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FOREWORD

Four years ago, the secretariat submitted
to the States members of ECLAC the
document entitled Changing Production
Patterns with Social Equity. It offered
general guidelines for the development of
the countries of Latin America and the
Caribbean, including, in particular, the
proposal that production should become
more internationally competitive, not only
in order to increase exports but also to
achieve efficient import substitution. At
the same time, the document offered a
framework for subsequent activities of the
Commission revolving around the study
of a number of related topics.*

The economic panorama of the region
has indeed changed considerably in these
four years. Although with certain
differences among countries, the
macroeconomic disequilibria of the past
decade have begun to be corrected; the
transfer of resources out of the region has
turned around to become a huge net
inflow of foreign capital; the export sector
has grown and diversified; and economic
activity as a whole has shown a modest
recovery. The Latin American and
Caribbean countries are now feeling the
need to build on these advances, some of
which are still rudimentary and partial,

*

surmount the difficulty of making
headway in highly competitive
international markets and overcome the
considerable social lags that have
accumulated. Their chance of carrying out
all these tasks will ultimately depend on
establishing better linkages with the global
economy.

One of the many conclusions reached
in this document is that, notwithstanding
the multiple obstacles that impede
development in the region, a constellation
of potentially favourable factors is also
present today which could give this
development a strong boost. These
include the gradual assimilation of the
lessonslearned in the process of increasing
and diversifying exports; improvement of
the quality of macroeconomic
management; the chance to fill a gap in
public policy instruments in the region
-i.e., the implementation of micro- and
meso-economic policies- in order to
increase productivity in accordance with
the best international practices; renewed
access to external financing; and aboomin
intraregional economic cooperation.
Another factor has been the recent
adoption of new international trade rules
under the Uruguay Round. These rules,

Thus, for example, the link between changing production patterns, social equity and the environment

was addressed in 1991; in 1992, the existing reciprocal ties between changing production patterns
and social equity were examined in further depth; and in 1993, the topic of population was
incorporated into this framework. The references for these documents are contained in the

bibliography.
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although far from meeting all the region’s
demands, atleast represent a step forward
in support of multilateralism.

Whether improvements can be made
in the participation of Latin America and
the Caribbean in dynamic frade flows and
in the region’s access to technology,
foreign direct investment and financing
depends in part on exogenous factors
which are beyond the control of the
countries of the region. However, much
remains to be done in terms of both
national policies and intraregional
cooperation  to enhance linkages with the
global economy.

The main purpose of this document is
to explore the scope of efforts being made
to achieve these objectives. It discusses
three interrelated types of policies,
namely, trade policy, micro- and
meso-economic policy in support of
production systems, and macroeconomic
policy, with specific emphasis on financial
flows. The last one is especially relevant in

*of

the current economic environment, in
which capital inflows are having a crucial
effect on two key variables in the
behaviour of exports —interestrates and, in
particular, exchange rates.

The document is divided into three
parts, one for each type of policy. The first
chapter of the summary section not only
provides an overview of the contents of
these three parts, but also combines their
various components into an integrated,
coherent presentation in the framework of
the systemic proposal that has been put
forward by the secretariat.

It should be noted that this document,
like those preceding it, does not claim to
offer universal recipes, in view of the
enormous diversity of situations in the
region. Rather, itseeks to promote a debate
on areas of key interest to the various
countries in their efforts to improve their
linkages with the global economy, as part
of the agenda of changing production
patterns with social equity.

The potential for economic integration is the subject of a separate but complementary document. See

ECLAC, Open regionalism in Latin America and the Caribbean. Economic integration as a contribution to
changing production patterns with social equity (LC/G.1801/Rev.1-P), Santiago, Chile, 1994. United

Nations publication, Sales No. E.94.11.G.3.




SUMMARY AND CONCLUSIONS

A. INTERNATIONAL LINKAGES AND DEVELOPMENT

1. Main features of Latin American and
Caribbean linkages with the global
economy in the 1990s

1. The linkages between a number of
Latin American and Caribbean countries
and the international economy have
undergone very significant changes in
recent years. These include, in particular,
the intensification of efforts to export and
to liberalize imports, a process that began
during the 1980s in several countries and
that is becoming more pronounced in the
1990s. For the region as a whole, the
volume of merchandise exports increased
by an annual average of 5.4% during the
1980s, and by 7% from 1990 to 1994; these
figures compare favourably with the 4.7%
growth rate recorded for the volume of
world trade during thatsame 14-year period.

2. None the less, the relative buoyancy
of the export sector has not always been
reflected in the behaviour of the
economies as a whole. In the 1980s, gross
domestic product increased by only 1.2%
a year; from 1990 to 1994, it registered an
average annual growth rate of 3.4%. As a
result, the export coefficient rose from 14%
in 1980 to 21% in 1990 and to 23% in 1994.
In other words, the growing importance of
the export sector in the region’s economies
can be attributed in part to the expansion
of this sector, and in part to the poor

performance of the regional economy as a
whole.

3. The reason for this phenomenon is
that during the 1980s, in a context of
burdensome external debt service and a
collapse of the flow of fresh funds to make
the necessary economic changes, the
countries of the region had to make a
recessive adjustment. A good part of this
adjustment was based on sharp reductions
in the money supply and fiscal expenditure,
and on devaluations in the exchange rate
for the dual purpose of slowing down
imports and promoting the production of
exportables. In the first stages -marked by
high costs of domestic finance and scant
improvement in productivity— real wage
levels, employment and production
activity bore the brunt of the adjustment,
and this in turn depressed domestic demand.

4.  Thus, although export volumes were
frequently dynamic, the opposite was true
of production and investment for the
domestic market, especially in non-tradables
at the international level. Consequently,
the performance of the economy as a
whole, as well as of investment and total
output, tended to be rather lackluster
despite the growth of exports. -

5. Asmall portion of this growth was the
outcome of a still incipient change in
production patterns, based on an
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endogenous process of increases in
productivity and encouraged, inter alia, by
the gradual elimination of anti-export
biases in economic policy. The restructuring
process also enhanced the competitiveness of
a growing number of firms and increased
their capacity to explore and penetrate
external markets, with considerable
variation among the countries of the
region. This change in production patterns
gained momentum in the 1990s.

6. Part of the impact of the push for
exports was also neutralized by the
deterioration of the terms of trade that was
caused not only by negative trends in the
international markets for the region’s
exportable supply, but also by insufficient
diversification of Latin America and the
Caribbean’s trade structures in favour of
product lines having a more stable,
dynamic external demand.

7. Since the beginning of the present
decade, and owing to a combination of
factors, the outward transfer of financial
resources that characterized the 1980s has
reversed itself, and private external finance is
once again in abundant supply, with
annual inflows averaging US$ 61 billion for
the period 1992-1994. Net inflows, which
mirror the universal changes taking place in
international capital markets, have been
based on more diversified sources of finance
than before. In particular, foreign direct
investment and portfolio investment have
increased in the form of bonds and equities
—either directly or as ADRs/GDRs—, and foreign
investors are increasingly participating in
emerging markets. These phenomena
indicate that the region is developing new
mechanisms to attract external resources,
and that the growing importance of
foreign direct investment means not only
more funds but also technology transfers in
support of the processes. 1nvolved in
changing production patterns.

8. In a situation of increased capital
inflows, most of the economies have
begun to recover in a context of greater
price stability. However, their growth
tends to be much slower than the trend in
export volumes would suggest. One

reason for this is the deterioration of prices
-which fell by an average of 11% just
between 1990 and 1994- and the weakness
of production linkages between the export
sector and the rest of the economy.

9. Thereversal of the trend innetexternal
finance from a situation of marked
constraint to one of considerable abundance
has not been reflected, in general, in
investmentlevels. Available data up to 1993
indicate that gross fixed capital formation
stood at over 18% of regional gross
domestic product, somewhat higher than
the average of 17% in 1983-1990 but much

lower than the 24% registered in the

five-year period 1976-1980. The growth of
the investment coefficient has been
significantly slower than the increase in
resources from abroad, because part of
these resources had to be spent to offset the
deterioration of the terms of trade, while
another part was used to finance more
consumption, espec1a11y of imported
goods. '

10. = Because of the1r high volume, these
flows have also had some undesired
effects in a number of countries, especially
on the exchange rate and money supply,
and have increased the countries’

vulnerability to external shocks. In some
cases, these effects have undermined the
objective of promoting the tradables sector
of these economies and, as mentioned
above, have diverted natlonal saving to
the consumption of imported goods.

11. In general, the economic policy
adopted by the countries of the region has
underlined the need to export more goods
and services and to do it better. In a
situation where imports are expanding
faster than exports, and where there is a
growmg deficit on current account, the
increase in export volume increasingly
appears to be a macroeconomic requirement
for sustaining the recovery of growth. It
would also be useful to strengthen the ties
between export sectors and other production
sectors, because such linkages lead to
intermediate demands for goods, services
and labour, quality improvements and
absorption of technological progress.



SUMMARY AND CONCLUSIONS

15

2. The international scenario

12.  The international scenario will
present new challenges and opportunities
for Latin America and the Caribbean in the
foreseeable future. Four features of world
economic trends in the 1990s stand out:
i) slower growth in the industrialized
economies in comparison with previous
decades, and recession in the transitional
economies; ii) stronger trends towards
globalization and technological change;
iii) realignment of the major markets,
with Asia becoming more important in
global economic dynamics, and with
many developing countries seeking to
improve their linkages with international
markets; and iv) an impressive
expansion of international capital
mobility and the creation of mechanisms
to facilitate this expansion.

13.  One of today’s leading trends is
globalization, as can be seen from the
increasein trade volume compared toglobal
output, theboomin foreign directinvestment
@Dy and the enhanced importance of
transnational corporations, the much
more flexible, dynamic financial system
and the new international organization of
production and trade characterized by the
importance of subcontracting and intra-
industry (and intra-firm) trade. This
globalizing trend is not immune to the
tensions produced by trade imbalances in
the countries of the Organization for
Economic Cooperation and Development
(OECD), especially the high surpluses in

Japan and the deficit in the United States,
the persistence of protectionist attitudes
and the latent risk that agreements among
groups of countries will lead to more
closed economic blocs.

14. Technological change, for its part,
offers many opportunities and also some
risks. In growing economies, it favours the
net creation of jobs in the medium term,
but may actin the opposite direction in the
short term. This risk is higher if global
investment is relatively low. It is worth
noting that the most important impact of the
current technological cycle onemployment is
the obsolescence of certain skills and
know-how. Consequently, some jobs are
eliminated and others are created which
require new skills that workers who are
currently unemployed or those who have
been displaced by technical or orgamzahonal
change do not necessarily have.

15.  Notwithstanding the foregoing, the
recent signing of the Final Act of the
Uruguay Round of GATT, together with the
ratification of the North American Free
Trade Agreement by Canada, the United
States of America and Mexico, constitute
(for different reasons) a reaffirmation of
multilateralism which is consistent with
the globalization process. The adoption of
new rules, procedures and institutions to
govern contemporary international trade
is-a promising —although still imperfect-
point of departure for the efforts being
made throughout Latin America and the
Caribbean to improve the region’s
linkages with the global economy.

B. POLICY GUIDELINES

1. Introduction

16. To make sustainable changes in

production patterns with social equity, the
economies of the region must improve
their linkages with the international
economy, i.e., their participationnin
dynamic flows of trade, foreign direct
investment, technology and finance. These

linkages should enhance the countries’
capacity to take advantage of expansive
cycles in international and regional trade
and to cope with adverse cycles and
financial instability by diversifying
products and markets, seeking investment
and alliances abroad, applying domestic
stabilization mechanisms and improving
the coordination of exports with other
productive activities.
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17.  What is required in order to make a
quantitative and qualitative improvement
in the linkages of the Latin American and
Caribbean economies with economic
globalization is a simultaneous, coherent
effort in a number of policy areas, within
the framework of the systemic approach
proposed by the ECLAC secretariat. These
areas include policies on trade, exchange
rates, productive development and
finance and, in particular, the interaction
among the policies themselves. In other
words, for these policies to be effective
and efficient, none of the areas can be
addressed in isolation from the rest.

18. Indeed, in the absence of a suitable
macroeconomic environment, the effects
of micro- and meso-economic policies
designed to promote the development of
the production sector will be weakened.
To base such efforts exclusively on trade
policies, disregarding the expansion of
production and the macroeconomic
environment, may, at best, promote export
growth, but this may not necessarily
invigorate the rest of the economy. On the
other hand, limiting export promotion to
trade reforms and the preservation of
macroeconomic equilibrium may lead to
stability but not growth, and still less to the
stimulation of endogenous processes of
improved productivity and competitiveness.

19.  There are, of course, no universally
valid paradigms for improving international
competitiveness; the experiences of East Asia
show that, although there may be a common
denominator in the general approach,
different paths have been taken in terms of
the details of policy implementation,
instruments and institutions. With this
caveat, the subject areas and proposed
policy guidelines contained in this
document are presented below.

2. Integrated trade reforms

a) A strategy for enhancing the region’s
integration with the global economy

20. The modernization of trade policies
requires more, of course, than just

reducing import restrictions: this is, at
best, only a starting point. In addition, a
strategy must be developed for improving
the region’s linkages with international
markets, which would then be
implemented on the basis of a series of
coherent guidelines and measures that
would persistently and energetically help
promote the production of goods and
services with export potential.

21. Tariffs, non-tariff measures and
incentives to produce non-traditional
exports are core components of any trade
policy. Together with the exchange rate,
they influence the net incentive to export
or to substitute imports. The anti-export
biases of this combination of incentives
must be eliminated. It would even be
advisable to introduce temporary
biases in favour of non-traditional
exports, which would be consistent with
a reasonable degree of transitory
protection for other activities; this would
create a mix of selective policies geared
towards overcoming market
shortcomings and taking advantage of
clear externalities.

22. One expression of the selectivity
referred to above is found in the reformed
tariff structures in the region in recent
years. Many Latin American and
Caribbean countries have drastically
reduced their high tariffs and have
considerably narrowed the distance
between minimum and maximum levels.
However, the great majority of them have
retained a certain moderate differentiation,
with only a few brackets, which isjustified
on the basis of externalities and
deficiencies in factor markets (technology,
finance and training) and product markets
(economies of scale and dynamic
externalities).

23.  With regard to the production and
sale of exportable goods and services, a
bias persists in many cases against the
value added in their production, although
it is clear that this bias has been
significantly reduced. The new tariffs,
although they tend to be moderate, are
usually above zero, and do not always
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have an equivalent counterpart in
incentives to compensate exporters. In
such cases it thus becomes necessary to
offset the specific anti-export biases
generated by protection. Added to this, in
general, is the failure to provide
compensation to pioneer exporters for the
externalities they generate, even though
their activity has all the earmarks of an
“infant industry”.

24. The first firms to identify a new
product which the country can produce
efficiently and sell on international
markets at competitive prices are real
innovators. They become liable to the costs
and risks of penetrating a new market;
once they have done so, other firms benefit
from the innovator’s efforts. Pioneer
exporters therefore deserve to receive
incentives so as to be able to meet the high
initial costs of penetrating markets, and
should be compensated for the positive
externalities they generate for the other
firms that imitate them.

