went to large-scale
industries, transnational enterprises and State enterprises. 1In
contrast, technological progress in smaller enterprises has not been
facilitated by transnational enterprises or by public institutions in
most of the Latin American countries. Furthermore, it is also very
likely that the limited technological progress of smaller enterprises
may be explained to a certain extent by the discriminatory industrial
and technological policies affecting them. In Mexico, for example, it
has been confirmed that these enterprises have had very limited access,
compared with large enterprises, to such resources as internal and
external finance, foreign exchange, technical assitance and training
of workers. Moreover, in the case of manufacturing industry, the
linkage of small and medium industries with large ones must also be a
very important factor if the former industries are to develop simul-

taneously with the latter.
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2. New Forms of Cooperation

General aspects

Having the above-mentioned background in mind, a global approach should
be adopted for the future cooperation between Latin America and Japan.
The cooperation for the production, trade and transport of commodities
and manufactures could be made effective through different forms of
cooperation in the fields of direct investment, technology, finance,

etc.

Here, new forms of cooperation would be considered at two different
levels. First, mention would be made to general aspects of cooperation
concerning particularly trade, direct investment and technology.
Second, new forms of cooperation would be discussed at more specific
level with special reference to small and medium units of production

whose features were already discussed.

Concerning trade, an important target of Latin American countries is
the diversification of their exports with the better access to foreign
markets. The cooperation in this field could assume several forms:

1) Assistance to the public and private sectors to improve
knowledge about markets, institutional aspects and possible
counterparts that can help them in improving their position in
the markets: Trade chambers and organizations of producers
and commerce could play a role. Participation in trade fairs,
organization of missions and trade promotion compaigns are
useful instruments. Studies on foreign markets, particularly
Japanese one, modalities to operate in these markets and
diffusion of information of these aspects among Latin American
enterprises should be also important.

2) Cooperation of Japan with some of the integration processes
of Latin America (as the Andean Group and the Central American
Common Market) to reinforce joint action of these countries
to opérate in external markets and to solve some common

problems of non traditional exports.
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3) Courses and seminars for officials of the public and private
sectors especially of small and medium countries of Latin
America, to transmit them relevant aspects of the knowledge
to operate in foreign markets, especially the Japanese one.
These activities can be carried on in cooperation with

appropriate Latin American training and academic institutions.

As for the cooperation for production, particularly through direct
investment, stress should be given to the new possibilities of joint
ventures, subcontracting, etc. As is well known, accumulated direct
investment has grown rapidly in Latin American with the Japanese share
having increased substantially. The distribution of such direct invest-
metn by economic sectors shows a strong preference for manufacturing,
with a decrease of'the shares of the production of commodities and
public services. And within manufactures, the proportion of sectors
characterized by increasing demand and modern technology such as capital
goods and sophisticated intermediate goods is particularly important.
Changes in the productive structures and the specialization both of
Latin America and Japan that take place as a result of the development
process give way to new possibilities of association and complementarity
on the basis of mutual benefits for the production of goods for the
market of Latin America, of other developing countries and of developed
countries including Japan. Thus there is an increasing variety and
quantity of arrangements between Latin America and foreign firms, such
as subcontracting, joint ventures, partial arrangements concerning

technology and trade, etc.

In the field of technology, cooperation can aim at the improvement of
local scientific and technological capacity to select and adapt imported
technology to local conditions. Apart from the arrangements that can
be made between Latin America and Japanese firms, there is a possibility
of developing cooperation from Japanese public and private sectors in
aspects concerning:

1) Strengthening of Latin American public and private institutions

for adaptation and diffusion of technology, as well as the
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collection of information on available technology, especially
the one that could be useful for small and medium sized Latin
American firms.

2) Cooperation for the establishment and strengthening of national
and regional centers for technology,

3) Cooperation for the better knowledge of governments and enter-
prises of Latin America about the possibilities to use Japanese
technology.

4) Technical training of personnel.

5) Technical consultancy and engineering services.
In addition to governmetnal organizations, Latin American entrepreneurial
associations can also be the channels to assist Latin American firms

in technological improvement.

Specific aspects with special reference to small and medium units of

production

Improvement of the smaller units of production in both agriculture and
manufacturing should contribute to the achievement of growth of output
(and eventually increase of exports or decrease of imports) as well as
of equity, through increases in the income of those employed by the
smaller units and in the number of employment opportunities. As is

well known, the low labour productivity of subsistence agriculture not
only affects the farmers engaged in it but also determines to a large
extent the low level of wage rates in urban sectors. The low rate of
development of small and medium enterprises creates only limited
employment opportunities, obliging a large number of urban workers to
remain "underemployed" either in cottage industries (micro-industries)
or in other urban "informal sectors." Theérefore, it almost goes without
saying that if the Latin American countries were successful in developing
efficient smaller units of production both in agriculture and industry,
this would have a very favorable effect on wages, employment oppor-
tunities, and consequently on income distribution. Strengthening of
small and medium enterprises would also contribute to the development

of Latin American firms vis-a-vis transnational enterprises.
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On the other hand, development of smaller units of production is
important for growth of output and improvement of the trade balance,
contributing to reconcile the targets of employment of manpower and
production in competitive conditions. In the case of manufacturing
industry, the products of smaller industries using labour-intensive
technology could contribute considerably to the export of manufactures
either directly, or indirectly through larger industries or trading
companies, as is observed in Japan and the Asian newly industrializing
countries, to say nothing of their contribution to the domestic market.
Regarding agriculture, in many countries of the region it is vitally
necessary for them to increase production of subsistence food crops

if they are to remain self-sufficient in food. A lower rate of increase
of food production in comparison with the population growth rate would
entail the substitution of exports crops by food crops for internal
consumption, or else an increase 1in food imports. According to the
FAO projections, all the countries of the region with the exception of
Argentina could become net importers of grains by 1985, if the present

tendency is maintained.

As regards small and medium enterprises of the manufacturing sector,

it should be emphasized that their employment effects are bound to be
limited if a high growth rate of the overall economy is not attained.

In this sense, as was discussed in detail in Chapter I, the crucial
aspect is to secure the simultaneous attainment of a high rate of growth

and development of the labour-intensive sectors.

According to the analysis on the experiences of Japan and other countries,
the development of smaller units of production accompanied by an increase
in their productivity is highly feasible. It is possible, in manufac-
turing industry in general and in machinery and other capital goods
producing industries in particular, to take appropriate policy measures

to enéure that technological and institutional innovations are introduced
in small and medium industries which will enable them to develop at a
similar rate to large enterprises. In the case of agriculture, in view
of the very low level of yields prevailing in Latin American agriculture

in comparison with other regions of the world, the potential for raising
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yields is high and therefore there appears to be every possibility

that with the introduction of appropriate technological and institutional
innovations, smaller farmers could play a major role as food suppliers

to the domestic market, simultaneously increasing their labour produc-

tivity and their income.

