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INTRODUCTION 

One of the objectives of economic policy on which a consensus of 
opinion appears to ex is t in the various Latin American countries i s that 
of speeding up the growth rate of exports on the basis of diversif ication 
of their composition, vrith an Increase in the share of manufactui-ed products» 
This target i s set up in countries differing from one another in s i ze , in 
their degree of industrial development, in the natural resources they possess, 
and even in their patterr^ of social , economic and pol i t ical organization. 

Given the assmption that a long-term export policy cannot be based 
on permanent subsidies to make up for the ineff ic iency of enterprises, and, 
furthermore, in view of the high growth rates of world consumption of 
manufactures, the conclusion must be reached that the basic problem which 
the expansion of industrial exports entai l s for the Latin American countries 
i s to create conditions conducive to the establishment of an industrial 
supply which, at least in certain sectors, wi l l be competitive in international 
terms. Moreover, this supply must be built into the framework of a system 
of economic relations which wi l l incite industry to be for ever striving to 
improve i t s l eve l s of e f f ic iency. 

Clearly, in the present situation of iraiustrial activity in Latin Ameidca 
these conditions are far from being f u l f i l l e d . The position, has been 
described in various ECLA studies; for the purposes of the present paper, 
suf f ice i t to say that generally speaking the region's industry i s markedly 
ine f f i c i ent by international standards and that in addition the system of 
economic relations within which i t i s developing affords i t no incentive 
to do better, 

Accordinly, the problems to be analyzed are those implicit in the 
transition from the present state of Latin American industry to a situation 
consistent with the aim of joining the se lec t and limited circle of countries 
that supply the world market for manufactures. If the position i s envisaged 
in these terms, i t w i l l manifestly not be piecemeal measures that wi l l enable 
industry to reach such a goal. 

/ I t seems 
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It seems unrealistic to contemplate increasing the efficiency of 
industrial activity in all sectors and in every enterprise at once-, 
Clearly, sectoral and regional priorities vrill have to be established. 
It will be necessary to take action with regard to exchange, tax, credit 
and tariff policies; to design instruments of industrial policy in. respect 
of purchase of equipnent, location, and evaluation of projects; to set up 
institutions capable of co-ordinating the whole set of measures bearing on 
export capacity; to take export criteria into consideration in the treatment 
accorded to foreign capital and in the legal regulations governing the 
purchase of technology from abroad; and to determine the steps to be taken 
directly by the public sector in the field of infrastructure (transport, 
communications, energy, etc»)» 

The integrated system of measures to be adopted by the public sector 
in the areas listed above, together with the establishment of priorities 
in relation to the measures in question and the consequent time sequence 
of the relevant decisions, is what is defined in the present study as a 
"strategy for-exports of manufactures", 

A fir^t requisite for devising such a strate^r is to be able to 
foresee the effects of the various measures contanplated. If this forecast 
is to be worthwhile, it must be based on an understanding of the 
over-all operation of the ^stem to be projected, as well as of the 
behaviour of its principal internâl agents. It is this understanding that 
will make it possible to ascertain the causal relationships between the 
measures- adopted by the public sector and the reactions of producer firms, 
whether they are State, private (domestic or foreign) or mixed enterprises. 

Hence it can be inferred that in order to formulate a realistic 
strategy which will enable industry to convert its present inefficiency into 
the required capacity to compete at the international level, another 
prerequisite is a sufficiently clear grasp of the process which has led up 
to the existing situation, and which has to do both with the evolution of 
international economic relations between Latin America and the rest of the 
world, and with the internal characteristics of the region's industrial 
development, 

/The strategy 
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The strategy vdl l have to take into account the . changes that have come 
about at the international l eve l , in respect to the relative importance of 
the various.regions and.countries, trends in trade in the dif ferent types 
of goods, and new patterns of entrepreneurial organization which, in 
spreading from one country to another, modify the basic characteristics of 
world trade. Nor can i t disregard the decisive.ef fects on national 
competitive capacity prcduced by the various mechanisms and procedures for 
the transfer of technology. In addition, i t must be based on an analysis 
of the interrelationships between the financing arrangements that link 
Latin Merica to the developed world and the Latin itoerican countries' 
chances of exporting manufactxired products. 

Thus, the view of the problems posed by the expansion of industrial 
siiports which i s expounded in the present study d i f f e rs substantially from 
the conception that serves as a basis for the formulation of export promotion 
programmes in which the emphasis is placed on incentives to existing industry 
and on the marketing problems involved in gaining a foothold for i t s products 
in the world market. 

I t is contended here that in order to succeed in the task envisaged, 
Latin America must introduce significant changes in i ts "industrial development 
model", in respect not only of international relations but also of those 
established within individual countries. This postulate does not imply that 
the ejiport possibilities of existing industry are disregarded, but simply 
that the d i f f i cu l t i es vdth which that industry is faced should be approached 
in the right perspective to ensure that i ts expansion is geared to the 
lasting solution of i ts problems. 

In chapter I , background information is given on some of the outstanding 
changes that have taken place in recent years in the general picture of 
international economic relations. The aim pursued in chapter I I is to 
describe and analyze some of the characteristic features of industrial 
development in Latin America which may have an important bearing on the 
subject of the present study. On the basis of the material set forth in 
the two preceding chapters, an attempt is made in chapter I I I to discuss 
some aspects of the possible content of export strategy, 

/Given fu l l 
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Given f u l l awareness of the fundamental differences observable 
between the various countries of the region, i t could hardly be hoped to 
recommend a single strategy for a l l of them. In the writer's view, however, 
there are some problems vrtiich al l the Latin American countries wi l l have 
to tackle with greater or lesser degrees of vigour and urgency. The 
importance of the different topics discussed w i l l undoubtedly vary from 
one country to another. An endeavour has been made to concentrate 
attention, as far as possible, on those aspects of the question which seem 
to be of relat ively general interest . 

/Chapter I 
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Chapter I 

REGENT TREMDS IN INTERNATIONAL ECONCMIC RELATIONS} 
RELATIVE POSITION OF LATIN AMERICA 

The object of this chapter is to draw attention to certain developments 
which have taken place in international economic relations since the 
Second Morid War, and which may be of significance for the purp)oses of 
formulating a strategy for exports of manufactures. 

As regards the flow of goods, the following specific aspects of the 
question are analjrzed: 

- Increase in the share of manufactures in world trade; 
- Decrease in the participation of developing countries in world 
trade; 

- Decrease in Latin America's participation in world trade, to an 
even more marked extent than in the case of the developing 
countaries as a whole; 

- Increase in the proportion of developed countries' ejqjorts sold 
in the markets of other developed countries; 

- Intra-regional character of more than half the exports of the 
developed countries and the socialist countries, in direct contrast 
to the situation in the developing countries; 

- Differences in the structure of the socialist countries' exports, 
according to whether they are destined for the developed or the 
developing countries' markets; 

- Changes in the behaviour of the socialist countries in relation 
to the woi'ld market: specifically, their increasing degree of 
openess, to which the econcanic reforms carried out at the internal 
level have apparently been favourable; 

- Weakening of the United States' trade position; 
- Strengthening of the relative position of Japan; and, lastly, 
- Emergence and consolidation of regional and subregional groupings. 
The events and trends described and analyzed in the text bring to 

light at least one essential point: namely, that the dynamics of the 
international system of trade relations will not be spontaneously conducive to 
an improvement in the relative position of Latin America. 