25. Promoting the international
competitiveness of a country’s products
and of its non-traditional exports
necessarily forms a part of the policy mix
aimed at implementing a strategy to
change production patterns. Experience
shows, however, that incentives —both to
enhance international competitiveness in
domestic activities and to promote
non-traditional exports— should be
circumscribed, should be limited in
duration, should depart no more than
moderately from a point of neutrality and
should do so selectively.

26.  The outcome of trade liberalization
and its evolution are influenced by each
country’s structural features, its economic
situation and the mix and sequencing of
policies. However, opening up an
economy to imports does not, per se,
guarantee high export and Gbp growth
rates. There is a clear need for
complementary measures which are
directly aimed at promoting exports,
easing the restructuring of import
substitutes and improving systemic
competitiveness.

27. It is important to send out clear
signals on the significance of investment
and innovation in expanding and
improving export capacity, and of
restructuring and rationalizing the sectors
that produce importables. A well-
balanced management of the exchange
rate, a gradual overall reduction of
protection levels, effective export
promotion mechanisms and a productive
development policy will be crucial
elements in achieving this objective.

28. Exchange rate or investment
policies should not respond passively to
misleading short-term signals, such as a
temporary increase in exports resulting
from an initial recession or from the
elimination of artificial obstacles, or the
failure of imports to react immediately to
liberalization, also because of a recession
or lack of marketing channels.

29. Reform processes in which
decisions are shared with private agents
are less traumatic, since they make it
possible to adjust to the new conditions at
the micro-economic and sectoral levels. If
trade liberalization is accompanied by
consistent macroeconomic policy and
credibility in government action, there are
better chances of working together to
reduce the costs of adjustment.

b) Exchange rate policy and trade
reforms

30. Tariff reductions should be
accompanied (if not preceded) by a
compensatory variation in the real
exchange rate. Easing access to imports,
associated with an appreciation of the
currency (and the use of this policy to
stabilize prices), is usually a dangerous
combination for the equilibrium of the
balance of payments and for productive
development.

31. A sine qua non for the success of
trade reforms, whether these involve a
drastic liberalization or a gradual opening
and whether they are integrated or only
partial, is to avoid exchange rate
appreciation. The experience of a number
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of Southern Cone countries in the period
1976-1981 illustrates how harmful the dual
impact of real exchange rate appreciation
and drastic liberalization of imports can
be. To enable the Latin American
economies to produce tradables, a
favourable, stable effective exchange rate
must be maintained, i.e., a real exchange
rate which, as a reflection of the basket of
currencies used in the country’s foreign
trade, fluctuates on the basis of long-term
factors, is relatively independent of
temporary economic conditions and is not
overly correlated with short-term capital
movements.

32.  The impact of exchange rate policy
on the various sectors is heterogeneous.
The greater the diversification and
installed capacity of the industry, the more
sensitive it will be to exchange rate policy.
It has been shown that the elasticity of the
manufacturing sector in relation to the
level of the exchange rate and equivalent
incentives is systematically higher than
the elasticity of total exports, in both the
long and short terms, and that this sector’s
velocity of response is also higher,
especially in countries where industrial
diversification and expansion of
production capacity have historically been
greater.

33. A number of empirical studies also
show that a stable real exchange rate, at a
remunerative level for producers of
tradable goods and services, is essential to
the success of a trade policy geared
towards changing production patterns.
Exchange rate instability tends to hurt
investment, especially in non-traditional
exports, since the process of launching
products in international markets is
usually costly, and investors will not take
the risk without being fairly certain that
the venture will be profitable.

34. One of the key economic policy
challenges in the region, which arose in the
early 1990s, is to find a way to maintain
trade liberalization together with either
the depreciation or stability of the
exchange rate in a situation of huge net
capital inflows. To do so, countries must

not only encourage domestic saving but
must also regulate these inflows in order
to maintain the real exchange rate at a
competitive level in line with the relevant
medium-term factors.

35. Most of the recent liberalization
experiences in Latin America have taken
place in economies whose exchange rates
had previously depreciated sharply as a
result of the debt crisis of the 1980s and the
shortage of external finance. Under
current reforms, however, the effects are
being produced in a context of a strong
real exchange rate appreciation in the
1990s, associated with voluminous flows
of external capital, much of which is
short-term. Systematic data for 17 Latin
American countries indicate that 12 of
them have experienced significant
revaluations of their real exchange rates
during this decade. It is worth repeating,
however, that these revaluations occurred
following considerable depreciation. With
regard to capital movements, it is
noteworthy that net inflows in 1992 and
1993 represented a similar proportion of
GDP as in the period 1977-1981, and
quadrupled the low average of 1983-1989.

36. To sum up, there are no good
substitutes for exchange rate stability,
especially in economies such as those of
Latin America, for which a qualitative
improvement in international linkages is a
decisive factor in their development
strategy. Hence the importance of linking
trade policies with those designed to
expand production and gain a better
international financial position by
stimulating domestic saving, fostering a
comprehensive development of the
country’s capital market, reducing its
segmentation, and adapting the level and
composition of external capital inflows to
the domestic capacity to absorb them.

¢) Anti-dumping regulations,
countervailing measures and
safeguard clauses

37.  Liberalizing their trade policies and
import regimes has made Latin American
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economies more vulnerable to unfair trade
practices and the instability of their
trading partners. It is therefore essential
that the countries of the region adopt or
improve anti-dumping regulations,
countervailing measures and safeguard
clauses, without, however, allowing
private interests to use the new provisions
in these areas to introduce undue regional
protectionism.

38. Under the Uruguay Round, new
international regimes have been adopted
in each of these fields. Accordingly, the
regulations which countries adopt in this
area will have to be compatible with the
commitments made. While it is true that
the new regimes will determine the kind
of mechanisms that the countries of the
region can establish, they will also limit the
arbitrary treatment sometimes faced by
Latin American and Caribbean exports in
extraregional markets.

39. The issue of fair competition is
becoming increasingly relevant in the
context of current regional integration
agreements leading to total liberalization
of the corresponding markets. It is
particularly important that the safeguard
mechanisms adopted in Latin America
and the Caribbean to avoid exceptional
short-term problems should not interfere
with the long-term benefits that can be
expected from intraregional integration
programmes (see ECLAC, 1994a).

40. Theadoption of the new regulations
emanating from the Uruguay Round
could limit the possibilities of
implementing an active trade policy in the
region, particularly for the promotion of
non-traditional exports. However, those
regulations do make certain exceptions for
the developing countries, and the
countries of Latin America and the
Caribbean should take advantage of them
to promote their exports, while taking care
to avoid infringing upon multilaterally-
established rules.

41. In this connection, the countries of
the region should evaluate carefully the
new opportunities for market access

afforded by the results of the Uruguay
Round, examine the possibilities and
restrictions created by the new
multilateral regime and rethink many of
the issues related to the latitude they enjoy
for formulating policies on trade and
productive development. For example,
such policies must consider their new
linkages with the environment and social
rights.

42. These observations hold true not
only for the action to be taken immediately
following the conclusion of the Uruguay
Round, but also for future international
negotiations, particularly those on free
trade agreements with developed nations.
They also hold true for making better use
of generalized systems of trade
preferences, especially in cases such as
that of the European Union, which in 1994
will define its new system of preferences
for the developing countries.

d) Export-promotion policies

43.  The countries of the region should
have active export-promotion policies. As
mentioned above, the main reasons for
implementing such measures are the need
to offset the anti-export bias inherent in
tariffs, alluded to in earlier paragraphs; the
positive externalities generated by export
activity; the shortcomings in capital
markets for financing exports; and the
economies of scale and learning
opportunities that exporting provides.
Without an active export-promotion
policy, exports will tend to be
concentrated in products for which
demand is less dynamic and more
vulnerable in global markets.

44. One basic prerequisite for
promoting the competitiveness of export
firms is to guarantee them access to inputs
on competitive terms. These firms should
have access to flexible mechanisms for
importing inputs on a temporary basis to
produce exportables, once certain basic
requirements have been met. Other
alternatives are tariff exemptions or
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drawbacks, with a minimum of red tape.
Such mechanisms could also be applied to
indirect exporters (domestic producers of
inputs for exporters).

45. The governments of the region
could support pioneer export firms by
providing incentives for exports of new
products or for penetrating new markets.
One mechanism is a “simplified
drawback” for products whose export
level is below a given amount for a specific
period. These incentives should be
moderate (helping to place competitive or
near-competitive products in foreign
markets), limited in time, and subject to
precise results in terms of new products,
-amounts or markets.

46.  The public sector can help improve
performance in foreign markets by
providing institutional support for export
activity, especially in the areas of
information, financing and export
insurance; management training to
encourage businesses to focus on
exporting; and promotion of the
exportable supply abroad. Pioneering
efforts are also being made in such areas
as investing abroad to support export
activities, marketing chains, joint ventures
with firms in target markets and other
mechanisms that export-promotion
policies are beginning to consider.

47.  The development of the exportable
supply within the country should also be
actively supported, in order to adapt it to
the demands of foreign markets. Timely,
up-to-date information on the
requirements of export markets in terms of
quality, environmental regulations,
standardization, deadlines and volumes
would facilitate this task. It would also be
useful to promote ties between domestic
firms and international trading
companies, particularly in sectors in
which the country has export potential.
Besides laying the bases for strategic
export alliances between domestic and
foreign firms, these ties also stimulate
steady quality improvement and the
development of new products, making
domestic firms more flexible in

responding to new commercial

opportunities.

48. Past export-promotion policies
often neglected sectors based on natural
resources. Recent technological advances
in microelectronics, data processing,
telecommunications and satellite
technologies considerably augment the
supply of information on the quality and
volume of economically available natural
resources. This is one more reason for
acquiring and strengthening comparative
advantages in non-traditional natural
resources with significant economic rents.

49. To be effective, an export-
promotion system must be somewhat
selective. It is impossible to promote
everything indiscriminately. The selection
of sectors, and export-promotion
decisions in general, should be made in
close, systematic cooperation between the
public and private sectors. To this end,
exporters’ and producers’ trade
associations should also be strengthened.

50. Many countries have recognized the
advantages of consolidating into one
institution the various agencies that
support non-traditional exports. These
agencies should be financially stable and
have qualified professional staff, so that
they can have more influence on policy
decisions affecting exports.

3. Meso- and micro-economic policies
for expanding production

51. One of the main concerns of the
ECLAC secretariat throughout the past
decade has been to enhance international
competitiveness by applying technical
progress to the production process. The
secretariat has emphasized repeatedly the
systemic nature of the effort required to
close the present gap between the “best
international practices” and the average
total productivity of factors in the
countries of the region.

52. It has also insisted that becoming
internationally competitive, either in
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exports or in efficient import substitution,
requires not only suitable macroeconomic
and trade policies, but also micro- and
meso-economic policies; in other
words, the enterprise itself must be
modernized (technology, equipment,
organization, labour relations), as must its
environment (factor markets and
infrastructure). The pace of restructuring,

and in some cases the very survival of the

firm, will depend essentially on the
information and human and financial
resources at its disposal.

53. The more distorted the factor
markets and the greater the uncertainty
about the seriousness of the adjustment
and liberalization process and the stability
of the prevailing key prices, the greater the
likelihood that potentially competitive
firms will fail, for lack of time and
resources, to undertake the restructuring
needed to acquire a comparative
advantage in the domestic or foreign
market.

54. This is why it is important that key
markets —those for technology, physical
capital, human capital and foreign
exchange- should function at
near-optimum levels. Horizontal policies
are needed to achieve this, namely policies
designed to fill in the main gaps and
resolve the main bottlenecks in those
markets. The difference between today’s
policies for expanding production and the
“industrial” policies of the past is,
precisely, the importance they attach to
improving factor markets, with a view to
narrowing or eliminating the gap between
the average productivity of the region and
that obtained using the best international
practices.

55.  Latecomers to development like the
countries of the region have tremendous
latent potential for increasing their
productivity. Narrowing the gaps
mentioned in the preceding paragraph —in
other words, modernizing— demands an
active learning and restructuring process
in the areas of technology and
organization, as well as in quality-control
systems and selling on new markets. All of

this entails a major investment in time and
capital, both physical and human,
especially by firms that are lagging
technologically. The essence of a modern
policy for expanding production is that it
facilitates this learning process, as
experiences in other parts of the world and
even some in the region show (motor
vehicles and parts, wood, paper and pulp,
for example).

56. Policies for expanding production
are designed to reinforce, rather than
replace, market forces. Any incentives
should also be temporary. An orientation
towards international competition
promotes abusiness attitude centred more
on productivity than on short-term
profitability, seeks levels of output that
result in economies of scale (either because
there is a large domestic market, because
the original orientation was towards
exports or because the activity involves the
continuous processing of a natural
resource that can easily be exported if
domestic demand is insufficient) and
tends to adopt relatively advanced but
tried and tested technologies (technology
is mastered, updated and even adapted, as
necessary).

57.  Buildingon theideas put forward in
Social Equity and Changing Production
Patterns: An Integrated Approach (ECLAC,
1992a), three sets of measures can be
proposed, given their special relevance to
policies for expanding production in
support of international competitiveness.
The first set of measures covers
technological development policies; the
second, manpower training; the third,
improvements in long-term capital
markets. A practical programme is also
suggested for putting the region’s
entrepreneurs in touch with the best
international production practices.

58. The following policy options are
proposed for technological innovation and
dissemination:

i) Implement domestic competition
policies that go beyond mere trade
liberalization.
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ii) Partially subsidize firms’ technological
innovation and development
activities, whether these are carried
out by them directly or in conjunction
with research centres, taking into
account the positive externalities
generated by these activities.

iii) Develop and strengthen systematic
monitoring of the technologies and
management methods available
internationally, and integrate firms
into the relevant information
networks, bearing in mind that each
firm should be able to make the most
informed choice possible as to the
technology it decides to apply.

iv) Ensure better financing for
technological development efforts,
paying particular attention to the
needs of small and medium-sized
firms. Such efforts include the
development of prototypes and pilot
plants to facilitate the transition from
research to application. The sums
needed may be relatively small, the
main idea being to demonstrate to
private banks that this kind of
investment can be profitable and to
serve as a tool for learning how to
evaluate technological risk.

v) Acquaint businessmen and economic

_agents in general with the most
promising experiences in developing
and disseminating technology
~technology centres for each branch of
industry, think-tanks, industrial
parks, links between universities and
business and alternative financing
mechanisms- in order to increase the
impact of these experiences.

vi) Promote strategic alliances between
domestic and international firms that
are leaders in technology, management,
quality and access to the most
important markets, by simplifying
administrative procedures, improving
information and providing tax
incentives.

59.  With respect to training, which is
sorely lacking in the region despite the
demonstrably high returns on investment
in human capital, and also despite the fact

that manpower capacity is a key to
productivity, the following measures are
proposed:

i) Provide tax and monetary incentives
to firms that train their staff, to offset
the negative externality that such
training creates (training tends to
benefit the worker far more than the
firm that trains him).

ii) Undertake promotional and publicity
measures to accelerate the use of
training incentives and to introduce
more efficient human resources
management practices and more
cooperative industrial relations.

iii) Reorganize the supply of training,
promoting private sources and
concentrating public efforts on
bringing instruction, and instructors,
closer into line with the production
system and its future needs; ensure the
quality and relevance of the courses
offered, establishing mechanisms for
certifying the training given; and
promote and finance training
opportunities for marginal or
unemployed workers or those
employed by small firms, who are not
usually reached by such programmes.

iv) Promote special basic training
programmes for the large segment of
the labour force (40%) that have not
completed their primary education,
and subsidize regular training
programmes to help raise the
productive potential of this huge
group of workers who will be unable
to benefit from any educational
reforms that are implemented.