On the basis of these considerations, possible new forms of cooperation

may be summarized as follows:

In agriculture, (i) technical cooperation to smaller farmers, including
improvement of their organization, should be given high priority. Aas
Japan has long experience in intensive farming and organization of small
farms such as agricultural cooperatives, it would be able to cooperate
appropriately for the introduction of technological and institutional
innovations on the smaller farms of Latin America. The recent efforts
of Latin American agricultural institutions, which are giving increasing
emphasis to the improvement of small and medium farms, could be supported
and in some cases complemented by Japanese cooperation in this field.
(ii) Furthermore, Japan could cooperate in specific agricultural sectors
which particularly benefit small and medium farmers through intensifi-
cation of their farming, such as cultivation of rice, vegetables, and
fruit as well as the processing of agricultural products. (iii) Another
field of cooperation could be basic research and study for the agri-
cultural sciences and development of technologies for small farmers,

in which Japanese plant physiologists, plant pathologists and soil
scientists could participate more, in cooperation with experts of Latin
American countries in the same field who know local conditions better.
(iv) Japan could also cooperate with Latin American countries by provid-
ing finance for the development of agriculture, including land develop-
ment and construction of infrastructure, particularly for the production
of export crops. We will discuss this in detail in the following section.
(v) Japan could cooperate as well with Latin American countries for the

processing and export of the agricultural products.



Regarding manufacturing industry, strong emphasis should be placed on
cooperation that facilitates technological and institutional innovations

in small and medium firms.

In the field of technical cooperation, the program for specific areas
identified as of high priority for cooperation with Japan should
contemplate, among others:

1) technical cooperation with small and medium industries, parti-
cularly in the production processes most appropriate for these
industries;

2) technical cooperation in fields that permit more intensive
integration between enterprises of different sizes: standard-
ization of industrial norms and specifications, quality control
etc.;

3) cooperation in the establishment of institutional arrangements,
such as subcontracting systems, associations and joint activ-
ities of enterprises, etc., that permit technological progress
by small and medium industries and integration among them on
the one hand, and between them and large enterprises on the
other, as well as expansion and diversification of exports of
manufactured goods, specially of small and medium industries;

4) training of engineers and workers in order to support the
above-mentioned technical cooperation: in particular, prepara-
tion of specialized group of instructors who can make multiplier
effects for technological progress, even after the cooperation

program with Japan finished.

In the field of financial cooperation, higher priority should be given
to finance for small and medium enterprises. Some efforts have been
already made to extend financial cooperation to these enterprises in
some countries of the region, and this and similar initiatives should
be intensified. It is also desirable to support the construction of
industrial zones for small and medium industries and the execution of
other projects which directly or indirectly help to promote such

enterprises.
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As for cooperation in respect of trade, improvement of the capacity

of competition of Latin American manufactures appears to be most
necessary, particularly, if they have to face severe competition from
products exported to Japan by neighboring countries, particularly the
newly industrializing countries of Asia. The above-mentioned technical
and financial cooperation could be effective for improving the capacity
of competition of Latin American products in Japanese markets. However,
in addition to these basic efforts, complementary efforts should be
made in the areas of marketing, adaptation of Latin American products
to the Japanese market (designs and specifications appropriate to the
Japanese consumer's preferences, etc.), establishment of channels of

marketing of Latin American products, and so on.

Cooperation at the private sector level could also be important.
Cooperation of joint ventures between small and medium enterprises of
Latin America and Japan could be a possible new formula and could be
effective in providing Latin American small and medium enterprises with
new technology, organizational and management know-how, practice in

exporting manufactures.

III. NEW FORMS OF COOPERATION IN NATURAL RESOURCES DEVELOPMENT AND
TRANSPORT

1. Characteristics of Cooperation in Natural Resources Development
and Transport
The cooperation between Latin America and Japan in these sectors has
different characteristics in comparison with the sectors covered by
the previous section. Its principal features would be the following:
1) Although cooperation in these sectors could help to increase
output and foreign exchange earnings as well as promote
diversification of economic relations in favor of Latin
American countries, those sectors may not necessarily be those
with the highest priority from the Latin American point of view.
However, cooperation in these fields is very important from the

standpoint of Japanese requirements.
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2) In order that cooperation in these sectors may be beneficial
for both sides, increased output with higher capacity of
competition in the international market or higher efficiency
in transport services should be attained. In this sense, the
criterion of the new forms of cooperation here should be based
primarily on efficiency in production and services.

3) Nevertheless, in these sectors efforts should also be made to
take into account the effects on employment and other social
requirements. Here it is important to formulate new forms of
cooperation that are feasible and acceptable to both sides.

For example, in cooperation for the development of production
of feed grains, Japan should cooperate not only in finance,
which in general produces more favorable effects for large
farms, but also in technology and other inputs which are not
linked with size of enterprise. Increases in exports of
processed materials with higher value added should be considered
in the case of cooperation for export-oriented food and minerals
production. Cooperation in regional development that could be
undertaken as an integral part of natural resources development,
including export crops production, should be another comple-
mentary element in this sense.

4) As for the development of natural resources (particularly non-
renewable resources), a long-term overall development program
(particularly for industrialization) that would be supported
with the funds obtained by the export of natural resources
should be fully taken into account. The very high rate of
increase of extraction of 0il for export, for example, is not
desirable if it is not consistent with plans of industrializa-
tion and socio-economic development of the country concerned.

5) Cooperation to promote the introduction of technological and
institutional innovations is also highly relevant in these
sectors. In ocean transport cooperation, for example, techno-
logical innovation such as containerization, with the equitable
participation of both sides, could not be realized without

making certain kinds of institutional adjustments or innovations.
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2. Basic Features of Mining and New Forms of Cooperation

Among the different products of the mining sector, iron ore is probably
the most important one for economic relations between Latin America
and Japan. Furthermore, the iron ore trade would be one of the most
important examples of a case where the mere continuation of past trends
in mutual trade would not satisfy in the future the requirements of
both Latin America and Japan. It is also a case where the concept of
simple complementarity, based on trade in raw materials from one side
and manufactures from the other, cannot be applied if mutual benefit

is to be attained.

The following new aspects should duly be taken into account in future
natural resource development and trade:

1) Developing countries are more conscious of their ligitimate
interest in utilizing their resources for their economic and
social development. In some countries, particularly the oil-
exporting countries of Latin America, clearer direct linkages
between resource development and global economic development
are contemplated in their respective development plans.

2) Reflecting this consciousness to a certain extent, most
countries of Latin America are now developing their natural
resources through governmental or semi-governmetnal entities
under the direct guidance of the government.

3) On the other hand, as a straightforward increaese in trade in
resources such as oil, iron ore and non-ferrous metals is not
expected as in the past, given the series of new factors in the
world economy, much closer cooperation and coordination will be
needed in order to avoid unexpected conflicts concerning volumes,
prices and other aspects related to natural resources develop-
ment and trade. This is where some institutional innovations
could be particularly important.