/This bears 
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This bears out the idea - expressed at the beginning of the study ~ 
that one of the basic problems facing the region is that of bringing about 
major changes in its economic relations with the rest of the world. The 
flows of goods which were analyzed in an earlier section of the complete 
study constitute one of the levels at which international economic relations 
take concrete form. The other basic levels, are those of the flow of 
technology and the flow of financial resources. Clearly, then, an international 
agreement relating solely to transactions in goods will not suffice, since 
such transactions will be largely determined by what happens at the other 
tiiro levels mentioned. The period following the Second World War has witnessed 
the emergence and expansion of an institutional mechanism which exerts a • 
growing influence on transactions in respect of goods, technology and 
capital: namely, the so-called "international enterprises". 

Outstanding among the factors adduced to account for the emergence 
of the international enterprises are some of the developnent that have taken 
place at the level of transactions in goods. The chief of these are the 
relative slackening of economic growth in the United States, the formation 
and consolidation of regional groupings, and the stepping-up of trade 
competition among the various powers, particularly the United States, Japan 
and the Federal Republic of Western Germany, 

Empirical data are then given which show that increasing proportions 
of world market transactions in goods, capital and technology are being 
channelled through these enterprises. 

In order to evaluate the data provided in their full significance, 
it must be taken into account, in the first place, that the international 
enterprises, as a general rule, belong to the group of leading fims in 
their countries of origin. Hence they may well be in a position to exert 
a far from negligible influence on the definition of their respective 
countries' internal and international economic policy. 

Secondly, it seems useful to bear in mini the fact that the subsidiaries 
of international enterprises generally expand faster than the industry of the 
countries in which they operate. In some instances they have already attained 
important positions, and in others, if current trends are maintained, they 
will do so within a few years' time. This means that the decisions adopted 
by such subsidiaries m^, in the case of some of the Latin American countries, 

/have significant 
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have significant macro-economic e f f ec ts . That i s , the firms in question 
not only supply specific items in ths population's consumption basket, but 
take some part in defining and modifying i ts content. They do not confine 
themselves to using donfôstic financial resources, but generally play a 
decisive role in the development and orientation of financing mechanisms. 
In short, they do a good deal to determine a country's "style" of developsnent. 

Accordingly, no attempt can be made to change the ^ston of relations 
linking Latin America with the rest of the world without specif ically taking 
into consideration the relations between the governments of the region and 
the international enterprises. 

The endeavour to synthesize the events and trends desci*ibed in the 
course of the chapter brings to the foi^, in connexion with Latin America, 
considerations of two seemingly contradictory typ)es. On the one hand, the 
region i s apparently beccaning more and more closely "integrated" with the 
developed countries. This "integration" takes the form of growing financial 
indebtedness, the use of technology imported from the developed countries 
of the world, and the establi^ment of enterprises from those countries in 
Latin America. In contrast to this type of "integration", the phenomenon of 
"marginalization" is manifesting i tse l f to an increasingly marked extent in 
respect of the type of pixiduct sold by the region in the world market and 
the rate of exparsion of these exports, 

Thxis the apparent contradiction l i es in the fact that i f a balance 
of relations between Latin America and the developed world i s drawn up, 
i t can be seen that while the debts entered on the side of l i ab i l i t i e s ar« 
increasing, the assets recorded on the credit side are decreasing. The 

! element of contradiction disappears i f i t is recognized that the Latin American 
countries' development process possessed precisely the two-fold characteristic 

: of integration with the developed countries at the level of commitments and 
marginalization at the level of the benefits associated with the dynamism of 
world trade. 

The basic characteristic of the post-war development model has been the 
industrial development process, analysis of which should therefore reveal the 
mechanisms which must have brought about this situation of "integration" on the 
l i ab i l i t i e s side and "marginality" on the side of assets. 

In the following chapter, some of these mechanisms are Identified and 
analyzed in brief outline, /Chapter I I 



ST/í»LA/Conf ,37/L. 2Ô 
Page 8 

Chapter I I 

THE INDUSTRIAL DEVELOPMENT PBDCES3 IN LATIN AifEICA 
AND EXPORTS OF MANUFACTURES 

Introdxiction 

The fozmulation of a strategy for exports of manufactures must be 

based partly on analysis of the changes that have been taking place in the 

economic relations between the various ccwrfcries and partly on interpretation 

of the industrial development process that has led to Latin America's 

marginalization in the vforld market for manufactures. 

The conclusions drawn from the analysis of these two aspects of 

the problem should make i t possible to iderfcify the decisions >iiich may 

gradually enable the region to compete in the world market. Clearly, 

the type of industriai developmoit that has taken place cannot be studied 

independently of the relations between Latin America and the developed 

counbrLes® The point of interest is to analyze precisely those mechanisms 

which, while on the one hand irtensifying the Latin American countries* 

commitments with the developed world, on the other prevent the region 

from sharing in the benefits that accrue from the dyn^sm of the world 

market for industrial products© 

Accordingly, attention i s concentrated on certain aspects of the 

industrial development process that bear most directly on the key topic 

of the present study: how to raise the relative l eve l of conçietitive 

capacity. 

In the i i r s t section of the present chapter study is devoted to some 

indicators of what Latin Americans industrial development performance 

has represented in terns of the scale of industrial act ivity, i t s dynamism 

and i ts oriertation, With a view to evaluating i t in relative terms, 

i t w i l l be compared with the industrialization process of a grovp of small 

European coui±ries that have successflilly launched their products in 

international markets» The second section deals br ie f ly with some of the 

inçjücations of the protectionist policy adopted by govermients in order 

/to encourage 
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to encourage industrial expansion» The object of the third section i s 
to stucfy the role played by international enterprises in the industrial 
development of the region. The fourth and last section examines the 
e f fec ts of technological dependence on the capacity to conpete in the 
world market o 

1» Scale, d^mamlsm arri orientation of industrial development 
i n Latin America 

Comparison with selected European courfcries shows that the s ize of 
the domestic market and the relative inportance of industrial production 
in a courtry's economic act iv i ty should not be regarded as determinants 
of the capacity to compete in the world market. The volume of production 
in Belgium, the Netherlands, Spain and Sweden i s roughly the same as in 
Argentina and Brazil and smaller than in Mexico. 

When the comparison relates to the contribution made by industrial 
value added to to ta l value added in production of goods, i t can be seen 
that the proportion i s much the sane in the larger countries of Latin America 
as in the European countries. 

Nor are s ignif icant differences observable between the growth rates 
of industiy in Latin America and in the Biropean courtries included 3ji 
the ccmparisoiio 

I t i s when the vol-ume of exports of manufactinres of the Latin Americari 
countries i s cortrasted with that of the European countries considered that 
the basic dist inction between the industrial development processes of 
the two groups comes to l i ght . In 1966, for instance, the figure for 
the Latin American country with the biggest volume of exports of manufactures 
- Mexico - represerted approximately 40 per cent of the industrial exports 
of the European coun[̂ .ry with the smallest volume, a l thou^ Mexico^s 
industrial output exceeded Spain^s by about 50 per cent. In 1953> the 
two countries* exports of manufactures accounted for similar proportions 
of the ir to ta l exports (12 per cent) . By 1966 the corresponding figure 
had risen t o 43,9 per cent i n Spain, whereas in Msxico i t had not yet 
reached 20 per cent, 

/ i n several 
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In several European couribries, exports of manxifactures constituted 
over 20 per cent of iiKiustrial output i n 1966, In Belgium and Yugoslavia, 
respectively, they represented as much as 36,4 and 49,8 per cent» In the 
Latin American courtries, on the other hand, the share of industrial 
production that went t o the external market was barely 1 per cent» 

Obviously, i n order to draw normative conclusions from a comparison 
between the industrial ization processes o f , say, Sweden and Mexico, i t 
i s not enou^ to contrast economic indicators relating t o recent periods; 
the h is tor ica l background that in each case explains the existing s ituation 
must be studied i n depth® Accordingly, a l l that i s claimed for the 
results of these comparisons i s that they provide a frame of reference 
for the analysis presented in the following sections of the chapter, 
particularly the one dealing with the protectionist measures applied t o 
encourage industrial development in Latin Ainerica, 