60.  Thelack of along-term capital market
means that the extent to which most firms
in the region are equipped, modernized
and expanded, depends on their ability to
finance themselves, not on their future
prospects, and this leads to inefficient
allocation of capital. This problem is
aggravated during periods of
restructuring: the fact that a firm has
abundant capital (which may be a
reflection of its past success) does not
always mean that. it has a potential for
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success in the future, yet firms that have
such capital tend to invest it in their own
activity. They may even overinvest in
obsolete activities, to the detriment of
other activities with better chances of
being modernized and restructured.

61. Lastly, one specific proposal for
narrowing the gap between the
productivity of many of the region’s firms
-except for those on the leading edge of
their respective branches- and that of the
developed countries is to implement
massive extension programmes, which
would co-finance visits to foreign factories
where the “best international practices”
are to be found. '

62. The proposal involves organizing
and helping finance visits by managers,
engineers, technicians, supervisors,
workers and trade unionists, from various
production subsectors, to foreign plants
where the best practices prevail. These
visits would last for a specific period of
time, for instance, six weeks. On their
return, participants would write a report
on the best practices with respect to
equipment and technologies, production
methods, organization of work, industrial
relations, quality control, marketing and
other aspects. Each of them would
disseminate the results of their visits
among other firms and the respective
business associations and trade unions.
The programme would be open to any
sector willing to pay its share, whether it
was involved in exporting or in import
substitution.

4. Capital movements and
macroeconomic policy

a) Economic policy and access to
international financial markets

63. . In the context of the policies under
which trade liberalization was
implemented, most governments also
applied policies to reduce or eliminate
restrictions on international capital
movements. This initiative, combined
with greater macroeconomic stability,

investment  opportunities and,
particularly, the differential between
interest rates in the countries of the region
and those in international financial
markets, helped to strengthen the trend
in these markets towards the resurgence
of a significant flow of private external
funds. The combined effect of these
changes in the international arena and in
the region’s economies has led to the
re-emergence of net capital inflows in the
past three years.

64. International capital mobility plays
a number of highly significant roles in
development. Two of these are notable for
their macroeconomic effects: i) the
channelling of external savings towards
countries with insufficient capital; and
ii) the compensatory financing of external
shocks, which helps to stabilize domestic
spending. In Latin America and the
Caribbean, external capital has played a
positive role in both of these areas in the
1990s, even though only a small fraction of
net inflows have translated into an
increase in productive investment.

65. It is clear, then, that the capacity to
attract external financial flows does not, in
itself, ensure that savings and investment
processes will automatically be
strengthened. This is because domestic
and external financial markets have
serious imperfections, which limit their
ability to allocate resources efficiently,
especially to investment in tradable
sectors. In this context, a coherent,
sustained economic policy can play a vital
role in achieving more dynamic and stable
development.

66. Moreover, the soundness of
economic policy cannot be evaluated
solely on the basis of access to external
flows, especially during cycles when
international funds are in abundant
supply. Above all, it is important to
consider the capacity of national
authorities to maintain macroeconomic
stability and the incentives for economic
agents to take decisions based on
sustainable medium- and long-term goals.
Intervention:to manage the effects of
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capital flows is justified in so far as the
latter simultaneously affect two key
variables for efficient resource allocation:
the real exchange rate in the foreign
exchange market, and the real interest rate
in the money market.

67. In this regard, it should be recalled
that Latin American history has been
marked by periods of large-scale capital
inflows, followed on a number of
occasions by periods of debt crisis. This
has sparked a wide-ranging debate on the
dynamics of the process of opening up the
capital account. Today, it is generally
agreed that this process should be
implemented sequentially, and that it
should occur after other liberalization
processes, particularly those affecting
trade and the domestic financial market,
have been consolidated.

68.  With respect to the speed at which
the capital account should be liberalized,
inorder to maintain macroeconomicbalances
and a stable real exchange rate, the process
must be tailored to the economy’s capacity
to absorb and efficiently allocate external
resources. It may be desirable to liberalize
the entry of long-term capital first, before
facilitating transactions involving
short-term financial capital. With respect
to capital outflows, priority should be
given to trade credits for export
promotion, and to direct investment
abroad by national firms, which is another
way of improving their export platform.

69. Capital-account liberalization in the
industrialized countries has been fairly
slow and gradual, accelerating only in the
past 10 years as capital markets have
become globalized. However, it is
interesting to note that Spain, Portugal
and Ireland introduced certain restrictions
on capital movements in 1992 to deter
exchange rate instability. Once the
objectives of stability were achieved, the
restrictions were lifted. This highlights the
importance of flexible instruments that,
according to circumstances, allow some
temporary restrictions to be imposed on
capital movements to support efforts
towards macroeconomic stability.

70.  The economic recovery taking place
in a number of countries in the region,
based on the removal of external
restrictions, is obviously limited by
available productive capacity. Some
countries have been gradually approaching
their production frontier. On the one hand,
this creates a need to regulate patterns of
aggregate demand so as to avoid renewed
bouts of inflation or excessive deficits in
the external sector. On the other, it
heightens the urgency of boosting
investment to sustain GDP growth with
increases in productive capacity and in the
production of tradables. As the debt crisis
is resolved, this is the area on which the
macroeconomic policies of the countries of
the region will have to focus.

71. Promoting a strategy of changing
production patterns with social equity
also requires, at the strictly
macroeconomic level, efforts to manage
aggregate demand and its composition.
The instruments available for this purpose
are fiscal, monetary and exchange rate
policies. In the absence of an active fiscal
policy, these instruments are reduced to
simultaneously controlling the real
interest rate (as a monetary policy
instrument to stabilize and control
aggregate domestic expenditure) and the
real exchange rate (as a trade policy
instrument to promote the growth of
tradables production and influence the
composition of aggregate expenditure).

72. A conflict arises when an interest
rate consistent with the objective of
curbing inflation and stabilizing economic
activity (by sterilizing the monetary effects
of accumulating reserves) is higher than
the international rate, adjusted for
expectations of devaluation, thereby
providing an incentive for capital inflows
and promoting exchange rate appreciation,
which jeopardizes the objective of
protecting the economy’s tradable sector.
Conversely, if real domestic interest rates
are allowed to fall, both objectives are
thwarted, since the higher expenditure
induced by lower interest rates will put
pressure on prices and rapidly boost the
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current account deficit, threatening to
cause an unsustainable macroeconomic
imbalance. The authorities can resolve this
conflict by acting directly or indirectly on
capital flows, as some Latin American and
Caribbean countries have been doing in
the 1990s.

73.  One of the main questions faced by
the region’s governments in designing
economic policy concerns the possibility
of distinguishing, on the one hand,
between domestic and external factors
that explain the resurgence of capital
movements in the region and, on the other,
between short-term capital flows (which
tend to be more speculative) and medium-
and long-term flows (more closely
associated with productive investment).
From this viewpoint, it would be desirable
for external financing to contribute to the
investment process needed to strengthen
productive competitiveness, meaning that
the entry of long-term capital should be
stimulated and that of speculative capital
should be discouraged.

74.  When the authorities are faced with
an unexpected abundance of external
financing which they consider to be partly
transitory or as flowing too fast for the
economy to absorb, they can intervene at
three levels. At the first level, they can act
to moderate this inflow’s impact on the
exchange rate through the purchase of
foreign exchange (i.e., the accumulation of
reserves) by the central bank. At the
second level, they can adopt sterilization
policies to mitigate the monetary impact of
the accumulation of reserves at the first
level of intervention. At the third level,
they can adopt policies on incentives,
surcharges or quantitative controls to
regulate inflows of capital, thereby
influencing the latter’s composition and
volume, the aim being to encourage flows
whose volume is compatible with the
economy’s domestic absorptive capacity,
channelling them into productive
investment projects, and, conversely, to
discourage the entry of short-term
speculative capital. These measures are
more effective when they are coupled with

strict prudential supervision of the
financial system.

75. In sum, governments have two
options. Some have adopted so-called
non-sterilized intervention, meaning that
they intervene at the first level by having
the central bank buy foreign exchange,
without sterilizing the resulting monetary
effect. If the authorities choose this option
while also liberalizing capital movements
and maintaining a nominal exchange rate
with a predetermined rate of variation,
they may tend to lose control over
monetary aggregates. The other option is
the so-called sterilized intervention, which
broadens the scope of the first option by
offsetting the monetary impact of the
accumulation of reserves with active
operations to regulate the money supply.
This is intended to keep the real exchange
rate within desirable limits according to
medium- and long-term objectives.

76.  The sterilization option entails
certain costs, since the interest rates
which the central bank must pay on its
notes are higher than those it obtains on
its placements in foreign currency. These
costs are not necessarily permanent if the
central bank maintains a real exchange
rate, pegged to a currency basket reflecting
the composition of the country’s external
trade, that is sustainable in the medium
term. The bank can facilitate its task,
and reduce its costs or even turn them
into profits, by adopting a policy of
“dirty” floating within an exchange rate
band: it can earn profits by buying and
selling foreign exchange, thereby
offsetting losses attributable to the interest
rate differential.

77.  Since most countries in the region
have at some point opted for sterilized
intervention, they have faced serious
conflicts between exchange rate and
monetary management. To moderate such
conflicts, they have used complementary
measures, such as providing for a degree
of flexibility in fiscal policy to regulate
aggregate demand; stabilization funds for
the main export products to soften shocks
in their price cycles (as in the case of
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Chilean copper and Colombian coffee);
and income policies to adapt the relative
prices of factors to changes in
productivity.

78. As mentioned earlier, when fiscal
policy has no instruments through which
it can act flexibly, monetary policy
(interest rates) and exchange rate policy
(exchange rates) are the only means of
controlling aggregate demand. To resolve
the conflict that may ‘arise in the
simultaneous management of these two
variables, the authorities have the option
of intervening at the third level with
measures intended to change the volume
and composition of capital flows, giving
priority to long-term flows through
incentives (reserve requirements or taxes,
and exchange rate measures that generate
more: uncertainty for short-term capital
flows) or even via quantitative controls.

79. Direct quantitative controls include
requirements as to minimum maturity
periods, minimum volumes for bond
issues, ceilings on external borrowing by
financial institutions, and regulations on
the participation of foreign capital in the
stock market.

80. In the current circumstances of
abundant external funds and
comparatively low international interest
rates, third-level intervention policies and
sterilization measures act on monetary
aggregates to prevent excess expenditure
(especially private spending), forestalling
artificial, temporary increases in domestic
spending which could cause severe
declines in national savings and excessive
increases in external liabilities, without a
corresponding increase in the capacity to
produce tradables.

b) Improvement of domestic
financial markets

81.  The extent to which flows of foreign
capital can further a strategy of changing
production patterns with social equity
largely depends on the characteristics of
domestic financial markets. This

observation is based on the experience of
the external debt crisis, which resulted
fromlarge-scale inflows of bank credit. On
that occasion, capital markets were unable
to avoid generating “financial bubbles”,
adverse selection and moral hazards,
features inherent in financial markets.

82. The challenges involved in the
prudential regulation and supervision of
domestic financial markets become
apparent when consideration is given to
the speed with which external funds can
flow into those markets. Unless financial
institutions and instruments —including
public regulatory and supervisory
institutions themselves- are actively
developed, the intermediation of these
funds by fast-growing financial systems
could cause distortions and macroeconomic
instability by channelling them into
high-risk credits (“credit bubbles”), sharp
increases in the prices of existing shares
("stock market bubbles”) and steeply
rising prices for real estate and other
assets.

83. As suggested in the comments on
policies for productive development, the
reorganization of financial systems,
including the liberalization of capital
movements, should give priority to
channelling resources into savings and
investment, in close coordination with the
development of productive capacity. This
role has not been sufficiently emphasized
in the region’s financial reforms. The
relationship between the financial system
and national savings and investment
processes, and between that system and
external financial markets, must be
considered more carefully.

84.  Asregards the relationship between
financial markets and capital formation
for development, an institutional
framework is needed to complete or
perfect markets according to three criteria.
First, it must include a dynamic long-term
segment of the financial market in order to
finance productive projects. This involves
discouraging speculative segments and
concentrating on long-term international
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capital accompanied by access to
technology and to export markets. The
impact of capital entering the region
through foreign direct investment is
important in this context.

85. Second, it must promote access to
financing for small and medium-sized
firms hurt by the segmentation of the
capital market. To that end, this market
must operate with some selective criteria
that target the training, development
promotion and modernization needs of
small production enterprises. Credit
institutions and guarantee mechanisms
are needed to do what the region’s capital

markets have failed to do spontaneously. -

The aim is not to subsidize the cost of
credit, but to promote access to financing
at normal interest rates, as well as the
access to technology, inputs and services,
marketing channels, long-term financing
and infrastructure that will enhance the
productive capacity of these sectors.

86. Third, it must recognize that, in
countries with “emerging” stock markets,
financial liberalization of the capital
account by opening it to international
portfolio investment runs the risk of
creating external over-indebtedness and
excessive stock market and exchange rate
fluctuations. Large-scale inflows of
foreign capital to domestic markets can
trigger both “stock market bubbles”
and exchange rate appreciations at the
same time. The subsequent decline in
stock market levels can, in turn,
cause capital outflows and upward

pressure on the exchange rate. This means
that financial institutions operating in
capital markets must be regulated and
supervised to ensure their stability.

87. Prudential financial regulation can
counter these risks and contribute to an
orderly, stable process of attracting portfolio
investments from abroad. To that end, as
noted earlier, financial regulations can act
on two key financial variables —interest
rates and exchange rates— by establishing
bands for these values, or certain rules
governing their behaviour. These variables
can also be influenced indirectly by means
of regulations affecting the availability or
costof funds, including certain restrictions
on access, reserve requirements and taxes.
The norms governing a country’s capital
inflows and outflows, whether of foreign
or national funds, are part of these
regulations. In order to design such
norms, the relevant institutions need to
have statistical information on external
flows (types of flows, volumes, costs and
sources) and on the accumulation of stocks
of external liabilities in the national
financial market.

88. Prudential regulation focuses
mainly on ensuring the solvency of the
banks, financial funds, insurance
companies and other agents that manage
resources or assume third-party risks on a
large scale. Since the performance of these
functions relies on public confidence, the
solvency or stability of financial institutions
entails significant macroeconomic
externalities.



Part One

TRADE POLICY



ChapterI

TRENDS IN THE INTERNATIONAL
ECONOMY

1. General considerations

The international economy has undergone
sweeping changes in recent times in such
fundamental areas as production, marketing,
transport, transfer of technology and
international capital movements (Ohmae,
1985; Porter, 1990; United Nations, 1991;
and UNCTAD, 1993a). Attention has also been
drawn to the challenges posed by the
intensely competitive international
economy for the countries of Latin America
and the Caribbean, and the new opportunities
that have opened up (ECLAC, 1990a and
ECLAC, 1992a). This chapter discusses some
of the more important trends as
background for the rest of the volume.
First of all, the international economy
as a whole, and the main industrialized
economies, have registered very modest
growth rates in the last three years. At the
time the present document was drafted,
the United States economy was finally
recovering, but growth rates of only
around 3% were predicted for the next few
years. Moreover, the difficulties of German
reunification were preventing Europe

from expanding as rapidly as had been
expected, and the Japanese economy was
experiencing a recession without precedent
in the post-war era.” The economic reforms
in Eastern Europe and in the former Soviet
Union, originally expected to provide an
important new market for the exports of
Western countries, now constitute one of
the factors explaining the slow evolution
of the world economy (see table 1.1).