4) Under these new circumstances, it is increasingly important
to incorporate the wider concept of economic cooperation in

natural resource development and trade.
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Japan, on the other hand, has very limited natural resources in its
territory, as is well known. Furthermore, in the case of iron ore,
Japan has not possessed international mining companies, nor have its
steel companies had the capacity to develop captive mines abroad.
Japan's only approach in order to secure iron ore imports has been the
organization of collective ore purchase arrangements by major steel
producers and trading companies, and long-term ore purchase contracts.
It was for this purpose that Overseas Steelmaking Materials Committee
was established. So far, this approach has been generally successful
in assuring a stable supply of iron ore and other steelmaking materials,
but a new approach will be necessary in order to satisfy Japanese

requirements in the future, given the new circumstances mentioned above.

It should be noted in this connection that, under these new circum-
tances, the governments of importing countries are expected to play a
more active role. In the case of Japan, given the importance of the
assurance of a stable supply of natural resources, including energy,
the Government has been giving increasingly active support to projects
for foreign natural resources development and trade, especially through
financing. Moreover, the elements of economic cooperation are being
given a more explicit role in the projects for resources development,

on the basis of a wider concept of such cooperation.

Bearing the above-menticned facts in mind, as well as taking into
account the past experience in joint efforts of Brazil and Japan in
the development of iron ore mining and trade, the desirable new forms
of economic cooperation in the mining sector, with special reference
to iron ore and related fields, would be as follows:
1) Joinf basic geological survey efforts to seek new reserves
and studies on the possibilities of development of new mines.
2) Closer financial and technical cooperation for the development
of natural resources as well as cooperation in marketing and
trade.
3) Incorporation of some appropriate supplementary measures into
the practice of concluding long-term contracts, in order to

cope with short and medium-term demand fluctuations. The merits
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of fixed quantity and fixed price in the terms of contracts
should basically be retained and, at the same time, measures
should be taken to maximize the benefits of both the importing
and the exporting countries, as well as to protect them

against demand fluctuations. One measure, for example, could
be the equity participation of importing countries to a certain
proportion. Another measure could be the diversification of
trading partners on both sides.

Joint efforts for the introduction of technological and insti-
tutional innovations in the maritime transport of such bulky
cargoes as iron ore and other natural resources, including
specialized carriers and ore-oil carriers, new ocean transport
routes, large-scale ports and facilities, etc. Here, the possi-
bilities of the increase in the rescurces of the newly indus-
trializing countries of Asia should be fully taken into account.
It is also important to consider the feasibility of rather small
or medium scale mines whose development could be facilitated

if such bottlenecks as those in port loading facilities and
other aspects of the infrastructure were resolved. The scope
for cooperation to maximize mutual benefits appears to be great
in the field of overland tansportation, loading and maritime
transportation.

Stronger emphasis on regional development connected with mining
development. Among others, the additional effects of railway
systems, highways and port facilities on the development of

the region should be evaluated. Although the mining of, for

example, iron ore for export must operate efficiently with the

use of modern technology in order to be an export industry
with international competitiveness, mining activities should
not form just an enclave in the national or regional economy.
The ore processing, as well as related activities including
eventual steelmaking and processing of steel products, can
produce significant indirect effects if adequate measures are
adopted. This is precisely where the effects of new forms of
cooperation based on the introduction of suitable technological

and institutional arrangements can be expected. Both the



Japanese Government and enterprises of related industries and
trading sectors could participate actively in this kind of
cooperation. Japan has a good deal of experience in carrying
out cooperation of this type through new institutional
frameworks.

6) Cooperation in efforts to increase the value added of the
natural resources to be exported, through pelletizing, for
example. It would also be important to carry out technical
cooperation on the treatment of ores containing impurities
such as sulphur and phosphorus as environmental regulations
become stricts. Cooperation in the construction of steel
plants would be the most advanced form of cooperation in
this field. Japanese experience in Latin America and elsewhere
has demonstrated the high effectiveness of such cooperation in
respect of steel plants for the national economy and industri-

alization of the country concerned.

3. Basic Features of Maritime Transport and New Forms of Cooperation

Maritime transport is another important sector where the simple contin-
uvation of past relationships would not necessarily satisfy the changing
requirements of both Latin America and Japan. Here again, a set of

new forms of cooperation with special emphasis on technological and

institutional innovations could produce mutual benefits on both sides.

The following recent factors explain the reasons for the above mentioned
aspects and should be fully taken into account for the future develop-
ment of maritime transport between Latin America and Japan.

1) The rapid expansion of volume and diversification of mutual
trade between Latin America and Japan which is taking place
will necessarily call for certain technological and institu-
tional adjustments to maritime transport in order to face it.

2) In particular, new technology should be introduced to improve
the efficiency and quality of transport services. As is well
known, the development of new technologies has been particularly
intensive in the last two decades, but ocean transport between

Latin America and Japan has not been able to take full advantage
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of these developments. When geographical distance and the
recent hike in o0il prices are taken into account, the introduc-
tion of new technology is crucial for obtaining the efficiency
and lower cost of transport necessary for the further expansion
of mutual trade.

3) The Latin American countries are increasingly interested in
participating in maritime transport activity, which is reflected
in various aspects of their ocean transport policy such as
their assignment of priority to ships flying their own national

flags, etc.

New forms of cooperation in maritime transport should be studied,
bearing these basic points in mind. However, the present situation as
regards transport has special characteristics that make the straight
forward introduction of new technologies difficult. Therefore, as
mentioned later, a step by step approach to cooperation in maritime

transport should be adopted.

Maritime transport between Japan and Latin America, particularly
regarding the Andean countries and Brazil, has the following particular

characteristics:

With respect to the volume and types of cargoes, (i) there are big
differences in the types of goods exported and imported from the mari-
time standpoint (the tonnage of bulky cargoes exported to Japan from
Latin America amounts to 13.2 times as much as those imported into the
region, although as regards general cargo the amounts of exports and
imports are about the same); (ii) because of the long distance, the
amounts of maritime transport expressed on a ton - mile basis are

about double those corresponding to the average level.

Regarding present maritime transport technology, most of the ships
used for the outward voyage from Japan are of conventional multi-purpose
liner type. Although the number of containers handled by these ships

is increasing rapidly, there are neither full container ships in service,
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nor LASH or RO/RO ships, nor special ships to carry wood on the routes

between Japan and the west coast of South America and Brazil.

The outlook for future trends of mutual trade in texms of cargoes,
however, implies the necessity to introduce certain technological and
institutional innovations. The following future trends may be assumed:
(i) Imports of bulk materials from South America will continue, and
among other aspects an increase in imports of iron ore from Brazil

and grain from Brazil and Argentina is expected; (ii) an increase in
imports of wood and chips from some Andean countries and Brazil is
expected; (iii) an increase in general cargo, particularly from Japan,
is very likely, while the export of automobiles from Japan to Andean

countries is expected to decrease.