2o Protection and industrial developn^nt 

A rapid survey of the views e:q)ressed in economic l iterature on 
the origins and e f f e c t s of the region's application of protectionist 
policy leads o n t o discussion of an aspect of the question which i s often 
unier-emphasized: spec i f i ca l ly , the linkage between occurrences in the 
market for products and in the capital and technology markets,» Disregard 
of these interrelationships may give rise to the hope • unfounded, in the 
writer's opinion - of reorientating industrial development by focussing 
action essent ia l ly upon those instrumeris vdiich a f fec t trahsactiore in 
goods, Tifliat i s more, i t may breed a tendency to analyze on caae and the 
same leve l the protectionist pol icies applied by Latin American countries 
and by the soc ia l i s t countries, and even, with some reservaticaas, that 
pursued at certain times by a country l ike Japan. 1 / 

1 / See Bela Balassa, "Growth strategies in semi-ireiustrial countries", 
i n Quarterly Journal of Economics (February 1970), where a contrast 
i s drawn between the "inward-looking" industrial development strategy 
pursued by such countries as Argentina, Chile, Czechoslovakia and 
Hungary, and the "outward-looking" strategy of Denmark and Norway, 
The f i r s t four countries have a conmon feature, in the author's opinion, 
i n that t h ^ have insulated their respective domestic markets from 
international competition, 

/ I t i s 
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I t i s true that not only the Latin American countries but also the 
soc ia l i s t countries and» t o a l e s s e r , e ^ e n t , Japan, have applied measures 
designed t o protect their respective domsstic markets against specif ic 
imports. But vdiereas i n J^an i t was essent ia l ly Japanese mterprises 
that were thus favcaired, and in tiie soc ia l i s t countries their own 
enterprises alone^ i n Latin America protection was exteixJed alike to 
national and to international enterprises, the la t ter being predominant 
in tte iK>re dynamic sectors. In Latin America, the objects of protection 
were essential ly those f ina l products in respect of which import substitution 
was a primary aim» Capital goods and soma interaediate products were 
purchased from abroad. And i t i s precisely in capital goods and certain 
intermediate products that a major proportion of technological innovations 
are incorporated and crystal l ized. Consequently, the canbination of this 
fact with the existence of the international enterprises meant that a 
l iberal policy was adopted with regard t o imports of technology. In the 
soc ia l i s t countri.es, in contrast, i solat ion from the world market a lso 
involved the great majority of oapital goods. This situation, vàiich 
undoubtedly affected the e f f ic iency of speci f ic industrial sectors in the 
Countries concerned, inplied on the other hand that their own laboratories 
and enterprises were forced to seek solutions fcr whatever technological 
problems ci'opped up, Japan^ f.oi- i t s part, has been characterized by intensive 
ut i l i zat ion of new techniques discovered or invented abroad, but with one 
essential difference with respect t o Latin America: the inçsorted 
technology was assimilated by Japanese enterprises in viiich i t was processed, 
adapted and improved upon. 

These differences, although indicated in such broad outline^ show 
how inlispensable i t i s t o integrate the analysis of protectionist measures 
in a broader perspective. They also account for the fact that the differerib 
countries enjoy widely varying degrees of l iberty as regards iithe poss ibi l i ty 
of modifying the levels and structures of protection through time. In 
Japan's case, the protectionist measures slacken as the conpetitive 
position of i t s enterprises grows stronger. The soc ia l i s t countries 
are making the ir debut in the world market with products developed during 
the spel l of i so lat ion vdiich followed upon the Second World War, In 

/Lat in America, 
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Latin America, in contrast, where there i s no autonomous development of 
technology, T(¿iere national enterprises capable of facing international 
competition are lacking, and viiere international enterprises are 
predominant in the most dynamic sectors, the protectionist barriers are 
d i f f i c u l t to lower even for products from within the region® 

In the countries with outward-looking strategies , low levels of 
protection, rather than constituting a basic characteristic of their 
strategy, seem to re f l ec t the existence of internal decision-making centres 
vtiidi are capable of establishing long-teim national objectives, pivoting 
the integration of the various sectors upon these objectives, and 
mobilizing the resources required to pave the way for their attainment* 
If th is l ine of reasoriing i s followed iç), the maintenance and consolidation 
of tte h i ^ protectionist barriers in force in Latin America would seem 
t o show that national decision-makir^ centres are l e s s predominant. 

In these circumstance, i t i s surprising that the strategy for 
integration and mobilization of internal resources pursued by such countries 
as Norway and Sweden i s defined as "outward-looking", whereas the opposite 
term i s applied to Latin America's type of industrial development o 

In the words of H, Ifyint, "it i s paradoxical to describe sudx pol ic ies 
as •inwai'd-looking' when their main underlying emphasis i s on economic 
aid (and trade concessions) to be administered from outside. Conversely, 
the policy of internal economic integration reducing the dualism outlined 
in t h i s paper, i s based on the building-up of more integrated domestic 
markets for capital ftinds and labour, rea l i s t i ca l ly reflecting the factor 
endowments of the underdeveloped countries This i s nothing but 
the inverse application of the Heckscher-Chlin theojy of comparative costs: 
that i s to say, the policy of internal economic integration i s the other 
side of the coin t o the policy of eaqjanding international trade according 
t o conç»arative costs", ^ 

^ See H, liJsrint, "Dualism and the internal integration of the under-
developed economies", i n Qu^terly Review. No 93(Banca Nazsionale 
del Lavoro, Rome, Jure 1970), p, 153• 

/This view 
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This view of the problem m ^ s i t more appropriate to conpare the 
history and inplications of industrial poUcy in Latin America on the one 
hand, and in the Scandinavia countries, the socialist countries and Japan 
on the other. This latter group, whatever differences they may present 
as regards the levels of t a r i f f protection, have one feature in common, 
althou^ i t takes different forms: the course of their development is 
steered pre-eminently by inteinal decision-making centres. 

From this standpoint, therefore, i t would be of interest to analyze 
in greater detail two factors which characterize and explain this inward~ 
looking but externally-dependent strategy: the presence of internaticmal 
enterprises, and the use of unprocessed inç)orted technology. From what 
has already been said, i t can be inferred that in the fonnulation of 
a transitional strategy these factors, together with the levels of 
protection, w i l l necessarily be of key importance, 

3o International enterprises and exports 
of manxifactures 

The study of the behaviour of international enterprises in relation 
to the world market is preceded by an analysis of some general characteristics 
of their modus operandi in Latin America, Specif ical ly, empirical data 
are presented on the following subjects: 

Rechannelling of foreign investment in the region towards increased 

participation in manufacturing industiyj 
- Size of subsidiaries in relation to that of parent firmsj 
- Participation of subsidiaries in local industry; 
- Dynamism of sectors in vdiich international enterprises operate; 
- Mechanisms f o r expansion of subsidiaries, Strxicture of financing 

and purchase of established firmsj 
- Rates of return obtained on operation. Relation between nominal 

and real rates. 

In the l i ^ t of the data presented the following question is posed 
and discussed: how far has the industrial development policy adopted 
by the Latin Amsrican countries tended to aggravate the unfavourable 
effects associated with the presence of foreign enterprises and to minimize 
the potential qualities that m i^ t have justi f ied their establishment in 
the region? 