The only area which has avoided these
problems is a part of Asia. For more than
a quarter century, the economies of East
Asia have been growing at a rate well above
the world average. Using highly pragmatic
economic policies and a strategy based on
investment in human capital, close and
harmonious relations between business
and the public sector, and competitiveness
via exports, these nations have come to be
ranked among the world’s most dynamic
economies. Japan, in particular, despite its
current difficulties, presents the United States
and Europe with challenges that would
have,,%een unimaginable a few decades
ago. But this is not only a Japanese
phenomenon. Four newly industrializing

1 Markets for the exports of developing countries are still mainly in the industrial world, in spite of
the recent increase in trade among the developing countries and the exceptional boom in intra-Latin
American trade. In 1992, for examplle, 59% of the exports of the developing countries went to the
United States; Japan, the European Community and eight other industrialized nations. The growth
rates in these countries are therefore of greatimportance because they determine most of the demand
for regional exports, the terms of trade and the extent of protectionism.
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Table I.1
GROWTH ESTIMATES AND PROJECTIONS FOR THE WORLD ECONOMY, 1993 AND 1994
(Annual growth rates, per estimates from different sources)

1993 1994
pnited MF  oBcDt gmed, P oRcD*
Output
World output 1.2 2.3 2.2 3.1
Industrialized countries 1.1 1.3 1.2 2.6 2.7 2.6
United States 31 3.1 3.0 3.8 3.7 4.0
Japan 0.1 0.1 0.1 0.6 0.9 0.8
Germany -1.2 -1.1 -1.3 24 2.3 1.8
European Union 0.4 -0.3 -0.2 24 21 1.9
Developing countries 5.1 6.1 4.8 5.6
Africa 0.7 1.0 2.6 33
Latin America 3.1 3.4 3.3 d 2.8
Asia 544 8.5 6.4 8.0
Economies in transition -8.6 9.0 -10.3 -8.3
World Trade
(volume) 39 4.0 3.3 7.1 7.2 6.7

2 United Nations, “The world economy at the start of 1995”, Department of Economic and Social Information and Policy
Analysis (DESPA), New Yord, 20 December 1994, and World Economic and Social Survey, 1994 (E/1994/65; ST/ESA/240),

New York, 1994. United Nations publication, Sales No. E.94.ILC.1. The aggregate fi
Y IMF, World Economic Outlook, Washington, D.C., October 1994. The

calculated using market exchange rates.

for groups of countries have been

aggregate figures for groups of countries have been calculated using exchange rates based on purchasing power

arity. < OECD, Economic Outlook, Paris, June 1994.
in 1993 and 11.5% in 1994.

economies (the Republic of Korea, the
Chinese Province of Taiwan, Hong Kong
and Singapore) have demonstrated great
skill in production and trade, and this
group has now been joined by China and
the countries of South-East Asia (see table
1.2). Together, these countries form the region
where the greatest dynamism is expected
during the rest of the decade.

All of the foregoing is occurring in an
environment of increased globalization
marked by a rise in the volume of trade
vis-a-vis world production and great
dynamism in foreign direct investment
DD, It is characterized, likewise, by a
growing role for transnational corporations
in world production and trade, a much
more flexible financial system and a new
international organization of production and
marketing characterized by an emphasis on

9 Does not include China, which grew at rates of 13.4%

subcontracting and an increase in the
magnitude of intra-industry (and intra-firm)
trade. At the same time, the intense debate
which arose in the last months of 1993
concerning the signing of the Final Act of the
Uruguay Round and the ratification by the
United States Congress of the North
American Free Trade Agreement (NAFTA),
as well as the resistance to the deepening
of the European Union, show that
protectionist pressures and the risks of
managed trade remain latent. The external
imbalances in the OECD countries, especially
the large surpluses in Japan and deficits in
the United States, compound those risks.
The effects of technological advances
are also ambiguous. Technological
change, introduced into dynamic
economies, obviously helps to create jobs
in the medium term. In the shorter term, it
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Table1.2
ECONOMIC INDICATORS IN ASIA
Exports
Domestic Gross domestic

GDP savings/ investment/ Billions CUrTent

(% annual growth) GDP GDP annual

(%) (%) dollars growth
(%)

1970-  1980- 1990- 1981- 1991- 1981- 1991- 1992 1987-
1980 1990 1993 1990 1993 1990 1993 1993
Hong Kong 9.3 72 5.0 31.0 30.8 28.2 290 1195 22.6
Republic of Korea 9.0 8.8 6.0 32.0 35.6 30.5 36.4 75.2 11.7
Singapore 7.9 6.3 7.5 42.6 471 422 40.3 61.6 21.9

Chinese

Province of Taiwan 9.3 8.5 6.7 329 27.2 22,6 24.0 80.7 9.7
China 7.9 10.4 11.5 344 36.6 321 35.4 69.6 16.2
Indonesia 7.7 5.5 6.6 31.8 36.9 30.4 34.9 32.5 15.8
Malaysia 7.8 52 8.2 33.0 35.0 30.7 34.8 39.6 21.3
Thailand 7.9 7.9 7.8 27.2 35.7 30.6 41.9 32.1 25.6
Pakistan 5.2 6.2 5.4 7.5 14.5 18.7 19.8 6.9 13.6
India 3.7 5.8 3.0 21.4 23.6 22.8 247 18.6 13.5

Source: Asian Development Bank, Asian Development Outlook, 1994, Oxford, Oxford University Press.

may produce the opposite results. Perhaps
the most striking impact of the current
technological cycle on employment is that
it makes certain skills and know-how
obsolete. Accordingly, some jobs
disappear while others are created which
require skills that differ from those of the
currently unemployed or those displaced
by technical or organizational change. A
scenario of lower growth in the
industrialized economies tends to make
the short-term negative effects prevail
over the longer-term dynamic potential.
The current state of the world economy
is characterized by a profound process of
transformation. It is plausible that, in the
coming years, global economic growth
and trade dynamism will be slower than
those of the preceding decades.
Nevertheless, beyond the aggregate
figures, it is clear that better results are
obtained by those sectors and activities
which accept the technological challenge

of globalization and competitiveness. This
is reflected in the Asian dynamism and in
the high growth of international trade in
services and foreign investment.

Finally, competitiveness based on
promoting and disseminating technical
change and improving labour skills, with
a view to coping with the globalization of
the world economy, is the main challenge
on the international scene. Accordingly,
there is an urgent need for Latin America
and the Caribbean to confront the challenges
of increasing quality and productivity in
order to participate effectively in the dynamic
flows and zones of international trade.

2. Trends in international trade

Despite the sluggishness of world
production and growing concern about
the international trade system, in recent
years the volume of trade has increased
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Table 1.3
INTERNATIONAL TRADE GROWTH
(Annual average %)

Devel- Devel- Econo-
Total oped United opin Lain Middle . .. miesin
world C(?un- States Japan  EEC cgun% America East Asia  Africa transi-
tries tries tion
1960-1970
Real GDP . 5.2 5.1 44 10.3 47 58 55 62 5.1 54 6.7
Export volume 74 84 6.6 16.0 8.8 7.9 31 95 65 11.4
Export value 93 101 78 169 104 74 5.7 9.3 6.7 9.0
Import volume 8.6 9.5 9.3 14.4 8.9 53 49 6.3 6.0 42
Import value 9.2 10.3 10.2 15.4 10.1 6.7 6.3 74 6.9 53
1970-1980
Real GDP 37 31 2.8 44 29 55 54 6.4 6.1 6.2 52
Export volume 5.1 64 6.2 9.7 5.0 04 04 -1.3 83 2.7 6.1
Export value 20.3 18.8 18.2 20.8 19.3 259 20.8 343 25.8 21.7 149
Import volume 54 49 47 5.0 55 7.8 5.1 16.3 76 7.8 83
Import value 20.2 195 21.2 22.0 19.8 23.8 20.6 33.6 235 22.2 13.6
1980-1985
Real GDP 2.0 24 29 39 1.5 1.9 13 05 53 1.0 21
Export volume 2.5 34 0.2 74 1.7 -14 37 -123 7.4 4.8 5.1
Export value 0.6 0.5 0.2 6.2 -1.1 -4.4 08 -143 25 8.3 0.5
Import volume 2.7 32 6.8 1.7 1.8 0.2 5.8 0.6 49 2.5 3.1
Import value 0.4 -1.4 7.1 -1.6 ~3.0 2.6 8.0 -2.0 25 6.3 -1.3
1985-1990
Real GDP 33 3.2 3.0 4.6 3.1 3.4 1.9 1.3 6.9 24 0.8
Export volume 6.4 5.3 8.2 2.9 9.9 8.2 3.0 7.9 127 2.4 -1.6
Export value 12.1 14.0 125 103 159 11.5 4.5 7.3 18.6 3.1 1.0
Import volume 71 6.5 3.7 99 7.6 6.4 2.1 35 135 0.0 0.6
Import value 12.0 14.6 74 12.6 16.1 13.4 75 29 19.0 5.3 3.5
1990-1993
Real GDP 1.1 1.1 14 1.8 05 4.5 27 2.6 5.3 1.3 -109
Export volume 43 3.1 6.7 0.9 1.5 8.5 5.8 7.3 13.7 41 -15.1°2
Export value 21 0.9 52 80  -11 69 .16 -14 127 29 -144°
Import'volume 4.4 28 7.8 2.0 0.8 12.1 16.6 114 12.3 34 -137%
Importvalue : 2.3 0.3 5.1 09 2.6 11.6 15.2 10.2 121 © 15 942

Source: UNCTAD, Handbook of International Trade and Development Statistics, 1988 (TD/ STAT.16), New York, 1989. United
: Nations publication, Sales No. E/F.88.11.D.11, and Handbook of International Trade and Developtnent Statistics,
1991 (TD/STAT.19), New York, 1992. United Nations publication, Sales No. E/F.92.I1.D.6, and Trade and
Development Report, 1994 (UNCTAD/TDR/14), New York, 1994. United Nations publication, Sales No.
E.94.11.D.26; United Nations, World Economic Survey, 1993 (E/1993/60); ST/ESA/237), New York, United
Nations publication, Sales No. E.93.11.C.1; World Economic and Social Survey, 1994 (E/1994/65; ST /ESA/ 240),

New York, United Nations publication, Sales No. E.94.11.C.1., and Monthly Bulletin of Statistics, various issues,

New York.
® Refers to 1990-1992 only.

only slightly less rapidly than during the
two preceding decades. As shown in table
L3, trade volume grew at an average rate
of 4.3% between 1990 and 1993 compared
to an average of 4.9% between 1970 and
1990. Only in the 1960s was the figure
strikingly higher (8%).

Although world trade volume has
grown at a fairly constant rate, its value
has fluctuated considerably. Table 1.3
shows that trade value grew by around 9%
annually in the 1960s, more than doubled
this rate to 20% in the 197052( but fell 0.5%
in the first half of the 1980s.” Beginning in

2 These sharp swings are associated with changes in the exchange rate for the United States dollar (the
unit of account used for these calculations) and with fluctuations in the rate of inflation registered in

developed countries.
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1986, the fluctuations continued, with
average growth of 12% between 1985 and
1990, but with a drop t0 2.2% between 1990
and 1993.

In the 1970s the developing countries
performed better than the nations of the
Group of Seven as regards the value of
exports; this trend slowed during the
1980s, but it revived in the last few years
(see table 1.3). Nevertheless, if the data on
developing countries are disaggregated, it
is apparent that their strong performance
depended heavily on the Asian newly
industrializing economies (NIEs) and on
China. Since 1980, exports from the other
developing regions (for example, Latin
America and Africa) have grown
reasonably in terms of volume, but slowly
in terms of value. The economies in
transition (Eastern Europe and the
republics of the former Soviet Union)
suffered a spectacular downturn in the
volume and value of their trade in 1991
and 1992, and their GDP has continued to
fall, especially in the former Soviet Union.

The results of these variations in
growth rates may be noted in the
differences in regional shares of the value
of world trade (see table 1.4). The
developed countries raised their share
from 66% in 1960 to 72% in 1992, whereas
the developing countries raised theirs
from 22% to 24%. This latter figure is
explained partly by the drop in the share
of Eastern Europe and the former Soviet
Union, but mainly by the good
performance of Asia, whereas the Latin
American share fell from 8% to 4%, and the
African share from 4% to 2%.

Naturally, the difference between the
growth of trade volume and that of trade
value is due to the behaviour of prices. The
1970s were an exceptional period, in that
the price rises increased the value of trade

enormously. Except in that decade, prices
generally have had a negative effect on
export value for developing countries. In
the 1990s, the impact has been particularly
negative, since average prices have fallen
more than in any other period covered by
the present study.3

- Commodities are particularly
vulnerable as regards both trends and
volatility of prices. Figurel.1, which covers
the period 1983-1992, suggests that there
has been considerable divergence among
commodity prices: they range from an
annual average decline of 15% for cocoa to
an increase of 9% for manganese (in
constant United States dollars).
Nevertheless, the decline in prices far
outweighs the increases. Consequently,
the efforts to raise the volume of exports
have been offset by the behaviour of
prices.

The situation of prices for mineral
products was largely negative in the past
decade. As indicated in figure L1, most
mineral prices tended to fall as demand for
these products was weakened by
technological changes thatled to the use of
smaller quantities of raw materials per
unit of production. Consequently,
minerals and metals significantly reduced
their share in world exports. However, in
absolute terms, the sector continues to
attract new investments and new mines
are opening up; thus, countries with
high-grade ore deposits and low
production costs may benefit from this
situation (see box I.1. for further details).