Bearing in mind the technology now available and the above-mentioned
tendencies in mutual trade, the ideal types of ships which should be
introduced from a long-~term standpoint are the following. For the
outward voyage from Japan to South America; (i) car carriers for
automobiles and steel, (ii) ships to carry heavy cargo such as indus-
trial plants (conventional-type ships with heavy derricks), and (iii)
full container ships for containerizable cargo. For the homeward
journey from South America to Japan: (i) large-scale combined cargo
ships for bulk materials such as iron ore and grain, (ii) timber-
carrying ships and other special cargo ships for materials with a
particular shape such as timber and chips, and (iii) full container

ships for other general cargoes which can be containerized.

Considering the above-mentioned facts, as well as detailed studies on
the prerequisites for containerization and the possibilities of
introducing combined large-scale cargoships mentioned in Chapter V,

Part II of this Report, the following fields and forms of cooperation
between Latin America and Japan in maritime transport could be suggested:
1) In the‘field of shipping: exchange of information (through
seminars, for example), preparation of specialists, and joint
research and study on the possibilities of introducing various

technological and institutional innovations such as large-scale
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combined cargo ship for iron ore and grains, full container
ships, etc., would be highly important. The joint services
and technical cooperation could be considered with due account
being taken of past experience in this field.

In the field of shipbuilding, financial and technical coopera-
tion between Japan and Latin America has already been undertaken.
Cooperation at the private sector level, such as joint ventures,
could also be developed in respect of the design and construc-
tion of such ships as conventional and multi-purpose vessels.

In this field, the appropriate forms of cooperation should

be different according to the level of development of ship-
building in each country (for example, Brazil already has a
high level of shipbuilding capacity for large vessels).

With respect to containerization, cooperation between both

sides in the software and hardware fields should be carried

out through a stepwise approach such as the following, for

the reasons already mentioned: (a) In the preparatory stage,

efforts should be made to expand the current tie-ups between
Latin American and Japanese shipping companies, preparing for
future joint services with full container ships. In this
process a consensus should gradually be formed regarding the
concepts relating to the future system of maritime transport

between Latin America and Japan; (b) in the transitional stage,

conventional ships would be gradually replaced by RO/RO and
container ships, while items which can be handled only by
conventional ships, such as heavy industrial plants, would be
transported by these ships. This process should be accompanied
by a gradual increase in the construction of feeder ships and
of port facilities for containers, etc., as well as progress

in institutional arrangements suitable for full container
systems; (c) in the final stage, a new cooperation scheme for
full container systems should be established. In all these
stages, Japan should cooperate in the construction of container
terminals, provision of means for continued transport from
these terminals to the feeder service ports and from there to

final destinations, as well as in a number of technical

DR = =



cooperation activities for full container terminal operations,
container inventory control, etc.

4) Cooperation in other related areas of maritime transport will
be indispensable for successful cooperation in this field.
This includes construction of the necessary infrastructure
(port facilities, cargo handling machine, etc.) and improvement
in port operations, packing techniques, container reparing,
etc. Inland transport routes from local production sites to
the ports should be improved to reduce land transport costs,
through such projects as export corridors, integrated transport

systems, etc.

Iv FINAL REMARKS: OBSERVATIONS ON SOME OTHER ASPECTS RELATED WITH
ECONOMIC COOPERATION

The study contained in this report does not cover all aspects of
economic relations and economic cooperation between Latin American
countries and Japan, and there may be some important aspects which are
not covered here. The specific aspect of financial cooperation could
be an example, although studies of all sectors included in this report
refer explicitly to the financial cooperation relating to the respective
sector. Specific aspects of finance and other fields which are not

. . . . 5
covered fully in this report are analyzed in other studies.

Another important aspect relating to economic cooperation is the problem
of the trade imbalance between Latin America and Japan. First of all,
it is obvious that Japan must make an effort to improve the conditions
of access to Japanese markets for goods of interest to Latin American
producers. This problem should be solved fundamentally by the expansion

of Latin American exports to Japan.

5 See for example Inter-American Development Bank and Export-Import
Bank of Japan, Latin America/Japan Business Cooperation Symposium
(Proceedings) , 1979 and Hosono, Akio "Trade and financial relations
between Latin America and Japan: Prospects and possible lines of
action" in Urquidi, Victor and Throp, Rosemary (eds.), Latin America
in the International Economy, London, Macmillan, 1973.
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Nevertheless, the increase of the international competitiveness of
Latin American exports, as well as an increase in the output destined
for export are very important, too. These efforts of the Latin American
countries could be supported by the new forms of cooperation mentioned
is Sections 2 and 3 of this chapter, particularly those emphasizing
the introduction of technological and institutional innovations. For
example, as regards the export of manufactures, it is vital for these
countries to improve their overall industrial efficiency through such
cooperation sufficiently to compete with the manufactures exported by
the newly industrializing countries of Asia to the Japanese market.

It is also important to cooperate in the field of marketing and in the
establishment of marketing channels in Japan, because Latin American
exporters are not well acquainted with the characteristics of Japanese
markets, especially the preferences of Japanese customers, marketing

systems in Japan, etc.

Finally, it is also highly important to establish an efficient system
for the exchange of information relating to mutual economic relations,
as well as some kind of forum for the exchange of ideas and consulta-
tions on the effective development of economic cooperation in the various

new forms discussed here or in any other forms.

CONCLUDING SUGGESTIONS FOR POSSIBLE DIRECTION OF FOLLOW-UP ON THE REPORT

1. The Report is of a general nature in the sense that it deals not
with the problems of individual countries in Latin America, which are,
after all, directly concerned with and responsible for making policy
decisions relevant to the suggestions and indications mentioned in the
Report with respect to promoting economic cooperation between the
respective county and Japan. Therefore, we believe it is highly
desirable to create opportunities for the major contents of the Report

to be discussed and appraised by experts and policy-makers of the
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individual countries of the region together with their Japanese counter-
parts. For this purpose, for example, a regional seminar of moderate
size may be most feasible. It may be worthwhile to add that an
important reason is behind this suggestion. As mentioned in the Report,
possible new forms of economic cooperation for the future can effectively
be pursued only when these are considered in unseparable relationships
with the development strategy of each individual country in long-term
perspective. This would require further efforts in bilateral research

cooperation between the country concerned and Japan.