/The analysis 
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The analysis presented in the study suggests that this question nais% 
be answered in the aff irmative. The gist of the argument is as foUoiAifS» 
The virtues vâth which the international enterprises are usually credited 
include their abi l i ty to muster the financial resources required in order 
to talffi f u l l advantage of economies of scale at the levels of production 
and distribution» Thanks to these resources, moreover, they can carry 
out research projects which w i l l result in the improvement of products 
and processes» Their sound methods of planning and management enable 
thCTi to decentralize production in specialized and mutually complementary 
plantSo Al l this is ref lected, in the last analysis^, in levels of 
eff iciency which, in combination with the establishment of promotional 
arxi marketing systemsqaal i fy them to expand throughout the length and 
breadth of national and international markets» 

When this picture of international enterprises i s conpared with 
the characteristic features of their behaviour in the Latin An®rican 
countries, sigrdficant differences are observable^ In the f i r s t place, 
plant sizes are smaller than coiild be desired, even i f allowance is 
made for the liiid.ted size of the domestic markets® This is because, 
given the internal price levels made possible l y protection, there are 
profitable investment opportunities for a considerable number of foreign 
enteiprises - more^ in same sectors, than in their countries of origin» 
Specific cases in point are such branches of production as the motor-
vehicle and electronics industries and the manufacture of e lectr ical 
household appliances or of idiarmaceutical products» Another result of 
irfiscriminate protection is that the subsidiaries established in the 
region f a i l to adopt the practice of specialization in different plants 
producing on an e f f i c i ent scale. This holds good not cwily for the 
horizontal diversif ication of plants but also for their degree of vertical 
integration» In other words, the plants generally display a h i ^ e r 
degree of vertical integration and produce a wider range of f inal goods 
than i s the case among plants in the developed countries. 

Moreover, inasmuch as their production i s basically intended for 
the domsstic market, subsidiaries in Latin America do not take advantage 
of their firmas international marketing networks fo r export purposes, 

technological 



&TACLA/Conf.37/L. 28 
Page 15 

The technological innovation potential indisputably existing in the 
firms in question is only faintly reflected in their subsidiaries, since 
neither the goods manufactured nor the production equipment and processes 
used in Latin America usually belong to the newest "technological generation," 
This last fact , as vdl l be seen later , has manifest repercussions on the 
enterprises' export prospects» 

One of the characteristics of these firms which i s just as evident 
in Latin America as in the developed countries, or even more so, is their 
capacity to introduce modifications in the "ut i l i ty function" of consumers. 
This implies that the subsidiaries succeed in attracting constmier 
preferences to the goods they themsel^res produce. In their promotional 
activit ies an inportant role is usually played by the development of 
mechanisms for financing consumption, especially in the case of durable 
goods o Ihus they play an important part in the determination not only 
of the consumption basket but also of the investment basket, both in 
the private and in the public sector (pilvate investment in motor^vehic les 
and public investment i n virban transport infrastructure). 

In so far as the subsidiaries are generally the leading enterprises 
in a large number of branches of industry, their behaviour exserts a 
significant influence on the domestic enterprises aro\ind them, whether 
these are suppliers or r ival firms. 

I f the role discharged by international enterprises in the developed 
countries i s ccnçared with the part they play in Latin American industry, 
i t seaas warrantable to conclude that although their action carries 
decisive weight in the orientation of the development process both 
there and here, i t s results ai^ di f ferent, at least as regards the 
dynamism of the systems In tte developed countries profits are invested 
in research and investment projects, which are carried out and enter 
production in the countries conceamed, increasing their productive 
efficiency and expanding their possibil i t ies of conpeting in the world 
markety 

In the Latin American countries, to the aforesaid implications in the 
shape of h i ^ l y concentrated structures of production are superadded 
imports of capital goods and remittances of profits abroado These last 

/two factors 
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two factors simultaneously produce an inhibitory e f fect on the economic 
growth of the countries in which the subsidiaries operate, and a dynamic 
e f fect on the economies of the ccaintries of origin. 

I f this state of af fa irs remains unchanged, i t seens l ikely that 
at least one of the factors curbing the growth of the Latin American 
economies and closely linked to the existence of subsidiaries w i l l be 
intensified! namslyj, the increasing share of these enterprises in the 
responsibility for national balance-of-payments def ic i ts» Given that 
as a general rule the subsidiaries expand more rapidly than industry as a 
whole, which in i ts turn grows a good deal faster than traditional exports, 
i t mast be concluded that imports of equipment, raw materials and parts, 
and remittances of prof i ts, increase at a very much h i^e r rate than the 
total inflow of foreign exchange» 

I f i t is recogni.zed, on the one hand, that one of the possible 
ways of inparting dynamic impetus to ];atin America's industrial development 
is by expanding exports of manufactures,and i f , on the other hand, the 
weight carried in this process by foreign enteirprises is acknowledged, 
i t follows that a change in their behaviour in this respect mi^t have 
important repercussionso Before the implications of a significant increase 
in the exports of international enterprises are discussed further, i t 
seems necessary to examine the concrete ejqjeriences and possibil it ies 
existing in this field® 

After analyzing the role which international enterprises seem 
r e a l l j r to be playing^ in relation to the world market, in sonte Latin 
American countries for which data are available, the study postulates, 
simply as a working hypothesis, the following pict\ire of what might 
possibly be the situation in this respect in the next few years: 

A sizable proportion of industrial exports in the Latin American 
couré.i'ies would come from subsidiaries of international enterpidsesj 

The chief markets of destination of these exports would be the 
Latin American regional and subregional groupings. In practice, i t would 
be a matter of the inçiort substitution process at the regional l eve l j 

In the case of Mexico and some other countries, specif ic sectors of 
industry would show an increasing degree of integration with industry in the 
United States or in other developed coTontries, ^^^^ 
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The type of indxistrial ejqjorts that went to the developed counbries 
•would ref lect the emergence of a new "xntexnatxonal divrXs^on of latcw"^ 
relat3j:ig this time to manufactured products*, Latin America would export 
those products in which the developed countries were gradually losing 
interest, ovíing t o changes in demani and t o technological innovation; 
products and parts which would be conç)lementary to other more sojáiisticated 
goods manuf actiared in the developed countriesj and, last ly , natural 
resources that had uniergone some degree of processing» 

Eiq^orts of manufactures are generally regarded as a means to the 
follovdng ends: (a) increasing the growth rate and stabi l i ty of exports; 
(b) expanding and therefore dynamizing the market for doirestic industrial 
production; (c ) encouraging an inprovenent in the technological leve l 
arrf eff iciency of industrial act iv i t ies ; (d) increasing national autonomy 
as regards the management of foreign trade. 

I f the picture described above is compared with the objectives 
indicated, i t i s patent that the Latin American countries would not reap 
the f a l l benefit of the favourable ef fects expected from exports of 
manufactureso To base the more c^amic part of exports on decisions 
adopted by international enterprises does not seem ttie best way of 
achievj.ng greater autonongr and stabi l i ty in the managsnenb of foreign 
trade. In their export strategy, the international enterprises take into 
accoint production and mrket conditions in tiie various countries in 
vMch they operate. This being so, when the bulk of a country*s exports 
comes from such enterprises, the situation can hardly be described as 
stable or as an exaiqple of autonongr» 

As regards the possible dynamism of Intra-regional exportsji vàiich 
inç)ly in practice the continuation of the inçjort substitution process 
at the regional level , i t i s forseeable that during an in i t i a l phase 
sigi i f icant growth rates might be attained, but that unless the domestic 
markets of the lat in American comitries were substantially expanded, in 
the space of a few years there would be a tendency for the process 
to be carried to saturation pcxint, just as at the level of each individual 
country, 

/In the 
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In the case of the simpler products, or of those intended for the 
spare parts market in the developed countries, the goal of e^gjansion 
mi^t perhaps be attained, but the manufacture of such items would not 
constitute sn over-powerful technological incentive for the plants producing 
them, s t i l l less for the collateral sectors» 

The expansion of exports of labour-intensive products depends upon 
the maintenance of minimum income levels, vdiich can on no account be 
considered a desirable objectiveo I t becomes even less so i f a significant 
proportion of the prof i ts generated an the basis of using such labour 
is transferred abroad^ ard consequently cannot be earmarloed for the 
expar^ion of the production base that would be necessary in order to raise 
the productivity and wage levels of the labour force in question. 