The experience of the agricultural and
forestry sectors has been more diverse
than that of the mining sector. In the
former, the largest trade volume has
traditionally been in cereals, which saw a
general decline in their growth rate during
the 1980s. This trend coincided with

3 A weighted price index developed by the World Bank, which has a 1979-1981 base period and
includes 33 commodities, excluding petroleum, showed that 1986-1990 was the worst period in terms
of the prices of these products in the post-war period. The data for 1991-1993 indicate an additional
downturn of 14% in that price index; 1993 was the worst year, following which a recovery in prices
is expected by the year 2000. In that year, according to the projection, the index should show a
recovery of 12% with respect to the present level, and thus will not have regained its average level

for the 1986-1990 period (Avramovic, 1992).
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Figure L1
TRENDS IN THE MARKET PRICES OF THE MAIN NON-FUEL
COMMODITIES, 1983-1992
(Annual average growth rate, in constant dollars)
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Source: United Nations Conference on Trade and Development (UNCTAD), Commodity Yearbook, 1993, New York, 1993,
table A.2.
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Table 1.4
SHARE IN WORLD TRADE
(Percentage in current dollars)

Exports ' Imports

1960 1970 1980 1990* 1992* 1960 1970 1980 1990° 1992%

World 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Developed countries 659 709 626 714 715 649 716 683 723 701
Group of Seven 489 527 463 528 51.6 419 448 431 549 533
United States 158 137 110 115 120 111 122 125 146 143
Japan 3.1 6.1 65 84 91 33 58 6.8 66 6.0
European Community 322 355 325 368 357 327 353 346 357 35.0
Economies in transition 10.1 9.8 7.7 5.1 47 102 9.7 7.7 55 34
Developing countries 219 184 287 216 239 226 179 229 204 234
Latin America and

the Caribbean 77 55 55 39 37 73 55 59 32 41
LAIA 56 40 40 33 32 50 35 41 23 32
CACM 0.3 04 02 01 0.1 04 04 0.3 02 02
Caribbean countries 0.5 0.4 0.5 02 0.6 0.6 07 02
Asia® 95 81 82 133 160 97 78 123 143 166
Newly industrializing

economies

(NIEs) 34 30 60 101 115 36 38 58 99 113
China 2.0 07 09 18 23 1.9 07 09 1.5 20
India 1.0 06 04 05 05 1.7 0.6 07 07 06
Africa 42 41 47 20 1.8 49 34 36 21 2.1
Oil-exporting countries® 68 63 164 60 58 48 35 70 35 42

Non-oil-exporting countries® 151 121 123 156 173 179 144 159 169 18.6

Source: UNCTAD, Handbook of International Trade and Development Statistics, 1991 (TD/STAT.19), New York, 1992. United
Nations publication, Sales No. E/F.9211.D.6; United Nations, World Economic Survey 1993 (E/1993/60;
ST/ESA/237),New York, United Nations publication, SalesNo. E.93.11.C.1; International Monetary Fund (M),
Direction of Trade Statistics Yearbook, Washington, D.C., 1993; European Communities, Project LINK, Short and
Medium-Term Development Prospects in the Asia-Pacific Region, September 1993.

21990 and 1992, updated on the basis of United Nations, Monthly Bulletin of Statistics, New York, July1993.

Developing Asian countries, including China. ~ © ECLAC estimates.
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greater self-sufficiency in the large
countries, including India and China.
‘Similar trends are apparent in other
traditional export crops. At least two
phenomena have contributed to these
problems. One of them is the low
income elasticity of traditional
foodstuffs. The other has to do with
the substantial intervention by
industrialized nations in agricultural
markets in response to internal political
pressures.

Non-traditional products have
evolved much more favourably. For
example, world fruit imports have grown
rapidly in the industrial countries, where
meat and carbohydrates now account for
alower share of the average diet. Similarly,
imports of forestry products increased
when ecology groups focused their
attention on maintaining native forests
(see box 1.2 and chapter II, section 5).

In addition to the downturn in
demand and, hence, in prices, the latter
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Table 1.5
VOLATILITY OF EXPORT PRICES, 1980-1993
(Annual average variation)

Product Percentage
Raw sugar 37.6
Bananas 15.4
Cocoa 12.1
Coffee (mild) 16.1
Beef 5.5
Fish meal 19.5
Maize 14.2
Soya 9.9
Wheat 10.1
Cotton 15.6
Wool 9.6
Copper 13.7
Tin 14.7
Iron ore 9.1
Lead 17.9
Zinc 17.2
Petroleum 2 213
Primary products index b 71
Manufactured products index © 5.5

Source: UNCTAD, Monthly Commodity Price Bulletin, Supplement 1970-1989, Geneva, November 1989 and Monthly
Commodity Price Bulletin, vol. 14, No. 4, Geneva, April 1994; Petroleum Intelligence Group, Petroleum Market
Intelligence, New York; International Monetary Fund (M), International Financial Statistics, Yearbook,
Washington, D.C., 1993; United Nations, World Economic Survey, 1993 (E/1993/60; ST/ESA /237), New York.
United Nations publication, Sales No. E.93.11.C.1; and Monthly Bulletin of Statistics, New York, June 1986 and
September 1994.

? International Monetary Fund (MF) index.  ® IMF index of 34 products (excluding petroleum and precious metals).

€ United Nations index of unit values of manufactures (SITC sections 5-8).




TRENDS IN THE INTERNATIONAL ECONOMY

41

continue to exhibit a high degree of
volatility. If the 17 commodities which
appear in the Economic Survey of Latin
America and the Caribbean are taken as a
sample, the annual average price variation
between 1980 and 1993 ranged from 5.5%
for frozen beef to 37.6% for raw sugar; tin
was situated in the middle with a price
variation of 14.7%. These figures for
specific products compare with an annual
average variation of 7.1% for an index of
34 commodities (excluding petroleum)
and of 5.5% for an index of manufactured
goods (see table 1.5). The lower volatility
of the commodity index, compared to
individual primary products, suggests the
utility of diversification, even among
commodities themselves. Apart from
diversification, producers have sought
other ways of dealing with price
volatility. Previously, these methods
involved establishing buffer stocks and
forming cartels; more recently,
however, such efforts have tended to
centre on futures markets (see chapter
II, section 3).

Another way of handling the volatility
arising from the problems of export prices
has been to shift from commodities to
manufactured products. Table 1.6 shows
that, during the last three decades, the
importance of commodities in world trade
fell and that of manufactures increased.
This trend is seen in developed and
developing countries alike. It is
particularly apparent in Latin America,
given the low level of the region’s exports
of manufactures at the beginning of the
1960s. Although this level has increased
considerably, only 39% of Latin American
exports consisted of manufactured goods
in 1992, compared to 83% for the Group of
Seven and 80% for the Asian NiEs.
Naturally, this means that there is plenty
of room for the region to upgrade its
export basket.

S

The concept of upgrading export
quality is linked to the relative dynamism
of the markets for different products. This
dynamism, in turn, is related to the current
technological revolution, which has
brought about a significant change in the
relative importance of different branches
of production and nations. Although they
function unevenly across sectors, the new
technologies are cutting down on the use
(per product unit) of energy, raw
materials, time, capital and manpower,
thus eroding the strategies of
specialization based on low world prices
of those factors.

During the 1980s, for example,
knowledge-intensive products saw their
demand rising at annual rates of over 9%;
natural resource-intensive products grew
below the average (5.7% per year).” The
greatest dynamism was found in the
services and manufacturing sectors and,
among the latter, the highest growth was
in electronic goods.

At the same time there was dynamic
growth in some natural resource-based
products, such as fish preparations, paper,
furniture, wooden manufactures, toys and
fruit preparations. In the medium term,
however, the growth of natural
resource-intensive exports will tend to
reach a limit imposed by technological
change and by lower income elasticities of
demand. Moreover, possible trade
barriers based on environmental
considerations tend to affect those
products in particular. (On the effect of the
new emphasis on the environment, see
chapter II, section 5.)

In terms of specialization, product
“quality” is not only a market concern.
Specializing in products having markedly
cyclical prices may increase external
vulnerability and the probability of
macroeconomic imbalances. By relying
excessively on primary products with a

Information based on figures published in GATT (1990a), for the period 1979-1988.

5 In 1973, commodities accounted for 38% of the world’s merchandise trade, including fuels.
Manufactures accounted for 60% of world trade. In 1990, the respective shares were 27% and 70%.
At present, trade in services amounts to about 20% of the world’s trade in goods. Between 1970 and
1990, international trade in services grew at annual rates of 13% (Rosales, 1990).
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Table 1.6
STRUCTURE OF EXPORTS BY GROUPS OF COUNTRIES
(Percentages)
1962 1970 1980 1990 19922
Total World® 100.0 100.0 100.0 100.0 100.0
Food 19.4 14.8 11.2 9.5 10.7
Non-food agriculture 8.8 5.7 3.5 29 2.8
- Metals and minerals 6.6 7.3 4.6 34 2.9
Fuels 9.1 9.1 22.1 7.8 6.0
Manufactures © 55.0 61.7 55.1 74.2 754
Total Group of 7° 100.0 100.0 100.0 100.0 100.0
Food 12.8 9.7 9.9 7.4 7.7
Non-food agriculture 5.0 3.5 3.0 2.3 2.0
Metals and minerals 53 5.4 4.4 2.8 2.3
Fuels 4.2 3.2 5.4 3.1 2.8
Manufactures © 71.0 76.2 75.9 82.2 83.0
Total Europ?n Economic
Community 100.0 100.0 100.0 100.0 100.0
Food 111 10.5 10.3 9.8 10.7
Non-food agriculture 3.4 2.5 1.8 1.6 1.5
Metals and minerals 4.0 4.4 4.0 2.7 2.3
Fuels 4.9 3.6 8.6 4.2 3.6
Manufactures © 74.7 77.2 734 79.9 80.1
Total United States 100.0 100.0 100.0 100.0 100.0
Food 20.7 16.0 18.2 112 11.0
Non-food agriculture 6.2 4.9 5.1 4.4 3.6
Metals and minerals 4.0 5.2 51 31 2.3
Fuels 3.8 37 3.7 3.2 2.6
Manufactures © 62.9 66.7 65.5 74.1 76.4
Total developing countries b 100.0 100.0 100.0 100.0 100.0
Food 37.1 29.1 14.8 13.0 12.6
Non-food agriculture 18.9 11.5 5.0 3.6 29
Metals and minerals 10.0 14.2 6.1 4.5 3.5
Fuels 19.3 18.8 37.0 13.3 10.7
Manufactures © 14.5 25.7 29.4 64.4 69.3
Total Latin Anterica and
the Caribbean 100.0 100.0 100.0 100.0 100.0
Food 40.2 40.5 27.7 24.8 26.2
Non-food agriculture 12.2 6.6 3.5 3.5 3.6
Metals and minerals 13.1 18.2 10.4 11.7 9.7
Fuels 29.1 229 40.6 265 21.6
Manufactures © 5.2 11.5 17.3 329 38.5
Total newly industrializing economies ®100.0 100.0 100.0 100.0 100.0
Food 19.8 15.3 10.2 7.3 7.2
Non-food agriculture 34.6 20.9 9.4 34 29
Metals and minerals 9.1 7.8 3.6 1.5 1.4
Fuels 11.1 9.2 21.7 94 7.7
Manufactures © 24.1 45.8 53.5 77.9 80.2

Source: ECLAC, on the basis of official figures.

3Estimates.  ° The total includes the disaggregated groups plussitc section9.  “ Manufactures include siTc sections
5 to 8, with the exception of chapter 68.
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low level of processing, taking advantage
of low wages or an unregulated labour
market, labour and environmental
conditions are adversely affected and the
country’s achievement of systemic
competitiveness is undermined.

Competitive advantages today

depend on high-quality services, which
incorporate design, know-how and
technology. Behind a product traded in
international markets is a chain of
activities, some involving a high level of

value

added -research, design,

engineering, complex manufacturing,
management and marketing strategy—and
others involving a lower level of value
added, such as storage, low-skill assembly
and traditional sorts of unprocessed
natural resources. To strengthen the
competitiveness of the region, the
productive and human resources base
must be improved in order to stimulate
these chains of activities.

6

None the less, a simplistic dichotomy
should notbe set up between commaodities
and manufactures, whereby the features
of quality and export dynamism would be
assigned exclusively to the latter. There
are cases of recent industrialization where
it has been possible to reconcile the
dynamic export of manufactured goods
with the development of an agro-
industrial complex that exports high-
quality products.® In Latin America also,
there are cases of diversification and high
export dynamism among non-traditional
products in the agriculture, fishing and
forestry sectors, which blurs the presumed
dichotomy. What is clear is the need to
incorporate more knowledge into natural
resourc:: products, strengthening
backward and forward linkages with
manufactured products and services and
improving the variety, marketing,
presentation, promotion and quality of the
product.

In the 1980s, for example, Thailand’s exports of canned fish and shrimps grew at annual rates of 29%

and wood products at 21%. Malaysia saw growth
rubber and 10% in wood products (ECLAC, 1992b).

rates of 33% in exports of manufactures based on



Chapter Il

THE INTERNATIONAL ECONOMIC ORDER

1. Trade rules and the GATT
negotiations

The most prominent aspect of the
international trade environment is the
recently approved Final Act of the
Uruguay Round negotiations on new
trade rules. In principle, there is virtual
consensus —on the part of developed and
developing countries alike- on the need
for new rules governing key aspects of
international trade. This consensus is
based on estimates that the successful
conclusion of the Uruguay Round will
increase international trade by some
US$ 200 billion annually by the year 2002.”
On the negative side, it is feared that,
despite the aforementioned successful
conclusion, protectionist sentiments are
still strong, especially in industrialized
countries.

The Uruguay Round was much more
ambitious than previous rounds of
negotiations on the General Agreementon
Tariffs and Trade (GATT). In addition to
traditional negotiations on lowering tariff
barriers, the range of issues subject to
multilateral rules was broadened. Some
related to the inclusion of categories that
had previously been excluded from GATT
rules, such as agriculture and textiles.
Others concerned stricter types of

regulations, such as safeguards designed
to forestall or replace the use of “grey area”
measures (e.g., voluntary export
restraints). Even more unusual was the
consideration of some new topics, such as
intellectual property or investment rules,
that are not strictly trade-related.

The inclusion of some of these new
topics on the agenda of the negotiations
tends to blur the borderline of the list of
regulations that should be discussed in the
context of trade talks. Today, trade
negotiators are also scrutinizing labour
and environmental conditions and have
coined expressions, such as “labour
dumping” or “social dumping”, whose
meaning is highly debatable.

Before the initiation of the Uruguay
Round, GATT negotiations had dealt with
the growing liberalization of merchandise
trade under multilateral, non-discriminatory
principles based on the use of tariffs. In
addition, efforts were made to replace
non-tariff barriers with tariffs calculated to
have an equivalent effect. The aim was to
reduce and eliminate, through a process of
multilateral negotiation, all trade barriers
at national borders. Currently, however,
the world economic situation is shifting
the focus of the negotiations. The ongoing
technological revolution is helping in
various ways to increase the economic

7 This figure was cited at a press conference by Peter Sutherland, Director-General of GATT, 26
September 1993 and is based on Goldin, Knudsen and van der Mensbrugghe (1993).
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interdependence of nations. The rapid
expansion of informatics and telematics
has opened up alarge and extremely dynamic
market in the area of services.
International trade in these types of
services requires direct investments in
building their infrastructure. Consequently,
investments related to trade and services
became a subject for negotiation under GATT,
on the basis of principles such as the right
of establishment and the national or non-
discriminatory treatment of foreign direct
investment. The negotiationsin this round
were therefore extended to legal regimes
whose adoption had traditionally been the
prerogative of the individual countries.
From the viewpoint of developing
countries, the Final Act of the Uruguay
Round produced a number of positive
results which, however, fell short of initial
expectations. First, the tariff barriers
imposed on industrial goods are to be cut
by over 30%, although they were already
low in general. Most important, however,
is the progressive elimination, over a
10-year period, of quotas under the
Multifibre Arrangementand the reduction
of the corresponding tariffs; these barriers
to textile and clothing imports in the
developed countries were among the most
damaging for incipient exporters of
industrial products in developing
countries. Second, agricultural subsidies
and import barriers will be reduced overa
six-year period. National agricultural
subsidies will be lowered by 20%, while
subsidized exports are to decline by 36%
in value and 21% in volume. All import
barriers will be replaced by tariffs and
lowered by some 36%. Since these
subsidies havebeen used to alesser degree
in developing countries, their reductionin
the industrialized world should broaden
trade opportunities for efficient
developing-country producers. Third,
antidumping measures will be made more
transparent, thus limiting a country’s
ability to use them as a threat to its trading
partners. Also, the dispute settlement

system was made more automatic and the
power to adopt unilateral measures was
reduced. Since such measures have most
often been applied by industrialized
countries in the past, the limits placed on
their use should benefit the developing
nations.