Action in specific directions can be taken only after an opportunity,
as mentioned above, is fulfilled. However, it may not be out of place

to indicate specifically the following two points:

2. The common characteristics of economic structures and strategies
of development, beyond the problems of individual countries, are
discussed in the Report, but these have not necessarily been extended
to the aspect of "integration" of the region. It is important to note
here that new forms of economic cooperation with Japan are highly
relevant to this regional problem 1in particular viewed from the aspect
of the newly-industrializing process. Relatively advanced countries

in the region will further promote economic cooperation with the less
advanced countries in the future along the trends of the recent past.
Japan's economic cooperation in various areas, in particular, capital
investment and technology transfer, with semi-industrialized countries
in the region, we expect, should better be considered in closer relation-
ship to the regional development mentioned above. This is to search
for promoting and intensifying "international linkages" of economic
cooperation beyond narrow frame of donor vs. recipient country. Of

the wide implication involved in this approach, the following suggestion
may be illustrative. Transfer of highly sophisticated technologies
will continue to be the major area of technology cooperation of the
latter channel, while, diffusion of less sophisticated technologies
will be a more appropriate area of the first channel. It goes without
saying that such "division of labour” should not be considered too

mechanical. What is suggested here is that there is an important aspect
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of new forms of economic cooperation which can make effective linkages
between bilateral routes and regional integration, beyond the scope of

what has been suggested for individual countries in 1, above.

3. Finally, we would like to suggest one idea which pertains to what
has been mentioned in 2, above. A special expert study group, consist-
ing of several members from Latin America and Japan, should be
organized in order to explore the feasibility conditions of promoting
technoloqgy training activities, in particular, towards establishing
technology training institutes in semi-industrialized countries in
Latin America. Illustrative suggestions can be something like the
following: Japan will provide both capital equipment and high level
technical expert services in order to train technical personnel from
the Latin American countries, who are expected to serve in those
countries as instructors in local training activities and/or serve as
technicians directly in production activities, both private and public.
The country where such institutes shall be located will make financial
contribution in the form of, say, all current costs. The problems
such as selection of areas of technology most appropriate and feasible
should be an important issue for discussion by the experts group.
However, it is suggested that the areas to be specified may quite
probably be along the broad lines indicated in the analysis of the
Report.
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CHAPTER 1 INDUSTRIAL STRATEGY AND NEW FORMS OF COOPERATION

INTRODUCTION

A study on new forms of cooperation between Latin America and Japan in
the field of industry and trade, should take into account the following
basic aspects that characterize the present phase of development of

Latin America.

First, Latin American countries are implementing a new strategy of
trade and industrial development, of which main features are: higher
priority to the export-diversification and export oriented industriali-
zation based on more open external policies that are implemented
together with the advanced import substitution industrialization.

Under this strategy, Latin American manufacturing industries are at
present required to attain the following goals:l

1) To shift the production structure towards manufacturing capital
goods and more sophisticated intermediate goods, in order that
the technological input output linkages, internal relations and
those with other sectors generate dynamic effects through
demand for intermediate and capital goods originating in the
manufacture of final consumption goods.

2) To diversify exports by incorporating manufactures in order to
participate actively in the most dynamic flows of international
trade so as to contribute to the solution of the chronic
tendency towards an external bottleneck.

3) To establish efficient and competitive production structure
through rationalization of protection, avoiding excesses, in
order to increase international competitiveness of manufactures.

4) To contribute to the creation of the employment opportunities,

through changes ensuring multiplier effects on employment.

1 See ECLA, International Co-operation for Industrial Development in
Latin America (E/CEPAL/CONF.69/1..3), 1979, pp.l1l02 and ECLA, Economic
and Social Development and the External Economic Relations of Latin
America (E/CEPAL/1061) February 7, 1979.




The simultaneous accomplishment of the four goals is not an easy task.
In particular it is highly important to search for a consistent and
feasible development strategy that assure the attainment of them.
However, Japanese experiences of economic development and trade seem
to suggest the possibility of accomplishing them at the same time. On
the other hand a full consideration should be made regarding special
aspects of Latin America, some of them favorable and other unfavorable:
availability of abundant resources, high rate of increase of labour

force, etc.

The purpose of this chapter is to analyze the possibility of industri-
alization at semi-industrial phase that assure higher rate of increase
of employment and export of manufactures, with special reference to
Japanese experiences, particularly regarding the small and medium

enterprises.

The author believes that this analysis should be useful to examine the
possibility of introducing, through appropriate policy measures, such
technological and institutional innovations in Latin American manu-
facturing industries, particularly of small and medium size, that
enable them the attainment of the four goals, and to search for new

forms of cooperation between Latin America and Japan.

I. STRATEGY FOR LABOUR ABSORBING AND EXPORT ORIENTED
INDUSTRIALIZATION AT SEMI-INDUSTRIALIZED PHASE

1. Industrialization in Latin America and its Effects on Employment

and Export

(1) General remarks

Studies of ECLA and other authors2 analyzed the pattern of the

industrialization in Latin America and its effects on domestic economy

2 ECLA, The Economic and Social Development and External Relations

of Latin America, 1977; Fichet, Gerard and Norberto Gonzalez, "The pro-
duction structure and dynamics of development," CEPAL Review, Second
Semester 1976. Little, Ian, Tibor Scitovsky and Maurice Scott, Industry
and Trade in Some Developing Countries: A Comparative Study, OECD,
1970; Balassa, Bela and collaborators, The Structure of Protection in
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and foreign trade of the countries of the region. Some of the relevant
conclusions of these studies are:

1) The direct contribution of the manufacturing sector to the
solution of the serious problem of employment in Latin America
does not appear to be very great. Although industry provided
employment, it did not keep pace with the increase in urban
population.

2) As regards export of manufactures, it is found that in the long
term, the process of industrialization has not been accompanied
by proportional increase of export of manufactures, particularly

in comparison with Asian newly industrializing countries.

As for the first point we got the important finding in the Part I Chapter
I: the rate of increase of industrial employment in Latin America during
the last two decades was considerably lower than the rate of some semi-
industrialized countries of Asia. And what seems very important here

is the fact that this happened in spite of the very high rate of

increase of population, of labour force and of urbanization in Latin
America. As it is well known, the rate of underutilization of labour
(open unemployment and underemployment) is extremely high in the region
-- approximately one fourth of the total labour force according to the

estimates of ECLA.3

Japanese experience appears to be relevant in this context, because

Japan has been rather successful in accomplishing the already mentioned
four goals precisely during the period of industrialization that

enabled her to shift from semi-industrialized phase to fully industri-
alized phase. And it is important to note that in the entire process

of industrialization of Japan, including this particular phase, small

and medium scaled enterprises played a significant role, making impor-
tant contributions to the employment of labour and export of manufactures,

because they have been normally much more labour intensive than larger

Developing Countries, Johns Hopkins Press, 1971; Balassa, Bela, Develop-
ment Strategies in Semi-industrial Countries, IBRD, 1969. Carbo, V. and
P. Meller, Sustitucidén de Importaciones, Promocién de Exportaciones y
Empleo: E1 Caso Chileno, CIEPLAN, 1977.

3 ECLA (Feb. 1979) 1Ibid.




ones and have attained high capacity of competition in the world

market.