Processed natural resources are perhaps the category of products 
for which export prospects are most favourable in terms of volune. 
But i t i s precisely here that there are the greatest possibil it ies of 
replacing subsidiaries by domestic enterprises, although their technology 
would be partly importedo 

This train of reasoning leads to the conclusion that the behaviour 
of the subsidiaries in respect of export expansion does not necessarily 
guarantee the dynamism apd stabil i ty of the industrial development model 
to the shaping of which such enterprises have made a decisive contribution® 

4o Imports of technology and industrial develo|:aiient 

The basic consideration to be borne in mind in tackling the imported 

know-how problem is that technology is not a factor of production vàiich 

can be axialyzed separately» In concrete terms, imports of technology 

cannot be studied without reference to the inports of equipnrenb and 

machinery vàiich ccsnstitute one of the essential ways in vdaich know-how 

can be transferred» Nor is i t possible to disregard the potential ef fects 

of the presence of subsidiaries, whi<^ form one of the most important 

mechanisms and channels f o r such transfers, on the orientation of local 

indixstryo Koms for importing know-iiow through manufacturing licences 

can hardly be proposed without previous study of the repercussions vtoich 

the use of this channel of transfer my have on the purchase of equipment 

ard inputs, and on the subsequent establishment of the firms extending such 

licences in the countries concerned, yij^g types 
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The types of equipnent imported, licemes approved smd firms 
installing subsidiaries in the Latin American coxmtries, and the terms on 
which the corresponding transactions are effected^ wiH depend upon the 
orientation of industrial development and on the objectives pursued by 
the firms operating in the countries of the region. 

In the specific case of Latin America, therefore, i t seems essential 
to bear in mind the two characteristics of industrial development outlined 
in the preceding sections of the study: io©,, the existence of h i ^ l y 
protected domestic markets and the significant role played by the 
subsidiaries of inteniational enterpriseso 

0ns of the most obvious forms taken by technological dependence on 
the part of a country or a region i s the inab i l i ty t o design, manufacture 
or even draw up speci f icat ions for the capita l goods used i n productive 
ac t iv i ty . 

This basic fact has a l l kinds of ef fects on the orientation, content 
and expansion prospects of the region's industrial system, 

( ! ) From the standpoint of the balance of payments, i t implies a 
substantial disbursement of foreign exchange. In 1960-1965, 
according to estimates» inports of capital goods accounted for 
about 31 per cent of t o t a l inçjorts of goods (35 per cent in 
Argentina, 32 per cent in Brazil , 37 per cent i n Chile, and 
39 per cent i n Colombia), To th i s must be added remittances of 
prof i t s by the international enterprises manvifactuilxig such 
equipment i n the region, the royalt ies paid by Latin American 
enterprises manufacturing under l i cence , and the serArlce fees 
of the firms of consultants which urdertake plant designing and 
spec i f icat ion of equipment, 

( i i ) The fact that a large proportion of capital goods i s inçiorted 
detracts the multiplier e f f e c t of investment placed i n a given 
country. I t i s estimated that for Latin America as a viiole 
imports of capital goods represent approximately 45 per cent 
of t o t a l consiunption of goods of this type. In Argentina the 
corresponding proportion seems to be 28 per cent, in Brazil 
35 per cent, in Colombia 6 l per cent, and i n Chile 80 per cent, 

/ ( i i i ) Since the 
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( i i i ) Since the techno3-Ogy in question i s designed vdth an eye to the 

developed ccnintries^ nBrkets and in accordance with the relat ive 

avai labi l i ty of the factors of production^ i t often happens 

that even when the eqxiipment iaported or manufactured entails 

ndninaam scales of production, these prove too large for Latin 

America's domestic markets» This results in the emergence arri 

subsequent consolidation of monopolistic and o l i gq jo l i s t i c 

strxjctures. By their veiy nature, such structures are conducive 

to an even lower degree of ut i l i zat ion of installed capacity 

than would be j\xstified by the size of the maricets. The h i ^ 

internal price levels fostered by protection more than of fset 

the heavier costs under the head of equipment that result from 

small scales of production and unler-uti l ization of capacity, 

( i v ) The coexistence of high production costs and h i ^ rates of 

return has á doubly inhibitory e f f e c t <ai entrepreneurial 

export-consciousness. I t appears from what was said above 

that this situation is partly attributable to the use of 

equipment váiich was not designed in relation to local conditions, 

( v ) The inabi l i ty to design and manufacture equipment also resxilts 

in fai lure to exploit ^ e c i f i c raw materials and other resources 

for which no foreign-made ecjiipmenb exists, Ihis situation 

often arisesy f o r example, in respect of specif ic forest 

prcducts and certain foods» In other words, the natural 

reso\irces that are processed are those for >diich suitable 

procedxires and equipment have been designed in the developed 

countries. This of course precludes making the most of the 

comparative advantages which might derive from the avai labi l i ty 

of certain mtural resources that are non-existent or in diort 

s\ç)ply in the developed couitries. 

The foregoing e f f ec ts are s t i l l produced even \iien the inçxjrted 

eqm.pmsnt has been carefully selected and bought at the most favourable 

world market prices. In practice, however, i t is qaite possible for 

neither of these two conditions to have been f u l f i l l e d in the case of a 

/significant proportion 



ST/ECLA/Conf«37/L.28 
Page 21 

significant proportion of imports of capital goods. This is fundamentally 
imputable to a lack of the requisite motivation and knowledge on the part 
of enterprises, to the channels thro i^ which the equipmaat was purchased, 
and to the sources of financing dravm upon» 

Data are provided in the study which help to substantiate this view» 
Consequently, even i f optimum use were inade of the capital goods 

imported by Latin America (-viáiich i s not in fact the case, for reasons 
already iniicated), tte overpricing of machinery would mean that the 
goods produced with i t were heavily handicapped as regards conçjeting in 
the world market» 

The next question to be discussed is the purchase of technology 
through the channel of manufacturing licences. In this context, the 
analysis f i r^ t deals with the factors that incite both dcmestic and 
foreign entrepreneurs to make virtually exclusive use of inç)orted technology» 
Attention is also drawn to the possible differences between the criter ia 
applied by domestic ani by foreign enterprises in purchasing products and 
processes abroad» Emçiiasis is placed on the fact - of basic importance 
in the writer 's opinion - that as long as the satisfaction of the h i ^ l y -
protected domestic market cortimes to be the entrepreneurs' Irey objective, 
there w i l l be no inducement, at least where the private sector is conceraed, 
to break new grcxind in the sfiiere of technology. 

The legal regulations relating to the purchase of technology are 
next examined, together with the expenditure effected by selected countries 
urrier this head, and the sectoral allocation of the know-how thus acquired. 

Generally speaking, the legislation governing contracts of this 
type in Latin America may be sadd to have been conceived essentially as an 
instrument for regulating the corresponding outflow of foreign exchange. 
The legislators seem to have been far more concerned with the balance-
of-payments problens than with the fomulation of a policy for the 
purchase of technology. For a legal body to be able to f u l f i l this 
latter function i t would have t o ( i ) lay down clear guiding principles 
with t^pect to sectoral pr ior i t ies; ( i i ) accord preference to specif ic 
mechanisms for the transfer of technology, to which end i t would have 

/to define 
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to define with extreme clarity ard precision the wide range of transfer 
procedxires exist ing at present} ( i i i ) establish operational mechanisms 
for valuation of the content of inç)orted technology and the ef f ic iency 
with which i t was u t i l i z sd; and (iv) grant facult ies and hxman and 
f inancial resources to an agency whose function would be to apply and 
perfect the regulations in question. 