At the same time, some developing
countries are concerned about the possible
negative effects of the Final Act. For
example, some Governments feel that the
developing countries have lowered their
tariffs much more than their industrialized
trading partners (Financial Times, 16
December 1993). The relatively less
developed countries, especially the ones
that import food, are worried that higher
food prices will hurt their economies
(Goldin, Knudsen and van der
Mensbrugghe, 1993). Some Latin
American experts fear that the provisions
of the Final Act will severely limit the
region’s capacity to promote its exports in
the future. For example, although the Act
recognizes that developing countries have
special needs and should be exempt from
certain obligations, it eliminates many of
the special-treatment measures granted
previously, except those applied to least
developed nations. Moreover, unlike the
Tokyo Round, the Uruguay Round does
not allow developing countries the option
of not accepting provisions they consider
unfavourable. The rules on intellectual
property are a particular cause of concern,
since they may raise the prices of
medicines and other patented products in
the short term, but may also limit access to
new technologies in the longer term
(Agosin and Tussie, 1993; Leiva, 1994).

Beyond these generalizations, it is
difficult to analyse the consequences of the
Final Act for developing countries as a
whole. In addition, a striking feature of the
negotiation process was the formation of a
new set of coalitions that broke from the
traditional alignment of developed
countries versus developing ones. For
example, the Cairns Group comprised five

8  An extremely favourable view of the Final Act, from the perspective of the developing countries,

appears in GATT (1993a).
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Latin American countries and several
countries in the developed world. The
impact may also vary from one country to
another, benefiting some and hurting
others. It will be crucial for both the
Governments and the private sector of the
developing countries to analyse the
provisions in detail to identify any new
opportunities they offer. The Final Act’s
main provisions on the treatment of
developing countries are set forth in box

The main benefit of the GaTT
negotiations probably lies in the fact that
they dealt a strategic blow to protectionist
postures. This explains why they have had
a favourable impact on the expectations of
the world economic community, and have
been welcomed, despite their limitations
and risks, by the developing countries in
general and those of the region in
particular.

Indeed, an updated set of multilateral
rules on trade in goods and services,
though imperfect as yet, can yield net
benefits for the developing countries in a
context of globalization. Conversely, the
lack of such rules could lead to conflicts
between trading blocs or the unilateral
domination of the major trading powers.

The consolidation of this institutional
structure is manifested in the
establishment of the World Trade
Organization, which is to enter into
operation in 1995. This organization’s aims
will be to facilitate the implementation of the
legal instruments and arrangements
agreed upon during the Uruguay Round,
to serve as a forum for all negotiations on
such matters, and to administer the
mechanisms set up for the settlement of
disputes and the analysis of trade policy.

2. Special trade regimes

The GATT rules on open multilateral trade
based on the most-favoured-nation
principle include a number of exceptions;
one of these relates to the preferential
trade regimes established by the
developed countries, based on the

internationally accepted principle of
favouring developing nations. The most
important of these regimes is the
Generalized System of Preferences (Gsp),
which is supported by all the
industrialized countries.

a) Generalized System of Preferences

In 1971 a large group of industrialized
nations granted preferential tariff
treatment to manufactures imported from
developing countries. The aim was to
stimulate the diversification of production
in those countries and to incorporate them
into the world manufactures trade.
Although more than 20 developed
countries grant preferences under this
system, some 90% of all Gsp imports to the
countries of the Organization for
Economic Cooperation and Development
(OECD) go to the United States, the
European Community and Japan.

To give an idea of the quantitative
importance of the Gsp, an “effective
impact” index can be defined. This index
shows the ratio of the value of goods
imported under the GsP to the value of total
imports from the country or region
benefited. It thereby indicates the effective
impact of the Gsp on total exports from the
beneficiary to the country that grants the
preference.

Table II.1 summarizes the benefits
thus received by the developing countries
in general and the Latin American
countries in particular. The degree of
effective impact is very similar for the two
groups: 15.4% and 15.6%, respectively. For
Latin America, the preferences granted by
Japan and the European Community have
a greater effective impact than those of the
United States. However, the absolute
value of the exports covered is higher for
the United States, since that country
imports more Latin American products.

The index reflecting the impact of the
Gspmay be low for various reasons. On the
one hand, many products may be
excluded because they enjoy duty-free
entry under other systems of exceptions or
another general regime (e.g., certain
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minerals) or because of political pressure
exerted by producers in the countries
granting the preference (e.g., textiles). On
the other hand, use of the benefit may be
limited, possibly owing to a lack of
awareness of the Gsp on the part of
Governments and entrepreneurs. Another
problem is that the countries that grant
preferences impose quotas and other
barriers to their use. Moreover, they may
suspend the benefit for reasons such as the
competitive need clause, invoked in some
cases by the United States. They have also
suspended benefits for non-economic
reasons, as a kind of sanction against

certain beneficiaries for alleged human or
labour rights violations.

The United States “graduates”
countries from the system, excluding them
from GsP benefits when their per capita
gross national product exceeds a certain
amount, which in 1990 was US$ 10,463.
The provisions also stipulate that a
country will automatically lose its GsP
entitlement for a given product
(eight-digit tariff item) if its share of
United States imports within that product
category exceeds certain pre-setlimits and
noexception has been granted. In 1990, the
general limits were 50% of total imports of
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a product and US$ 93 million. Countries
that were already considered sufficiently
competitive in 1986 are subject to tighter
limits of 25% and US$ 36 million (GATT,
1992a). Also since 1990, the rules of origin
for products imported from the
beneficiary countries have been applied
more rigorously. Recently, the United
States Government requested another
extension of the Gsp for one year while it
considers more thoroughgoing reforms of
the system’s operation.

Japan, forits part, applies the Gsp to all
developing countries, without exception.
It adopted the Gsp in 1971 and enacted
10-year renewals in 1981 and 1991. The
system covers most industrial products
(except crude oil, some textiles,
counterveneered wood, leather garments
and footwear) and about half of all
dutiable agricultural products. However,
ceilings are placed on imports of many
industrial products entitled to Gsp
treatment. The system is revised every
year, and recently its coverage was
broadened in terms of both products and

beneficiaries. Among the developing
countries, the least developed countries
receive special treatment, since their
duty-free products are not subject to
quotas. Of all of Japan’s imports
entitled to GsP treatment, over half come
from the Chinese Province of Taiwan, the
Republic of Korea and China. With the
addition of imports from the Philippines,
Indonesia, Malaysia, Singapore and
Thailand, this proportion rises to 72%.
Brazil and Venezuela are the main Latin
American beneficiaries, with about 7%
and 2% of the total, respectively (GATT,
1992b).

The European Community’s GsP also
dates back to 1971, and was renewed in
1981. In 1990 it was renewed for another
10 years, but will be adapted to the results
of the Uruguay Round. Like Japan and the
United States, the European Community
applies ceilings and quotas in respect of
this benefit, as well asa systemof graduations
according to the degree of competitiveness
attained by potential beneficiaries or as a
reprisal for restrictive measures

Table1I.1
IMPACT OF GENERALIZED SYSTEM OF PREFERENCES, 1991
(Billions of dollars and percentages)

M)

@) (3)=(2)/(1)

Preference- Total imports Imports under the Gsp Effective impact

giving

country/ . Latin - . Latin . Latin

region De‘ﬁarll(sglng American Devek:ng American Devekt)rpmg American
co es countries coun ges countries ~ “OUMTIeS countries

United States

of America 96 59 13.7 7.6 14.2% 12.9%

European

Community 157 32 30.2 6.2 19.2% 19.4%

Japan 111 9 1.8 10.9% 20.0%

Total 364 100 56.0 15.6 15.4% 15.6%

Source: UNCTAD, Trade and Development Board, Replies received from preference-giving countries: European
Economic Community (EEC). Note by the UNCTAD secretariat (TD/B/C.5/PREF/56), New York, April 1993;
Replies received from preference-giving countries: Japan. Note by the UNCTAD secretariat

' (TD/B/C.5/PREF/52), New York, October 1993; Replies received from preference-giving countries: United
States of America. Note by the UNCTAD secretariat (TD/B/C.5/PREF/55), New York, November 1992.
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implemented by the other party.
Agricultural products exported from
relatively less developed countries and
included in the GsP enjoy free access to the
European market.

b) Other preferences

The United States has other kinds of
preferences in addition to the Gsp. One of
these, which applies to the maquila, grants
preferential treatment to re-imported
articles which have increased in value or
been improved in quality abroad. Tariffs
are not applied to the total value of the
product, but are instead levied only on the
value added outside the United States.

These types of concessions for
subcontracting or maquila regimes have
become extremely important. They apply
to over 15% of United States imports and
have grown very quickly. About 50% of
the country’s imports from Mexico come
under this regime, which is much more
important to Mexico than the Gsp granted
by the United States.” This regime is also
very important for some Caribbean and
Central American countries (see chapter
V, section 3).

The Caribbean Basin Economic
Recovery Act applies to the five members
of the Central American Common Market,
the 13 members of the Caribbean
Community, the Netherlands Antilles,
Aruba, Haiti, the British Virgin Islands,
Panama and the Dominican Republic, and
to exports from Puerto Rico to which value
has been added in those countries and
territories. Tariff exemptions are granted
to all products from that area, except those
excluded by law (textiles, clothing,
footwear, leather manufactures and some
timepieces), and are accompanied by other
advantages such as technical assistance,
taxincentives for United States enterprises
and programmes to promote trade and
investment. In 1992, the products
imported under the Act (excluding those
that were also eligible for Gsp treatment)

amounted to US$ 645 million, or 7% of all
United States merchandise imports from
the Caribbean Basin countries (ECLAC,
1992c).

The system of trade preferences for the
Andean countries is intended to help Bolivia,
Colombia, Ecuador and Peru in their
efforts to combat the production of
narcotic drugs, specifically through
incentives for producing alternative crops
that can be exported to the United States.
To that end, tariff exemptions will be
granted to a group of products for 10
years. It has been estimated that the
programme will affect about US$ 300
million worth of imports, representing about
5% of total imports from those countries.

The European Community also grants
preferences outside the Gsp, primarily to
African, Caribbean and Pacific (Acp)
countries that were once colonies of the
nations that make up the Community. A
second level of preferences benefits
Mediterranean countries, and some
preferences are also granted to Latin
American countries.

The African, Caribbean and Pacific
countries have signed the Lomé
Conventions with the European
Community. The latest of these
agreements, Lomé IV, includes 69
developing countries, which receive
institutional, trade and development
cooperation benefits. The trade benefits
favour two types of products: industrial
(which enjoy complete freedom from
customs duties) and raw materials. The
latter are subject to two specific systems:
the Stabilization System for Export
Earnings (STABEX) for tropical products,
and the special financing facility for Acp
and oCT mining products (SYSMIN). When
any of these countries experiences a
decline in its export earnings, the
Community makes transfer payments to
offset the deterioration in that country’s
trade balance.

Asregards the countries bordering the
Mediterranean, all of them, with the

9  Thesebenefits will be phased out as a result of Mexico’s Free Trade Agreement with the United States

and Canada.
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exception of Libya and Albania, have
concluded bilateral agreements with the
Community that provide, inter alia, for the
elimination of tariffs on industrial
products, though with some restrictive
exceptions, as in the case of textiles. The
Mediterranean countries, however, are
excluded from the income stabilization
mechanisms applied to the African,
Caribbean and Pacific States. Agricultural
imports from these countries are also
subject to quotas that limit the partial
reduction of tariffs.

In 1990 the Community adopted a
series of exceptional temporary trade
measures in response to the special
programme of cooperation proposed by
the Colombian Government in the context
of the international anti-drug effort. A
special trade regime was set up for Bolivia,
Colombia, Ecuador and Peru to exempt a
special list of agricultural products from
quotas and tariffs for a period of four
years. In December 1991 these benefits
were extended to agricultural products
from the Central American Common
Market and Panama to stimulate the
process of democratization and economic
reform.

3. Price fluctuations »nd
futures markets

Clearly, a major problem for Latin
American exporters is price instability,
especially for commodity exports (see
chapter I, table 1.5). With the general trend
towards less State involvement in the
economy, market-based solutions, such as
futures and options markets, have begun
to replace such schemes as buffer stocks or
cartels. Indeed, the last two decades have
witnessed spectacular growth in
conventional commodity futures and
options markets and in a variety of related
financial instruments. Markets have also
become much more complex in this
period, thus increasing the risks and
difficulties for relatively inexperienced
traders, such as those in Latin Americaand
the Caribbean.

Not all products are suitable for
futures markets. The commodities that
lend themselves best to such operations
are those that satisfy certain conditions,
such as a large volume of supply and
demand, homogeneity and fungibility,
and storability. Thus, trading in fuels is by
far the largest area, followed by
aluminium, copper, gold and silver. The
contract volume traded for agricultural
commodities, particularly “soft”
commodities such as coffee, cocoa, cotton
and sugar, is much smaller (UNCTAD,
1993a).

Participation by developing countries,
directly or through intermediaries, is
limited but increasing. Latin American
exporters of soft commodities are among
the major developing-country users,
hedging about a quarter of the region’s
cocoa, coffee and sugar exports on the
Coffee, Sugar and Cocoa Exchange in New
York (L6pez Huebe, 1990). Latin American
exporters of cereals and soybeans also
hedge on United States exchanges
(Regtinaga, 1990). For metals, Latin
American exporters are active users of the
exchanges. The region’s copper producers
and processors of semi-finished copper
productsin Brazil, Chile, Mexicoand Peru,
have regularly used the London Metal
Exchange and the New York Commodity
Exchange (COMEX) (Bande and Mardones,
1990), though for a rather small share of
their total exports. Mexican and Brazilian
authorities have participated actively in
oil futures and options.

The exchanges offer two main types of
commodity risk management instruments.
The first is a futures contract, which is an
agreement to purchase or sell a
commodity at a price determined in the
present, for delivery of the merchandise
after a given period of time. The most
frequently mentioned benefit to be
derived from futures contracts is
hedging. Hedging allows producers,
traders and processors to transfer atleast
a part of the risk associated with price
fluctuations to a speculator, who hopes
to realize a profit as a result of price
variation.
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The other main instrumentis an option,
which gives the purchaser the right, but
not the obligation, to buy (call) or sell (put)
a commodity at a pre-determined price
after a given period of time. While a
futures contractis binding on both parties,
the purchaser of an option can walk away
from the contract if he deems this
convenient. Like futures, options can be
used by producers to shift the risk of price
changes.

Despite the benefits that are often
attributed to the futures and options
markets, they also pose certain problems.
One relates to liquidity: the volume of
trade in practically all commodity futures
and options, especially for more distant
months, is not very high. In general, the
commodity exchange options traded have
short maturities, with few transactions
extending beyond one year. Over-the-
counter trade, an active trade in options of
up to three years, is developing, but
commodity risk management instruments
offered by the exchanges with maturities
greater than one year are generally
difficult to acquire.