In this sense, it should be important to assess the situation of small
and medium enterprises in Latin America as well as their contribution
to employment and export, particularly in the light of Japanese ex-
periences. This analysis could elucidate some of the key elements

that could explain at least partially limited effects of the industri-
alization in Latin America on employment and export as discussed above.
In other words, this analysis would make clear to what extent and how
smaller enterprises were discouraged in Latin America, affecting the
employment distribution and the capacity of employment of manufacturing
industry in general (discussed in section 1.) and of heavy and chemical
industries in particular (discussed in section 2.) as well as the

capacity to export manufactured goods (discussed in section 3.).

(2) Comparison of employment distribution by scale of establishment in

Latin America and Japan

Employment distribution among enterprises of different scale in Latin
American manufacturing industry differs considerably from that of Japan.
First, comparison is made with respect to enterprises with more than
five persons (four persons in case of Japan). Other enterprises are
excluded here, partly for statistical reasons, but we will discuss

later on these enterprises.

As shown in Table 1, the proportion of persons employed in the group of
small enterprises (5 to 49 persons per establishment; in case of Japan
4 to 49 persons) is considerably smaller in Latin American countries
than in Japan. While in most of Latin American countries, about 30%

of the all those employed in the manufacturing industry corresponds to
this group of enterprises (30% in Brazil 1970, 21% in Mexico 1970, 26%
in Colombia 1970, and 34% in Chile 1967, 29% in Argentina 1954), in
Japan about 40% or more (45% in 1955) corresponded to this group in

the period of 1955 to 1965.



Even if slightly large enterprises (those with 50 to 99 persons) are
included in this group, the higher concentration of labour in the
smaller enterprises in Japan compared with Latin America does not
change. While in Japan, 50% or more of all persons employed in manu-
facturing industry corresponds to enterprises with less than 100
persons, in Latin America 34 to 42% (according to different countries)

corresponds to these enterprises.

Another important difference between employment distribution by scale
of Japan and Latin American countries is that the percentage of those
occupied in large enterprises (250 persons or more) is much larger in
the latter countries than in Japan. As is shown in Table 2 the persons
occupied in large enterprises represent around 44% in Mexico and Brazil
in comparison with around 35% in Japan. This means that the smaller
proportion of persons occupied in small enterprises (5 to 49 persons)
in Latin America as discussed above is counterbalanced both by medium

and large enterprises, and particularly by the large ones.

One of the possible reasons why these differences between Latin America
and Japan is observed could be that the cottage industries (or "micro-
industrias" as commonly called in Latin America; for the time being we
consider those establishments with 5 persons or less "cottage indus-
tries") are more dominant in Latin America than in Japan and the
typical small-medium enterprises have not developed to the same extent

as in Japan. There are various evidences that confirm this possibility.

As a matter of course the industrial censuses should be used to prove
the possibility. Nevertheless, the industrial censuses in Latin
America, in many instances, ommit the cottage industries or their
coverage regarding them are limited. For example, as for Mexico, where
according to the census, enterprises of smallest size (1 to 4 persons
including self-employed persons) absorbed 19.4% of industrial labour
force in 1960, it was estimated by ECLA that the cottage industries

absorbed 35.7% of labour force in the same year.4 (See Table 3)

4 ECLA, op. cit.
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Table 1 Latin America, Distribution of Persons Employed in Manufacturing Industries

— Number of persons per establishment —
5-19 20-49 50-99 100 & over Total
(%) (%) (%) (%) (%)

(Absolute number)
(100 persons)

* Argentina (1954 Census) 161) 132) 13 58 100
* Brazil (1959 Census) 16 12 11 71 100 1,644
" {1970 Census) 16 14 12 58 100 2,428
" (1974 "Pesguisa") 10 12 13 65 lOO‘ 3,374
* Mexico (1961 Census) 113) 22 67 100 824
" (1970 CenSUS)S) 123) 96) 137) 66 100 1,382
* Colombia (1960 "Encuesta") 19 15 12 54 100 245
" (1965 " ) 19 14 12 61 100 283
" (1970 Census) 12 14 13 61 100 346
" (1975 "Encuesta") 7 14 13 66 100 456
* Chile (1957 Census) 15 15 12 58 100 207
" (1967 Census) 18 16 13 54 100 353
* Central America (1962 "Encuesta") 26 21 16 37 100 150
Guatemala (1964 Census) 15 19 19 45 100 38
* Paraguay (1963 Census) 43 16 11 30 100 24
United States (1954 Census) 6 9 10 75 100 15,393
Japan 1955 268) 19 11 44 100 4,958
Japan 1960 208) 18 12 50 100 7,602
Japan 1965 238) 16 12 49 100 9,481

Source: For those data with asterisk: ECLA, "Small scale industry in the development of Latin
America", Economic Bulletin for Latin America, May 1967 for those data without asterisk:
zalculated directly from Industrial Census and "Encuesta” or "Pesquisa" (sample surveys).

Notes: 1) From 11 to 25 persons employed. 5) Include mining.
2) From 26 to 50 persons employed. 6) From 26 to 50 persons employed.
3} From 6 to 25 persons employed. 7) From 51 to 100 persons employed.

4) From 26 to 100 persons employed. 8) From 4 to 19 persons employed.



Table 2 Overtime Change of Distribution of Persons Occupied in Manufacturing Industries

. . (Absolute
Small 1) Medium 2) Large 3) (of which Total number
(5-49) {(50-249) {250 & over) 500 & over)
(1,000 persons)

Brazil

1959 27.8 25.0 44.6 (30.5) 100.0 ( 1,044)

1970 29.2 29.8 41.0 (26.1) 100.0 ( 3,351)

1974 22.4 32.9 44.7 (27.1) 100.0 { 3,291)
Mexico

1965 24.1 34.3 41.6 (25.5) 100.0 (1,116)

1970 21.4 34.0 44.5 (27.6) 100.0 ( 1,326)

1975 20.6 30.6 48.8 (32.1) 100.0 (1,508)
Japan

1955 45.1 22.3 32.6 (23.8) 100.0 ( 4,958)

1960 39.1 25.3 35.5 (26.1) 100.0 ( 7,601)

1965 39.2 25.4 35.4 (25.5) 100.0- ( 9,481)

1970 37.8 25.2 37.0 (27.2) 100.0 (11,164)

1975 41.2 24.9 33.8 (24.8) 100.0 (10,663)
Colombia

1965 32.5 24.7 42..7 100.0 ( 284)

1975 20.6 29.0 50.4 100.0 ( 456)
Peru

1963 29.7 29.3 40.1 100.0

1973 26.6 27.1 44.3

Sources: Brazil and Colombia: calculated from Industrial Census.
Mexico: PREALC, Diferencias de Remuneraciones y Coexistencia de Estableci-
mientos de Distinto Tamafio: Mexico 1965-1975, Sept. 1978, Santiago.
Peru: Haro, Rodolfo and Gunilla Ryd, "Notas sobre el Desarrelleo, la
politica industrial y las condiciones de coexistencia de la pegquefa, mediana
y la gran industria en Peru 1963-1973" (draft).