In practice, the legal norms seldom display such characteristicsj 
they go no farther than establishing registration procedures, time-limits 
and maxlnum remittances, defining the possible content of contracts only 
in general terms« 

vath regard t o expenditure, data for Brazil, Chile and Colombia 
are given and are compared vdth the corresponding figures for Japan® I t 
can be seen that the proportion of the gross donestic product represented 
by such expenditure i s practically the same in a l l four courtries. The 
basic difference l i e s i n the fact that whereas in the Latin American 
courtries loca l eaperriiture on technological research and development (RD) 
i s equivalent to about 40 per cent of the al location for imports of 
technology, i n Japan the ratio between the amounts spent on local RD and 
on imports of technology i s approximately s i x to one. 

To put i t another way, viiile in Latin America the know-how purchasjed 
i s used ;just as i t i s handed over by the supplier, in Japan i t i s 
subjected to intensive processing whereby i t i s adapted or improved upon. 
I t i s t h i s processing that enables Japanese firms t o compete i n the 
world market even against the very enterprises from which they inçiorted 
the technology. 

The foregoing considerations are strengthened i f the type of kncw-
how purchased and i t s sectoral destination are taken into account. I t 
i s shown in the study, on the basis of a conparison between Brazil 
and Japan, that contracts for the use of trademarks are of veiy much 
greater inçortance i n Brazil, At the sectoral l eve l , contracts 
relating to durable and nonr-durable consuiosr goods are the most prevalait. 
In Japan, on the other hand, 54«3 of the contracts pertain t o 
the machinery sectors. 

/ I n the 
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In the same cOTitexb, attention i s next drawn to the s ignif icant 
role played by the Japanese Ministry of Industry and International 
Trade in the negotiation of contracts between local f i m s and external 
suppliers» Another case described i s ttiat of the Royalties Committee 
of Colombia, whose woric seems t o be producing h i ^ l y promisiixg resul ts . 

The last point touched upon i n chapter II relates to the 
restrictive clauses vhich are often included in contracts for the 
purchase of technology. Taken together, the data supplied with respect 
t o different countries point t o the conclusion that i t i s absolutely 
indispensable to adopt far-reaching decis io is in th is f i e ld i f the aim 
pursued i s really to increase the competitive chances of local enterprises. 

The data furnished in th is chapter reveal the magnitude of the 
obstacles that have to be faced before the countries of the region can 
begin to play a part in the world market for manufactures. They also 
help t o explain the statement contained i n the introduction to the 
present study, t o the e f fect that s igni f icant ly increasing exports of 
irdustrial goods inçilies changing the industrial development model 
hitherto followed in certain basic respectSa 

/chapter III 
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Chapter I I I 

MEASURES POIENTIALLi COMPOSING SIHAIEGIES FOR EXPORIS OF MANUFACTIEES 

Intro di^ction 

Bie aim of th i s chapter i s to ident i fy and analyze ^me of the 
measures that governments coiild adopt as stoppings tones to an improvement 
i n the e f f ic iency of industry, with a view to gaining a foothold in the 
world market for manufactured products. 

In the f i r t s place, the relations between the e^qjorts objective and 
the other economic development objectives established by governments are 
discussed. Attention i s then concentrated on the role incvmbent upon the 
public sector in the formulation and implemmtation of a strategy for exports 
of manufactures. Later, the various situations arising in the Latin American 
covmtries are examined, af ter which the spec i f i c measures proposed are 
consideredo These measures are grouped i n three major categories, 
according to whether they relate to industrial policy^ 'to • ^ ^ e pp^^ 
to inst i tut ional questions, ihe next problem dealt with i s that of 
selecting priority sectors and dravãng up sectoral export programnes* 

Some of tiiese aspects of the subject are analyzed in other documents 
prepared by ECIA eoqierts for presentation at the Meeting. Ihis i s the case, 
in particular, with trade policy measures, inst i tut ional problems and 
cr i ter ia for the select ion of export products. In connexion with these 
topics , only very general considerations are outlined in the present report, 

1. lExTX)rts and overfal l development objectives 

Ihroughout the study i t i s assumed that one of the aims of the various 
governments i s to increase their exports of manufactures» Obviously, this 
i s only one among the objectives pursued by economic policy. Targets to 
>diich equal or greater priority i s assigned usually include .Idie ejqjansion 
of enployment, the more equitable distribution of income among the various 
sectors of the pjpulation and the prevention of unduly marked regional 
disequil ibria. 

/The various 
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lhe various possible ways i n viiich the different objectives may 
come into conf l ic t are discussed^ Outstanding deteiminants of the intensity 
of such conf l icts are considered to be the importance of the external 
sector in national economic ac t iv i ty and the time horizon in relation to 
\¿iich the objectives and the corresponding economic policy measures 
are projected, 

2, Participation of the public sector 

From the analysis presented in the preceding chapters stems the-
conviction that, on the one hand, the industrial development process needs 
reorientating, but that, on the other hand, the basic pressure for this 
reorientation wiU not come from the private sector. 

This i s the essential reason for thinking that the public sector 
should bear the brunt of the responsibil ity for the formulation and 
implementation.of measures designed to increase the ef f ic iency of productive 
ac t iv i t i e s and, in particular, to further the poss ib i l i t i e s of competing 
in the world market, 

lhe point to be stressed here i s that the public sector should take 
much more vigorous action than hitherto to influence productive enterprises, 
váiether they are private, public or mixed, domestic or foreign. In some 
cases the measixres adopted by the public sector with respect to enterprises 
wil l be based on direct control of property rights and management. In 
other cases o f f i c i a l action t«.11 take the form of attempting, on the basis 
of certain economic parameters, to modify the behaviour of enterprises 
from without. In this second type of action the working hypothesis wi l l 
be the poss ib i l i ty of reconciling the micrc-economic motivations of 
enterprises with the economic interest of -ttie nation at large. 

I t i s not intended to make an exhaustive study of the iidiole body of 
measures throu^ which the public sector can influence the l eve l of 
eff ic iency of enterprises in each of the po l i t i ca l models which may merge 
in Latin America in the future. Attention w i l l be concentrated on a «man 
number of measures which seem to be of adequate relevance in various 
po l i t i ca l models. 

/ 3 . Influence 
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3* Influence of the e3dsting situation 

Ihe idea that significant changes need to be introduced in the 
industrial development process must be qualified with due regard to the 
special conditions prevailing in di f ferent countries^ 

To define these various situations in the study the foHovdng 
factors are referred to: stage of industrial development^ size of 
domestic market, natural resources, endowment, presence of intermtion.^ 
enterprises, and linkage vdth specific regional or subregional groupings. 

I t i s considered that the degree of intensity vdth which these 
factors make their presence f e l t may carry decisive weight in the 
definition of the various strategies» 

4» Industriajl Tx?licy measures 

An attempt i s made to identify the measures that might help to 
neutralize or correct certain distortions which seem to be cramping 
industry's chances of competing in the world markets 

A distinction i s drawn between the measures aimed at raising the 
leve l of ef f ic iency in the existing industrial park and those designed to 
create a future industrial supply. Ihe former relate more directly to 
those countries in vdiich industrial development has already made some 
progress. 

A f i r s t category of measures comprises those whose object i s to 
ensure that domestic enterprises of a size compatit^e with world market 
requirenents exist in specific sectors. 

In this context, the problem f i r s t discussed i s that of mergers of 
existing firms, with special reference to domestic enterprises» With 
respect to international enterprises, mention i s made of the possibility 
of resJiructû nĝ ^̂ ĝ̂ ^ by inviting international bids and 
redefining the characteristics of the corresponding industrial park. 