Another problem is the high cost of
using commodity futures and options
exchanges, either directly or through
intermediaries. To participate directly, itis
necessary to become a member of an
exchange. Also, a participant usually
needs an office in the city in which the
exchangeislocated, and must meet capital
adequacy standards and acquire
accounting services to comply with audit
and reporting requirements. These costs
tend to work to the detriment of smaller
firms. Indirect use through intermediaries
also involves costs, such as margin
deposits and margin calls, commission
fees and organizational costs (e.g., staff
training and access to daily information).
Whether or not commodity buyers and

sellers will consider it worthwhile to incur
these costs largely depends on their
location, the size of their trade deals and
the frequency with which they need to
resort to these markets.

Inaddition to these explicit costs, there
are other implicit features that might deter
potential traders from wusing the
exchanges. One is the low reliability of
futures market prices as predictors of
future spot prices. In fact, a growing
number of empirical studies tend to reject
futures prices as predlctors of future spot
rates (see Choe, 1990) Typically,
commodity futures prices forecast the
subsequent spot prices poorly, owing to
either market inefficiency or irrational
expectations, or the existence of risk
premiums (Thompson, 1983; Choe, 1990).
It is also clear, however, that they can
provide short-run stability, at a cost, to
risk-averse producers. In this sense,
futures and options are a “good thing”.

Futures markets are also said to be
partially responsible for the increase in
commodity price volatility (Thompson,
1983). Excessive short-term volatility in
futures markets may cause the
relationship between physical and futures
market prices to change frequently,
exposing hedgers to excessive risks and
higher transaction costs. Many
speculators operate on the basis of an
analysis that is founded on assumptions
about the behaviour of market agents and
prices. Basing themselves on information
about prices, trading volumes and other
indicators, these speculators take various
positions in the market. When a large
number of them take the same position,
their activity tends to bear out their
short-run forecasts. They are said to
prompt price movements that run counter
to trends in fundamental economic
variables, thereby distorting long-term

10 The most commonly used technique for testing for bias in futures prices is to regress changes in spot
prices on the futures discount. Choe’s analysis, based solely on commodities, clearly rejects the
hypothesis that futures markets are good predictors of future spot prices, coinciding with the results
of other studies of foreign exchange futures markets. In his test of eight commodities of great interest
to Latin America and the Caribbean, for the period 1980-1988, he finds evidence against therationality

of futures prices.
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market signals. This distortional effect has
increased in recent years owing to the
greater incidence of institutional
speculators. These speculators take
decisions by comparing the risks and
returns offered by various instruments,
and their reference is eminently
short-term. The waves of commodity
purchases or sales resulting from this type
of reaction exaggerate price fluctuations
unrelated to market fundamentals and
thus increase volatility.

In addition to these overall constraints
at the world level, there are elements that
might particularly limit the usefulness of
futures markets for developing-country
commodity exporters. Two such elements
are mentioned here.

i) Price trends on the exchanges of
developed countries and in local markets
of developing countries can vary
substantially. In the case of grain, for
example, a temporary imbalance between
supply and demand in the major
producing countries can lead to
competition between local consumption
and exports that will be reflected more
markedly in f.o.b. prices than on the
Chicago Board of Trade (cBor). The
cross-seasonality of the northern and
southern hemispheres can cause
unpredictable variations in premiums.
Such differences are one of the main
obstacles to participation by developing
countries in futures and options markets.

ii) Lack of information about and
experience with futures markets hinders
the advantageous use of these markets.
For example, the level of optimal
hedging can be substantially less than
expected output when price and
production uncertainties are high.
Participants'may find that the quantity to
behedged is a decisive variable, instead of
always assuming completely hedged
positions. Experience is necessary to take
such decisions. More generally,
developing- country participants are
likely to have less information on trends
which would enable them to take
profitable decisions —or avoid heavy
losses.

In so far as futures markets can lower
risk and price volatility, they have an
important role to play for commodity
producers. Their growing use by
producers and exporters in developing
countries indicates that these actors see
benefits to be gained from participation
in the markets. Clearly, however,
futures markets have not completely
solved the problem of risk (actually,
they only help to partially reduce
short-term risks), and in some instances
they may even exacerbate it. Many more
institutional measures must be taken to
improve the operation of the markets,
and economic agents in developing
countries need to increase their
knowledge of the markets’ functioning
in order to improve those countries’
external linkages.

4. Foreign capital and international
trade

Over the last decade, an increasingly close
link has developed between foreign
capital and international trade. First, much
more foreign direct investment (FDI) has
gone into export sectors than in the earlier
postwar period. Second, an increasing
share of international trade is being
carried out by transnational corporations,
either as intra-firm trade or through retail
chains or trading companies.

During the 1970s, FDI was
marginalized as a source of external
finance by private bank loans. Indeed, the
1970s were a peak period of economic
nationalism, and many foreign firms were
nationalized. With the onset of the debt
crisis and the cessation of private-bank
lending, however, developing countries
again became interested in attracting FDI.
They not only instituted macroeconomic
reforms, butalso changed their rules on FI
to create a more hospitable atmosphere.
For example, price and exchange controls
were reduced, and profit remittance was
made easier. Rules limiting the entry of
transnational corporations (TNCs) into key
industries were cut back, and foreign
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investment codes were made more liberal
(United Nations, 1991 and 1992).

After a time, transnational
corporations began to respond positively.
Table I1.2 shows the pattern of FDI flows
between 1981 and 1993, illustrating the
upturn in FDI to developing countries
during the second half of the 1980s and the
strengthening of this trend in the 1990s.
The Latin American share was largely
responsible for this stop-go pattern.
Initially, FDI in the region picked up as a
result of debt-equity swaps and
privatizations. In recent years, “normal”
FDI flows have also risen significantly (see
chapter IX).

Animportant characteristic of the new
investment flows to developing countries
is that they have gone primarily into
export sectors, rather than production for
the domestic market, as in earlier decades.
In a few cases, this has meant investment

in natural resources. Chile and Colombia
are prime examples of countries where the
bulk of recent FDI flows have gone into
commodities (copper, forestry and fishing
in Chile; oil and coal in Colombia). More
often, FDI has gone into manufactures, as
in East and South-East Asia. In addition,
some Latin  American countries
-especially Mexico, but also Venezuela
and Brazil- have been significant
recipients of manufacturing investments.
Services, including airlines and telecom-
munications, have attracted FDI on a large
scale in recent years.

Table I3 links FDI to manufactures
exports, focusing on United States and
Japanese subsidiaries in developing
countries in 1982 and 1989. The absolute
value of exports produced by the two
countries” TNCs increased rapidly, and
export propensity rose from 22% to 33%
among United States firms and from 33%

Table 11.2
INFLOWS OF FOREIGN DIRECT INVESTMENT TO DEVELOPING COUNTRIES,
BY REGION, 1981-1985, 1986-1990 AND 1991-1993

(Annual averages)

Recioi Billions of dollars Share of total inflows
ecipient

region and

1981- 1986- 1981- 1986-

economy , 1985 1990 1991 1992 1993 1985 1990 1991 1992 1993
All countries 50 155 162 158 194 100 100 100 100 - 100
Developing countries 13 25 39 52 80 26 16 24 33 41
Africa 2 3 3 3 - 3 2 2 2 -
East, Southand South-EastAsia 5 14 20 29 - 10 9 13 19 -

Latin America and the Caribbean?® 6 8§ 15 . 18 19 12 5 9 11 10

9 18¢ 28¢ 394 - 19® 120 17¢ 259 .
Soutrce: ECLAC, on the basis of information presented by the United Nations Conference on Trade and Development
- (UNCTAD), World Investment Report, 1993: Transnational Corporations and Integrated International Production

~ (ST/CTC/156), New York, Programime on Transnational Corporations, 1993. United Nations publication,
Sales No. E.93.11.A.14; and :World Investment. Report, 1994: Transnational Corporations, Employment and the
Workplace (UNCTAD/DTCI/10), New York, Division on Transnational Corporations and Investment, 1994.

United Nations publication, Sales No. E.94.11.A.14.

2 Includes 19 Latin American nations and 17 Caribbean countries or territories. Argentma, Brazil, China, Colombia,
Egypt, Hong Kong, Malaysia, Mexico, Nigeria and Singapore. = © Argentma, Brazil, China, Egypt, Hong Kong,

Mexico, Nigeria, Singapore, the Chinese Province-of Taiwan and Thailand. Argentma, Brazil, China, Indonesia,
Malaysia, Mexico, Republic of Korea, the Chinese Province of Taiwan, Thailand and Venezuela.

Ten largest recipient countries
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TableIL3
DEVELOPING COUNTRIES: MANUFACTURES EXPORTS BY UNITED STATES AND
JAPANESE MAJORITY-OWNED FOREIGN SUBSIDIARIES, 1982 AND 1989

Total manufactures  United States subsidiaries Japanese subsidiaries?
exports by (percentages) (percentages)
Country group developing
countries Export Export
(millions of dollars) Share propensity Share propensity®
All developing
countries ‘ ‘ :
1982 166,581 6.7 22.0 438 32.8
1989 451,986 5.7 33.1 29 39.2
Africa
1982 10,579 1.6 - 0.2 82
1989 16,809 3.4 - 0.2 15.2
Asia and the Pacific ‘
1982 94,314 6.3 60.3 6.3 33.6
1989 332,120 42 56.2 3.5 _ 40.2
Latin America and
the Caribbean
1982 44,814 10.5 119 22 18.6
1989 71,315 14.3 21.4 11 23.9

Source: United Nations, World Investment Report, 1992. Transnational Corporations as Engines of Growth (ST /CTC/130),
New York, United Nations Centre on Transnational Corpdrations, 1992. United Nations publication, Sales

No. E.92.1LA.24.
? Figures cover April 1982-March 1983 and Aprll 1988-March 1989, and represent only a sample of subsidiaries in

developing countries.

b Export propensity is defined as the proportion of export sales in total sales by submdlanes

¢ Some of the data are omitted by the source to avoid disclosure.

to 39% among Japanese firms. For
developing countries as a whole, the
foreign share of manufactures exports fell.
In the case of United States subsidiaries,
the decline in their share of developing
country exports (from 6.7% to 5.7%) was
entirely attributable to the Asian
countries. In Latin America, their share of
exports rose significantly (from 10.5% to
14.3%).

In Latin America, data on the 1,000
largest national or foreign firms in the
region show that in 1991, TNCs generated
22% of total exports and over 44% of
manufactures exports of these firms
(Calderén, 1993a). Particularly notable
were chemicals, rubber products,
electrical and non-electrical machinery
and automobiles, industries where foreign
firms accounted for over 75% of exports.

Nevertheless, the domestic market
continued to be the main attraction for the
1,000 largest firms, since they exported
only 17% of their total output. This figure
was heavily influenced by Brazil,
however, where the export coefficient for
TNCs (exports as a proportion of total sales)
was only 11%, compared to Chile and
Mexico, where it was 33% and 29%,

. respectively (Calderén, 1993a).

An important sub-category of TNC
exports are those sold within the firms
themselves, a practice known as intra-firm
trade. The growing importance of
intra-firm trade is a consequence of efforts
to achieve international competitiveness
(through economies of scale or the use of
specific national advantages).

A recent study shows that more than
a third of United States foreign trade in
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1989 took place within firms; no overall
estimates are available for other countries
(0ECD, 1992). For Latin America, some data
exist on intra-firm trade by United States
corporations. In 1989, for example, 27% of
Mexico’s exports to the United States and
42% of imports from that country were
intra-firm operations of United States
companies (United Nations, 1992). For
Brazil, it is estimated that 14% of
manufactures exports to the United States
in 1990 were United States intra-firm
transactions (Baumann, 1993). The motor
vehicle and electronics sectors are
especially important participants in this
form of trade.

The increasing importance of
intra-firm transactions may pose certain
problems for developing countries. Such
operations involve the replacement of
market transactions by those internal to
firms. Among other consequences, trade
flows may become less sensitive torelative
prices, undermining the effectiveness of
exchange rate policy, for example. At
the same time, customs and fiscal policy
can be adversely affected, since firms’
internal operations facilitate the use of
transfer pricing and make it more difficult
to levy taxes and adopt anti-dumping
measures.

Direct investment, however, is not the
only way in which TNCs have increased
exports from developing countries.
Especially in East Asia, but also (though to
a lesser extent) in Latin America,
subcontracting has become increasingly
important. Gereffi (1994) distinguishes
among three levels of subcontracting. The
lowest level is export processing zones
(EPZs), which specialize in the assembly of
simple manufactured goods, especially
apparel and electronics. The second level
is “component-supply subcontracting”,
which involves the manufacture and
export of component parts for
technologically advanced industries, with
final assembly usually carried out in
developed countries. The automobile and

computer industries are prominent
examples of activities that use this form of
subcontracting. Finally, there is “original
equipment manufacturing” (OEM) or the
production of finished consumer goods by
local firms. These goods are tailored to the
specifications of large retail chains,
which then market them abroad. Most
of this kind of activity takes place in
East Asia, where many backward
linkages with the local economies have
made it an important ladder to the highest
level of exports: goods produced and
marketed under the name of
manufacturers themselves in newly
industrializing economies (NiEs). (On

‘'subcontracting in the footwear industry in

Brazil, see box I1.2.)

The East Asian NIEs have managed to
confront the effects of high wages and
import quotas, which could drive them
out of subcontracting, by setting up
“triangle manufacturing”. In this process,
retail chains place orders with NE
manufacturers, who then subcontract to
factories in low-wage countries, such as
China or Vietnam. The triangle is
completed when the goods are shipped
back to the industrialized country under
the quota of the latter countries. These
triangle networks are also being extended
to Latin America and the Caribbean and to
Africa.

Trading companies are yet another
means by which foreign capital has
promoted developing-country exports.
They are mainly an Asian phenomenon,
but their impact has spread to other
developing regions. The most important
trading companies are Japan'’s giant sogo
shosha, which have offices in virtually
every country in the world and provide
marketing, financial and information
services to other firms. Initially, they
helped Japan’s own large manufacturing
firms to move abroad, but when these
firms outgrew their need for such
assistance, the sogo shosha turned to
smaller Japanese companies and firms

11 Some recent evidence, while not denying that transfer pricing has occurred, plays down its
importance as a reason for intra-firm trade (Blomstrom, 1990).
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from developing countries (Kojima and
Ozawa, 1984).

_ The Japanese trading companies have
been especially active in Asia. Their share
in the Asian and Pacific countries’ total
trade was estimated at 17% at the

beginning of the 1980s (Kuwayama, 1992).
In the late 1980s, the largest sogo shosha
managed an average of US$ 2-3 billion per
year of Latin America’s exports and
imports, meaning that the trading
companies handled over half of the
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region’s US$ 18 billion trade with Japan. In
addition, during the 1980s these firms
began to promote Latin American exports
to third countries, including the United
States. It is estimated that they were
responsible for roughly 10% of Latin
America’s total trade of US$ 200 billion in

1989 (Stallings, 1991).
In some cases, the sogo shosha simply
act as intermediaries, assuming

responsibility for shipping and financing
goods produced by independent firms. In
others, they take a small equity share in a
firm in order to secure a source of supply
or gain more influence over the quality of
the products. A third function has been to
discover investment opportunities and bring
in other Japanese companies, which provide
most of the capital. In the last few years,
some of these investments have been joint
ventures with United States firms (e.g., for
the production of liquid natural gas in
Venezuela and copper in Chile). Working
through the trading companies has been a
better way for developing countries to
gain access to the Japanese market.