Notes : 1) 4-49 for Japan, 6-49 for Mexico.
2) 50-199 for Colombia and Peru.
3) 200 and over for Colombia and Peru.



Table 3 Manufacturing Industry, by Scale,
and by Groups of Countries 1960

Employment in Zmployment in Manufacturing Industry, by Scale Total in
"micro industrias™ (number of persons employed per establishment) Total absolute number
(Cottage Industry) 5-19 20~-49 50~99 100 & over : (1,000 persons)
Zroup I
Argentina 42.0 3.2 7.6 7.6 33.6 100.0 1,720
3razil 43.9 3.0 6.7 6.2 34.2 100.0 2,850
Mexico 35.7 10.3 7.7 7.7 38.6 100.0 1,556
Sub total 41.3 2.4 7.2 6.9 35.2 100.0 6,126
sroup II
Chile 46.2 3.1 8.1 6.5 31.1 100.0 447
Colombia 66.3 6.4 5.1 4.0 18.2 100.0 748
Peru . 61.5 3.8 6.2 4.3 19.2 100.0 536
Urguay 28.8 16.6 11.2 7.8 35.6 100.0 205
Venezuela 40.0 21.7 11.5 4.1 22.7 100.0 295
Sub total 54.2 10.3 7.4 4.9 23.2 100.0 2,231
Sroup III
Sub total 74.8 7.8 4.9 3.7 8.8 100.0 987
Total 47.9 3.4 7.0 6.1 29.5 100.0 9,344

Source: ECEA, "Small-scale Industry in the Development of Latin America," Economic
Bulletin for Latin America, May 1967.

Another study estimated that enterprises with 1-5 persons absorbed 40.1%,
41.2% and 41.7% of labour force of manufacturing industry in 1965, 1970

and 1975 respectively.5

5 According to the definition of industrial census of Mexico 1975,
This includes certain activities of repairing. Data of 1965 and 1970
are adjusted to this definition. Labour force absorbed by this activity
amounted to 189,900 persons in 12970 that corresponded to 20.1% of the
above-mentioned figure of cottage industry. In other words, those who
engaged in certain activities of repairing constitutes 8.1% of total
labour force of manufacturing industry according to the above-mentioned
definition. See page 8 and methodological appendix of Garcia, Norberto,
"Microindustrias en el sector manufacturero de México" PREALC, 1978 and
page 1 of PREALC, Diferenciales de Remuneraciones y Coexistencia de
Establecimientos de Distinto Tamano: México 1965-1975, 1978.
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As for Brazil, the difference between the persons occupied by enter-
prises of 6 persons or more covered by the Industrial Census and the
total persons occupied by the manufacturing industry covered by
Demographic Census give us a very preliminary approximation of the
persons occupied by the cottage industries of the order of 27.5% in
1970. This same method gives us the figure of 35.7% for 1976 and 18.1%

for 1960, while the estimate of ECLA for the latter year is 43.9%.6

As for Colombia the persons occupied by the "handicraft manufacturing"
amounted to 51% of the total occupied persons in manufacturing industry
in 1970 according to an ILO study,7 while the study of ECLA already
cited estimated 66.3% for 1960. With respect to Chile, Tokman estimated
that 32.3% of the total labour force of manufacturing industry was
occupied by the "informal" manufacturing industry in 1967, while the
study of ECLA estimated 46.2% for 1960.8 Regarding Peru, Fitzgerard
estimated that 66.4% of the labour force of manufacturing industry was
occupied by the "informal" cottage industries in around 1968 (before

reforms),9 while the study of ECLA estimated 61.5% for 1960.

In Japan, the proportion of labour force occupied by cottage industries
diminished from 34.5% in 1955 to 19.7% in 1960 and since then this per-

centage remained almost unchanged (17.6% in 1965, 19.0% in 1970 and

0
20.7% in 1975).l
6 See appendix tables at the end of this chapter.
7 International Labour Office, Towards Full Employment: A Programme

for Colombia, Geneva, 1970. It should be worthwhile to note that the
projection made by this study for 1985 assumes that this percentage of
handicraft manufacturing's employment in the total labour force of
manufacturing industry would remain unchanged.

8 Tokman, Victor, "Las relaciones entre los sectores formal e in-
formal," Revista de la CEPAL, Primer semestre 1978.
9 Fitzgerard, E.V.K., The State and Economic Development: Peru

since 1968, Cambridge 1976.

10 These percentages are the difference between the number of persons
occupied by enterprises of 4 persons or over registered by the Indus-
trial Censuses of Ministry of International Trade and Industry and the
number of persons covered by the Labour Force Survey of the Prime
Minister's Office. It should be noted that the percentage of cottage
industries' labour force just before the World War Two was 32.0% (1940).
See "Industrial Development and the Traditional Small-scale Industry"
(mimeo) .

Y =% o Y.



There are some data that permit a limited analysis of overtime trend of
employment distribution by scale of enterprises in Latin America. As
far as enterprises with 5 persons and over are concerned, in four of
the five countries for which overtime data was available, labour ab-
sorbed by larger enterprises (more than 200 persons for Colombia and
Peru) increased at a higher rate than the labour absorbed by small and

medium enterprises as shown in Table 2.

Lower rates of increase of persons occupied by small and medium enter-
prises are particularly pronounced in case of Mexico. In the period
1965-1975, the participation of small and medium enterprises (6 to 250
persons) in the total number of persons occupied in the manufacturing
industry decreased from 58.4% to 51.2% while the persons occupied by
large enterprises (with 500 persons or more) increased from 25.5% to
32.7%. It is important to note that among smaller enterprises decrease
of the share was most pronounced for the group with 16-50 persons and

for the group with 51-100 persons.

Lower rates of increase of persons occupied by small enterprises are
also pronounced in case of Colombia, as is shown in Table 5. It is
important to note that increase of the share of large enterprise in
employment in Colombia was much more pronounced in the period of ac-
celerated industrial development (1967-1974) in comparison with the

11
period of moderate rate of development (1959-1967).

In Brazil, the participation of smaller enterprises (5-49) in the
employment distribution increased slightly in the period of 1960-1970,
but it decreased drastically in the period 1970-1974 from 29 to 22%.

Medium scale enterprises continued increasing in this whole period.

In accordance with the above data, the important characteristics of the
employment distribution of the manufacturing industries in Latin

American countries seems to be:

11 Haro, Rodolfo y Gunilla Ryd, "El papel de la peqguena y mediana
industria en el proceso de industrializacién de Colombia," Dec. 1979
(draft).
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1) The participation of typical small (and in some cases medium)
enterprises in the employment distribution is considerably lower
in Latin America than that in Japan. Furthermore, in some of
the main countries of the region small and medium enterprises
have failed to increase the persons occupied by them at the
rate of the larger enterprises.