I t i s beginning to sean essential to seek not only means of increasing 
the size of f i m s within sectors of production, but also mechanisms to 
fac i l i t a te the integration of the agents which act as financial intermediares 
and of the enterprises producing goods» In this connexion, the question 
of industrial estates i s discussed, and a comparison i s drawn between the 

/role they 
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role t h ^ mi^ t possibly come to play in Latin America and the role they 
actually do play in Japan, Some basic differences between the two cases 
are pointed out, 

A third manifestation of concern to increase the si?¡8 of Latin American 
firms i s to be found in the creation of iiAiat are knotm as "mialtinational" 
enterprises. In this ease, i t i s a matter of expanding enteiprises through 
the integration of dif ferent Latin American countries* capital and/or 
markets. 

In relation to these enterprises the dif ferent motivations adduced to 
just i fy bheir establishment are touched upon, together witli the 
significance of the linkage between such enterprises and regional 
integration agreements, and, last ly , tíie importance that would attach to 
the expansion of multinational enterprises in the framework of sectoral 
devslojsnent programmes. Attention i s then drawn to the possible differences 
betweai private and public multinational enterpriseso 

Lastly, consideration i s given to the relation that would exist 
betvreen the export opportunities of small firms and rationalization at the 
leve l of the firms which take the lead in the various sectors*3 

A second industrial policy topic to which reference i s made in the 
study i s the necessity of reducing levels of prptectiono 

The d i f f i cu l t i es vdth which action in this f i e l d w i l l be faced, and 
the relations between protection and subsidies, are among the subjects 
discussed. Attention i s drawn to tiie necessity of studying the possible 
changes to be introduced in industrial/agricultural price ratioSo Lastly, 
stress i s laid on the importance which m̂ gr attach to this question JJI the 
determination of the behaviotcr of international enterprises» 

The third problem analyzed concerns project evaluation cr i ter ia» I t 
may safely be said that the export prospects of ary industry to be 
established in the future are largely determined at the time >áien the 
inveslanent projects are prepared. I t i s at this stage that decisions are 
adopted as to plant size, the products to be manufactured and the local 
and imported inputs to be used, the technical processes to be applied, 
the question of location, etc. 

/Hence the 
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Hence the following point i s emphasized: i f the expansion of 
industr ial exports i s established as an objective, i t i s essent ia l that 
the public~sector agencies iiiiich evaluate industrial projects should 
attach sxiff ic ient w e i ^ t to the export variable i n the ir select ion cr i t er ia , 

A fourth type of measure relates to l e g i s l a t i o n on foreign capital* 
Here the point to be stressed i s the necessi ty and p o s s i b i l i t y of 
inducing the international enterprises to urodify the ir export pol icy. 
Examples taken from countries inside aixi outside the region are cited 
to show the v i a b i l i t y of achieving concrete results i n t h i s f ie ld» 

I t i s considered that clauses could be incorporated in the foreign 
enterprises Dtatute which in one way or another would relate foreign, 
exchange exç)ort earnings with the granting of tax or other incentives or 
privileges® 

The f i f t h group of measures i s concerned with imports and developnent 
of technology® Given that one of the basic objectives pursued in raising 
the l eve l of technology i s t o improve loca l industry »s capacity t o compete 
i n world markets, i t fol lows that State a c t i v i t i e s i n the area of exports 
and i n that of developaent of techonology should necessarilsr" go hand in hand. 

The steps to be taken in t h i s direction migjht perhaps be grouped i n 
two categories: (a) measures designed to change the attitiide of entrepreneurs 
to e f f i c i ency and therefore to the necessity of rais ing the l e v e l of 
techjiologyj and (b) measures aimed at improving, in both quantitative and 
qual i tat ive terms, the supply of domestic and imported technology available 
to enterprises® 

In the case of private enterprises, whether domestic or foreign^ i t 
may be assumed that dsnand for technology wi l l increase in so far as t h i s 
imixLies a r i s e i n rates of return or at a l l events a means of preventing 
thon frcm decreasing» Consequently, the success of any measures adopted 
to stimulate the donand i n question w i l l largely depend upon how far they 
contrive to create an industr ia l environment in vdiich the l eve l of 
e f f i c i ency i s one of the determinants of rates of return, Ihe following 
are among the measures that might serve th is end: reduction of e f f ec t i ve 
protection of domestic markets; ejqxjrt incentives; in the evaluation of 
projects financed the public sector, application of cr i ter ia relating 
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to their level of technology; observation of the same principle vdth 
respect to the granting of concessions fo r imports of specific equipment; 
iise of domestic content indices in which weight is attached not only to 
local industry* share of the value added in production of each good, but 
also to the corresponding content of technologjrj action to promote the 
emergence of enterprises of a size compatible with investment in research 
and developments and tax exemptions and incentives for enterprises 
introducing innovations that vd l l push up their level of ef f ic iency. 

As regards the role that the public sector should play in boosting 
the supply of technology, both domestic and imported, mention i s made 
in the study of several specific w^s in which action could be taken. 
The f i r s t of these, which does not seem to have been systematically tried 
out up to the present, consists in using the purchasing power of the 
centra], administration and of public and semi-public enterprises as an 
instrumerxt for the promotion and development of local technology. Action 
of this kind may be particulary appropiate in the capital goods i:ector, 
•iãiere the public sector is usually the leading consumere I f in addition 
to the purchases made directly by State enterprises account i s taken of 
the equipment bought by the private sector with public financing and the 
equipment used t̂ r firms f u l f i l l i n g o f f i c i a l contracts (public works), i t 
can be deduced that the public sector's opportunities of contributing to 
the development of the capital goods industry are enormous» 

A second tjipe of action i s the formation of cadres of specialists 
in engineering design, This would be a matter of establishing high-level 
engineering firms viiose act iv i t ies, to begin with, might be channelled 
into the areas of strategic importance for national development, Ihese 
enterprises vrauld doubtless have their origin in the State agencies 
existing at present, 

A third area of action referred to in the study i s that of the 
creation and/or strengthening of technological research institutes. 
Stress i s la id on the possibil ity of carrying out multinational projects 
in specific areas. 

I t i s contended in the study that the Latin American countries' 
chances of gaining a stable and worthwhile position in the world market 
for manxifactures, at least as far as the sectors enjoying comparative 
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advantages i n terms of natural resources are concerned, are to some 
extent contingent upon tine ef forts made at the three levels mentioned 
above: technological research, engineeilng design, and manufacture of 
machinery a l l on a c lear^ut basis of sectoral special ization. 

With regard to technology purchased abroad, the public sector can 
make i t s influence f e l t throu^ the pertinent l eg i s la t ion and through 
direct advisory services to enterprises. In th i s l a t t er f i e l d , i t can 
define sectoral pr ior i t ies , of fer guidance to enterprises respecting the 
most appj>opiate sources and procedures for transfers of know-how, see 
that the cost of such transfers does not exce©i inteznational l eve l s , 
evaluate actual u t i l i za t ion of the know-how purchased, and ensure that 
conti-acts do not contain restr ic t ive clauses which imply increases in 
real costs and af fect export prospects» 

In this direction, a great stride forward has been made within the 
fraciework of the Andean Group, whose common regulatior^ for the treatment 
of foreign capital include art ic les that clearly re f l ec t concern id-th 
the pcPGibilities discussed above» 

5» Trade policy measures 

The f i r s t necessity to -váiich attention i s drawn i s that of according 
due importance, in the formulation of export policy, to analysis of world 
market trends in relation to the various sectors» I t i s pointed out, 
however, that since Latin Americans-share in exports i s . very modest in . 
case of the great majority of manufactured goods, the key problem seems 
to be that of creating a supply vdiich w i l l meet world market requirm^ts» 
In other words, while the potential importance of obtaining trade 
preferences from the developed and soc ia l i s t countries i s not over looked, 
the fact emphasized here i s that perhaps the most d i f f i c u l t obstacle to 
surmount does not l i e i n that direction, but on the side of the avai labi l i ty 
of a supply satisfactory enough in quantity and quality for real advantages 
to be taken of the preferences in questiono 

A second topic of discussion i s the need to make a thorou^ study 
of the poss ib i l i ty of partly reorientating the Latin American coiintries' 
international trade, against the background of the data furnished in 
chapter I on the dynamism, content and orientation of the trade of the 
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principal countries and groupings operating in tiie world market. Nevertheless, 
over the short and medium term at least j i t i s of great interest , in view 
of the regiones meagre volumes of industrial, exports, to analyze not only 
the over-all growth of the various markets, but also, in particular, the 
specif ic opportunities in each market that are adapted to the volumes and 
characteristics of Latin American products. 

Whatever the market strategy adopted, one l ike ly means of obtaining 
substantial benefits over the short term seons to be the use of the public 
sector's pxirchasing power as an instrument of pressure in external markets 
to encourage exports, whether they are effected by public or private 
aiterprisesa 13iat i s to say, given a strategy m^h respect to markets 
and products, i t seems essential that the different goveniment agencies 
and departments at least should adopt their export and import decisions on 

i co-ordinated and consistent lines» 
The other important branch of váiat i s generally understood by trade 

policy i s that relating to the establishment and application of measizres 
to regulate exports and importse A document describing and aniilysing the 
various poss ib i l i t ies in respect of instruments of this type i s being 
presented at the Meeting, 

6, Institutional organiaation 

This problan i s of outstanding interest in so far as irrespective 
of the pol i t ica l model adopted, the public sector wi l l have to play 
a major role in the f i e l d of foreign trade. 

As a general rule, in the Latin American countries the various foreign 
trade functions were distributed, not alv^iys organically, among a large 
number of o f f i c i a l agencies. In face of this situation, the countries 
of the region sean to be reacting in the direction of sett ing up agencies 
in which the functions in question are centralized. The important point 
i s that any central agencies thus created should maintain functional 
relations witJi the planning system, the industrial development agencies, 
the producer enterprises and those providing services (transport and 
insurance), the f inantial institutions and the department concerned with political' 
relations with the rest of the world, Hiese functional relations would 
have to be conceived in such a way that the objective of ejqjanding industrial 
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exports would be incorporated as one of the cr i ter ia for decision-marking 
within the various agencies. This suggest that the order of rank of the 
central organs of foreign trade i s a decisive factor, 

A special document on inst i tut ional questions as a vdiole, both at 
the national and at the international l eve l , i s being presented at 
the Meeting, 

7o Selection of priority sectors 

The f i r s t point made i s that i t vd.ll be unrealistic to aim at 
raising the l ev e l of eff ic iency in a l l the sectors of production at once» 
Hence the imperative need to select for e:^30rt purposes certain priority 
sectors in which to concentrate interaal e f for t s . Extra attention would 
be devoted to these sectors, over and above what i s implicit in general 
export development policy^ 

In order to make the selection^ i t i s suggested that each of the 
jxjssible priority sectors should be studied at l eas t from the following 
standpKsints: 

Iong~tem donand prospects in the various markets} 
(b) Degree of interrelationship with the rest of the local 

productive ac t iv i t i e s ; 
(c) Relative participation of domestic and foreign enterprisesj and 
id) Structure of labour, capital and foreign exchange requirements. 
As regards knowledge of world market prospects, the jus t i f i cat ion 

of th i s requisite seems obvious enough, lhe degree of interrelationship 
i s considered relevant inaismuch as in the f i r s t place i t indicates the 
backward linkage of the expansion of the sector concerned ( loe , to what 
extent i t vjould draw the ac t iv i t i e s of the col lateral sectors i n itsj.%íake), 
and secondly, i t permits identi f icat ion of bottlenecks outside the 
sector which might hinder the improvement of i t s efficiency,, 

The reason why i t i s desirable to distingtdsh between the sectors 
i n which domestic enterprises predominate and those i n which foreign firms 
play the major part i s that the meastires which might be adopted by the 
public sector are different in each case, 

/Where domestic 



V-
ST/ECIA/Conf.37/L.28 
Bag© 33 

Vlhere domestic enterprises are concerned, i t vd l l be possible to 
provide technical assistance at the plant l eve l , encourage mergers, 
promote engagenent of the services of technical spec ia l i s t , etc . 
In the case of foreign f lpnsj the most e f fec t ive form of goveironent 
action vdll be direct negotiation vdth ttie top executives of the enterprises» 

Bie analysis of the proportion in which each sector uses the various 
factors of production may help in incorporating export policy into the 
framework of oveivall development objectives. I f the prices of foreign 
exchange, labow and capital rea l ly re f l ec t the relative shortage of 
these factors, the general principle to be recomanded would be that of 
concentrating on those sectors in which foreign exchange can be obtained 
at the ].ow8st possible to ta l socia l cost<> Hie ut i l i zat ion of the various 
factors of production could be aggregated, enabling a comparison to be 
drami between the various sectors . In practice, howeverj the ^'social cost" 
are vnknom, and i t i s therefore necessary to work on the. basis- of the 
admittedly distorted market prices» Hence the advisability of icaVáng 
a aeperate study of the proportion in tóiich each of the factors of 
prodiiction i s used. 

An attempt i s next made to give examples, sector by sector, of the 
various combinations which can be found with respect to the u s e of capital, 
labour and techno logy® l a s t l y , attention i s drawn to the need for the 
pattern of indxjstrial exports to be visualized in dyneffiic terms» In the 
i n i t i a l stage, the products exported may be those pertaining to wèiat may 
be called "autonomous" sectors (processing of natural resources and 
assmbly of imported inputs). Gradually, these wi l l be joined by the 
products that are more closely linked to the rest of the local structvire 
of production (chief ly machinery). For several years to come, tiie relative 
importance of products of th is l a s t type in the export pattern wi l l 
probably be limited® The main advantages of their incorporation derives 
from their stronger backward linkage with the col lateral a c t i v i i i e s . 

In the designing of such a possible sequence of export structures, 
an essential role may be played by the analysis of the lead times of 
investment intoided to create esqjortable supply in the various sectors. 
In mar̂ r of than results in terms of exports may possibly not be obtainable 
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unt i l f i v e or even years have gone by. I t i s during th i s interval 
that the greater importance vdH attach to measures desigjied to increase 
the e35)orts of the existing productive act iv i t ies» This applies 
particulary to tax, credit and exchange incentives . 

Formulation of sectoral export programmes 

Assuming that spec i f ic sectors are to be selected in vhich major 
e f for t s w i l l be concentrated to promote exports of tiieir products^ 
detailed studies vd.ll have to be prepared, indicating the products to be 
exported^ the exist ing enterprises, or projects for the new plants that 
w i l l have to be constructed? the nature and time sequence of the speci f ic 
measures to be adopted by the public sector, at the l eve l of industrial , 
trade and inst i tut ional policy, in order to ensure the v i a b i l i t y of the 
exports in questions the infrastructure and supply problems that w i l l 
hava -iü be solvedj atxi the marketing -channels that w i l l be "iosedo 

I t may wejJ."be.táiat varáous parts of these sectora.I"studieG are 
already available, or i n process of preparation, i n di f ferent p:jblic or 
private institutions» In that case, they would have to be integrated so 
that the internal consistency of the diverse i n i t i a t i v e s programmed or 
under way could be evaluated» 

3his work of sectoral programming for export purposes would 
undoubtedly have to be f i t t e d into the framework of the sectoral plans 
that are usually foraiulated at the l e v e l of the national planning o f f i ce s or 
the various Ministries or agencies conceded with industrial development» 