2) Instead, cottage industries seem to absorb a substantial part of
industrial labour force in Latin America, although exact data
concerning these industries are not available.

3) Consequently, if cottage industries are excluded from the
analysis of employment distribution by scale, relatively high
proportion of labour force are absorbed by the large scale

enterprises.,

These characteristics of manufacturing industry in Latin America should
be highly related with the particular process of the industrialization
of the region and might suggest that, in the process, simultaneous
development of enterprises of large and small-medium size have not taken
place in such a pronounced way as in Japan and there remained a con-

siderable amount of persons engaged in cottage industries.

(3) Obsgservations on conditions of coexistence and simultaneous

development of small-medium and large enterprises

As discussed above, the participation of small and medium enterprises
in Latin American countries in the total employment of manufacturing
industry is considerably lower than that in Japan and, in some of the
main countries of the region, small and medium enterprises have failed
to increase the persons occupied by them at the rate of the larger

enterprises.

Therefore, the crucial point is how in Japan small and medium scale
enterprises could coexist and develop simultaneously with large ones.
The M-S Research Project of the International Development Center of

Japan analyzed this aspect and got some important conclusion regarding



. . . 12
the necessary conditions for this simultaneous development.

In this study it is assumed that "a prime condition for coexistence of
both small-medium scale enterprises (SSE) and large scale enterprises
(LSE) is a state of equal return on capital"”. And if the SSE is defined
to be relatively labour intensive enterprise (that is relative share of
labour is higher in SSE than in LSE), the necessary condition for the
coexistence of SSE with LSE is that wage differentials by scale are
larger than those of labour productivity by scale and that these are
still larger than the differentials in the capital labour ratio by

13
scale.

12 In this study it is assumed that a prime condition for coexistence
of both SSE (for which stands suffix 1) and LSE (for which stands suf-
fix 2) is a state of equal return on capital, from which we get

1 _ Y1 - wila / Yo - walio

To K4 Ko =1 (1)

where T indicates the rate of return on capital, Y stands for output,
w, L and K represent wage rate, labour force and capital respectively.
From equation (1)

z1 (1 - B1)
- 2
zz (1 - B2) . (2)

. . . L
where P indicates relative share of labour ( = %7) and z stands for Y/K.

Equation (2) is satisfied when:

(case 1) z; > 2z, and B: > R,,
(case 2) =z3; = zp and B; = By,
(case 3) 2z1; < z, and B; < B,.

In case I, SSE is defined to be relatively labour intensive from
w1, y1 ., ki
w2 Y2

B1 > B, and if case 1 is satisfied we get where y = Y/L

and k = K/L; similarly LA 4T LS| for case 2 and W1 kl-for
w2 V2 k2 w2 Y2 k2
case 3.
From this, the case for postwar Japan suffices the conditions for
case 1 and it can be said that cases 1, 2 and 3 identified above are

necessary conditions for the coexistence of SSE with LSE.

13 See Kazushi Ohkawa and Mutsuo Tajima, Small-medium Scale Manu-
facturing Industry: A Comparative Study of Japan and Developing
Countries, IDCJ, 1976. Tajima, Mutsuo, Small-medium scale manufacturing
industry: Further discussion in a comparative study of Japan and develop-
ing nations, IDCJ, March 1978.
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In case of Japanese manufacturing industry, the following systematic
tendencies were observed as for enterprises with more than twenty
workers:
1) Smaller scale enterprises have higher capital productivity
(output capital ratio) than larger scale enterprises do; and
2) Wage differentials by scale are smaller than those found in
labour productivity by scale, which are still smaller than

the difference in the capital labour ratio by scale.

On the basis of these observations, the following interpretation is
possible:

1) In an economy where wage differentials exist, there is a pos-
sibility for small scale enterprises (SSE), despite its lower
labour productivity, to coexist with large scale enterprises
(LSE) as long as the former chooses a relatively labour inten-
sivebtechnology and realize a higher output capital ratio than
the latter; and

2) In the economy where no wage differentials exist, there is also
possibility of coexistence of SSE with LSE as in the case 1).
The capital productivity of the former must also be higher than
the latter. This implies that the significance of wage dif-

ferentials (lower wage for SSE) is less than that of technology.

Now the tendencies observed regarding the coexistence and simultaneous
development of small and medium enterprises with large enterprises in
Latin America discussed in the previous part of this chapter could be
explained at least partly by investigating to what extent in these
countries necessary conditions for simultaneous development mentioned
above are satisfied. Unfortunately available data for this kind of
investigation are limited, especially because data concerning capital
(or horsepower) are normally lacking in the industrial cnesuses of
Latin American countries. Regarding countries for which data are
available the following observations were obtained.

1) In general terms normal type downward curves of both output

capital ratio and relative share of labour are found for Brazil
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and Mexico14 although the curves are not so systematically
downwards as case of Japan (compare figures 1 and 2 correspond-
ing to Japan and figures 3, 4 and 5 corresponding to Mexico and
Brazil).

2) Irregularities, sometimes very pronounced, are observed in case
of Chile, Peru,15 Costa Rica,16 and Colombia17 with respect to
the curves of output capital ratio and relative share of labour
(see pppendix Tables).

3) In general terms differentials of wage, labour productivity and
capital labour ratio by scale appears to have normal upward
curves in such a way that satisfy the necessary conditions for
small and medium enterprises to coexist with large ones, al-
though the curves are sometimes not so systematic and pronounced
as in case of Japan and show some irregularities, for all
countries for which data are available except Colombia (Brazil,

Mexico, Peru and Costa Rica). (See Appendix Tables.)
These findings can be tentatively interpreted as follows:

First, in case of Mexico, the observed irregularities in the curve of
output capital ratio for the certain segments of small-medium enter-
prises (or most "typical" small and medium ones) may be explained
partially by the particular nature of the industrial structure of
Mexico: a large percentage of small and medium enterprises belong to
the so-called traditional industries. According to a PREALC study18
approximately 75% of the persons occupied in the enterprises of 15 to
50 persons belong to the typical traditional industries such as textile,

clothes, shoes, non-metal mineral products, furniture, etc. of which

14 PREALC, Diferencias de Remuneraciones y Coexistencia de Estableci-
mientos de Distinto Tamano: Mexico 1965-1975, 1978.

15 Haro, Rodolfo and Gunila Ryd, Notas sobre el Desarrollo, la Politica
Industrial y las Condiciones de Coexistencia de la Pequena, Mediana y
Gran Industria en Perd, 1963-1973. (Draft), 1980.

16 Haro, Rodolfo and Gunila Ryd, Nota sobre los rasgos del desarrollo
industrial de Costa Rica (1960-1975) y las condiciones de coexistencia

de la pequena, mediana y gran industria en 1974. (Draft), 1979.

17 Haro y Ryd, El Papel de.....

18 PREA<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>