5. International trade and
the environment

Environmental issues are rapidly
becoming a major factor in international
trade. Often, from the developing
countries’” point of view, environmental
concerns have been regarded as just one
more type of protectionism on the part of
the industrial nations. However, the issue
goes deeper than such an instrumental
approach would imply. The environment
is becoming an aspect of international
competitiveness, which can confer
advantages as well as impose costs.
Environmental requirements are
becoming increasingly stringent in the
1990s, meaning that economic agents are
having to change their strategies and
decision-making practices. In the
developed countries, clear indications of
the direction this process is taking include
the lower proportion of natural resources
used and waste generated in the

manufacture of the final product, the
adoption of strict environmental
regulations and increasing consumer
concern for the environment. These
facts are leading to the redesign of
industrial processes, marketing channels
and systems for the final disposal of
products.

Inview of the critical volumes of waste
and residues and the growing shortage of
dumps and deposit sites, the disposal of a
product at the end of its useful life is
becoming increasingly costly, and
recycling, re-using and minimizing waste
therefore appears to be an economically
viable option for producers. Consumers,
for their part, are beginning to regard
environmental quality as a distinctive,
desirable product feature. One indication
of this trend is that a recent survey in
France found that consumers are
willing to pay more if they are certain
that the processes used in manufacturing
the goods they buy are less polluting
(France, Ministere de l’environnement,
1993).

Another sign of this trend, which goes
beyond the problem of pollution and
extends to the conservation of renewable
natural resources, is provided by a
number of market studies done in Europe
on wood products. These studies show
that a large and growing proportion of
consumers would be willing to pay more
for wood products from sustainable
forestry sources (World Resources
Institute, 1993).

The foregoing trend is in keeping with
a process of product differentiation
representing a concern for both quality
and control. This concern is illustrated by
the combative attitude of the consumer in
the most highly developed countries, by
the action of “green groups” and
neighbourhood organizations, and by
increased awareness on the part of
traditional political parties. In addition,
industry itself has exerted pressure on
Governments to prevent “unfair
competition” from products originating in
economies that donothaveenvironmental
protection policies. As a result of all these
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pressures, Governments are beginning to
impose limitations on the movement of
goods harmful to the environment.

Indeed, various quality control
systems for production and products have
been in the pipeline for some time. Two
dynamic features of these systems stand
out. First, as they are incorporated into the
market, they are being standardized and
are gradually changing from voluntary to
formal and, in some cases, compulsory
systems. Second, quality control systems
are tending to focus less on product
quality than on quality of management,
since the former depends on the latter.
Standards applying to a product’s
environmental impact during all phases of
its life-cycle, from the production of its
natural inputs to the final destination of
the waste it generates once it has been
consumed or its useful life has ended, are
now being formulated.

The fluidity and stability of world
trade depend on the existence of a series of
rules that have been duly harmonized on
the basis of mutually agreed criteria and
incorporated into international agreements.
One instrument which is gaining in
importance is the “environmental quality
seal”: it represents a new set of standards
that are playing a growing role as external
determinants of trade and that should be
taken into account in any export strategy
(see box I1.3, on environmental labelling in
Europe).

Environmental quality labels are also
being used as part of an effort to establish
the world-wide certification of timber
harvested from well-managed forests
("wood marked with a green label”). One
indicator of the possible consequences of
this certification is the change that has
occurred in the United States market:
increasingly aware of the importance of
protecting native forests, it has begun to
rejectfurniture manufactured inMalaysia,
Thailand and Indonesia with native wood
fromvirtually non-renewable forests. This

new attitude has also had a positive
impact on Chilean exports of products
made with Monterey pine (from
plantations), the demand for which has
increased significantly in the United States
market. In the case of wood, the “green
seal” might even become a factor in the
competitive advantage of this product,
and wood that does not bear this seal
might be excluded from a growing
proportion of global markets. It is fairly
likely that other goods produced from
marine and other renewable natural
resources will receive similar treatment,
by either Governments or consumers.

In the developed countries, pressures
towards  better  environmental
management have produced an
internalization of the relevant costs. At the
institutional level, these have resulted in
the adoption by the OECD countries in 1985
of the “polluter pays principle”. The
formulation of this principle is intended to
quantify environmental impact and
classify the generating sources on the basis
of this impact, which until now has been
uncontrolled economically. In contrast, in
the developing countries, including those
of Latin America, these costs are generally
not included in the price of their main
exportable commodity, raw materials
(Biggs, 1992). This asymmetry tends to
accentuate the deterioration of the terms of
trade for such commodities.

One of the causes of this asymmetry is
the greater institutional weakness of the
developing countries, the fragility of their
legal and regulatory framework, and their
limited capacity to monitor and control
environmental damage. Perhaps a more
basic cause is that these countries are less
interested in internalizing the
environmental costs in their main exports
for fear of losing competitiveness in global
markets.

The logic of world trade, therefore, is
operating in such a way that, through the
structure of international prices, all

12 Strictly speaking, thisis a spurious componentof competitiveness, since the absence of environmental
standards leads them to underestimate or even disregard a real production cost or a negative

externality.
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countries (all consumers) are bearing the

monetary costs of controlling
environmental degradation in the
industrialized countries internalized in
the price of their products for domestic
consumption and for export and at the
same time financing these countries’
efforts to find new ways of adopting clean
technologies, minimizing waste and
saving energy and raw materials. On the
other hand, environmentally related
losses in the developing countries are
being sustained by these countries alone.
Since these costs are not transferred to the
price of the product, these products are in
fact being subsidized for consumers
throughout the world, and this hidden
environmental subsidy is discouraging
the development and implementation
of clean technologies and other
environmentally friendly practices.

To obviate this situation, the countries
of the southern hemisphere must find a
way of including in the prices of their
products the costs of environmental
protection, i.e., the outlays involved in the

installation of decontaminating
equipment, the adoption of clean
technologies, and the achievement of
sustainable modes of natural-resource
use, especially in the case of
non-renewable resources. The best
solution would seem to be to resort to
international negotiation, in which
producers of natural resources in both
developed and developing countries
would be included. This would be a way of
mitigating the fear of acting individually
and possibly risking the loss of markets.

If multilateral action is not feasible, the
countries of the region could in any case
begin a process of identifying certain clean
products for which they can charge a
premium. Agricultural products are
especially promising in this sense, since
consumers in developed countries are
apparently willing to pay more for
healthful foods. Moreover, as indicated
above, it would be important to initiate a
process in the region aimed at improving
the countries’ institutional capacity to
monitor and control environmental
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damage and ensure compliance with
international agreements.

Obviously, in the near future, these
changes will become key components of
international competitiveness, and the
countries that are first to incorporate them
will have an opportunity to acquire
competitive advantages. The nations of
Latin America and the Caribbean, and of
the southern hemisphere in general, have
already fallen behind and should not wait

any longer to move ahead in this field.
Besides, trade liberalization and export
promotion may aggravate the damage to
ecosystems that is already being caused by
the production system. In considering
.issues related to changing production
‘patterns as a means of meeting the
requirements of a more open,
transnational system, special attention
should be given to this aspect of
sustainability.



Chapter III

EXPORT PERFORMANCE IN LATIN
AMERICA AND THE CARIBBEAN

1. The new outward-looking
orientation

In the early 1980s the countries of the
region adopted adjustment policies in
order to cope with external constraints
(ECLAC, 1984a). Gradually, however, the
thrust of these measures came to be an
overall reorientation of economic policy
which included, inter alia, drastic trade
reforms. After having made transitions
entailing high social costs, most of the
countries have succeeded in boosting their
export coefficients and in considerably
improving the management of their
economic policy. These efforts have been
reflected in lower inflation, a better fiscal
performance and, since the beginning of
the 1990s, somewhat of an upturn in
growth rates and, to a lesser extent, in
saving and investment rates.

The higher real exchange rates
resulting from the external debtcrisis and
the domestic recessions triggered by the
adjustment policies of the early 1980s,
followed by trade reforms, paved the way
for a significant alteration of the
production structure. This process
involved the restructuring of some
enterprises, the disappearance of others
and the emergence of new activities.

This gradual transformation of the
production structure has been reflected in
a higher ratio of exports to GDP, a

diversification of exports, a greater
competitiveness on the part of a growing
number of firms, and a substantial
improvement in entrepreneurs’ ability to
explore and gain access to external markets.

This restructuring of production
—~which has been marked by an increase in
the percentage of total output represented
by exportable items- has shown signs of
increased flexibility in adapting to
changes in relative prices and to world
market trends. Greater economic stability
has encouraged a larger inflow of foreign
direct investment and increased access to
external financing in general, as well as the
repatriation of capital in some economies.
As a result, savings and investment rates
have been moving upward, although they
are as yet still too low. Last but not least,
the shift in regional cooperation and
integration schemes towards a modality of
greater openness has made it possible for
countries in the region to conclude a
number of trade agreements designed to
establish free trade zones or to permit the
use of intraregional trade as a tool for
improving their economies’ linkages with
the global economy.

The region’s economic performance in
theearly 1990s demonstrates that there has
been some upturn in growth, and this
trend has, to alarge extent, been associated
with the countries’ new balance-of-payments
position. An element of special
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significance in this connection is the net
transfer of resources to the region from
abroad (amounting to about 3% of the
region’s GDP), which is helping to finance
its deficit on current account (4% of GDP in
1993); this deficit has widening since 1990
in line with a similar trend in the
merchandise trade balance (see table ITI.1).

a) Exports: A long-term view

In general, the correlation between the
expansion of exports and overalleconomic
growth in the countries of the region was
weak during the 1970s and 1980s. The link
between the two variables ~which was
already tenuous, in many cases, in the
1970s— became even more so during the
crisis of the 1980s, when the recession
dampened the level of domestic activity at
the same time that the need to bring about
an external adjustment was acting as an
impetus for export growth. With very few
exceptions, the countries’ liberalization
processes —which have reduced the
anti-export bias of economic policy— and
their stabilization programmes -which
have coupled export incentives withlower
inflation rates and greater fiscal discipline—
are still in their early stages. On the other
hand, in many cases there has been a
tendency for the comparatively high real
exchange rates with which these processes
were begun to become eroded by the recent
abundance of external financing.

Thus, between 1970 and 1994, theregion’s
volume of merchandise exports grew atan

average annual rate of 4.2%. If Venezuela
is excluded in order to factor out part of
the effect of the changes seen in fuel prices
and export volumes, then the rate of
expansion was 6.5% per year (see table I11.2).

Table III.2 brings out at least two
particularly important points. First, in 15
of the 18 countries listed, the export effort
(as reflected in the long-term growth rate
of export volumes) was greater than the
variation in the purchasing power of
exports during the same period.

The reasons for this differential are
obviously associated with the type of trade
specialization pursued by the countries of
the region and with its implications in
terms of the trends in the relative prices of
the region’s export basket. The second
point is that, for 10 of these countries (and
for the region as a whole), the growth rate
of merchandise exports was higher than
that of GpP during this 20-year period.
Here again, however, considerable
differences are to be observed between one
sub-period and another.

The countries turning in the strongest
export performances, with growth rates of
over 5% for the period 1970-1994, were (in
descending order) Ecuador, Mexico,
Paraguay, Brazil, Chile, Costa Rica,
Colombia and Uruguay. The expansion of
exports has picked up speed in the 1990s,
with the average rate for 1990-1994
climbing to 7%. In fact, five countries
—Costa Rica, Chile, Bolivia, Brazil and
Ecuador- have actually achieved rates of
over 9% per year.

Table IIL.1
LATIN AMERICA AND THE CARIBBEAN: CURRENT ACCOUNT AND TRADE BALANCES
(Percentages of GDP)
1983-1989 1990 1991 1992 1993
Current account? -1.0 -0.5 -1.8 3.2 4.1
Trade balance b
(goods and services) 3.3 2.5 0.7 -1.1 -1.7

Source: ECLAC, in 1980 dollars, on the basis of official figures.
P The trade balance, at 1980 prices, plus the terms-of-trade effect.

2 Equal to the net use of external savings.
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Table II1.2
LATIN AMERICA: GROWTH RATES OF EXPORTS AND
GROSS DOMESTIC PRODUCT, 1970-1994
(In 1980 dollars; annual growth rates)

1970-1980 1980-1990 1990-1994 1970-1994
Exports Exports Exports Exports
GDP Pur- GppP Pur- GDP Pur- cpr Pur-
X:I)llé chasing ' ch:e-: chal;ing Xr(x)\le-: chasing X;t chasing
power power power power

Argentina 28 21 32 09 71 24 74 36 2.7 20 44 28
Bolivia 39 -17 70 0.0 14 -24 38 110 11 22 16 28
Brazil 8.6 8.2 53 15 6.5 42 2.0 96 110 45 77 5.8
Colombia 54 37 55 37 6.4 49 38 75 47 44 54 51
Costa Rica 55 38 41 23 43 39 50 136 118 40 5.6 53
Chile 25 74 13 28 6.6 438 64 111 85 32 7.7 39
Ecuador 89 146 133 19 6.2 36 36 9.5 47 50 102 7.8
El Salvador 31 46 47 01 31 95 46 4.8 71 18 13 -11
Guatemala 57 64 6.3 08 07 -18 39 37 43 33 29 25
Haiti 47 6.7 65 -04 17 34 82 -280 -27.1 03 21 4.0
Honduras 56 41 39 23 1.2 1.3 33 24 1.8 3.8 17 24
Mexico 67 102 144 16 88 48 25 54 3.0 39 8.8 84
Nicaragua 02 -11 -16 -14 07 32 04 47 50 04 00 -29
Paraguay 8.7 7.3 5.2 32 118 161 27 22 -143 54 83 6.0
Peru 39 23 15 12 23 47 43 6.8 39 18 11 -0.8
Dominican Republic 7.1 49 39 3.0 02 47 34 31 53 47 16 -14
Uruguay 3.0 54 05 05 5.0 47 4.2 48 23 21 51 21
Venezuela 18 58 101 04 16 07 27 58 37 14 09 32
Latin America
18 countries 5.6 2.0 6.6 1.2 5.4 2.7 34 7.0 48 34 4.2 4.6
Latin America
17 countries
(excdluding Venezuela) 6.0 6.4 5.8 1.3 6.3 35 34 7.2 6.2 3.6 6.5 49

Source: ECLAC, on the basis of official figures.

Generally speaking, exports rose more
sharply than GDP throughout the period in
question and in each individual
sub-period (see the regional total,
excluding Venezuela, in table I11.2).

The rapid GDP growth attained in the
1970s was accompanied by an even
steeper increase in the volume of
merchandise exports (6% and 6.4%,
respectively).

The period 1980-1990 was one of
recession or slow growth in the entire
region owing to the adjustments that were
made in domestic demand in order to cope
with the debt crisis or for purposes of
stabilization. The rapid expansion of
exports which was observed in many cases
could do little, on its own, to counter the
effects of these adjustments on the level of
activity.
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During the period 1990-1994, there
was a gradual resumption of growth, as
a result of which the annual average rate
of increase in GDP rose to 3.4%, after
having been just 1.2% between 1980 and
1990. Six countries registered export
growth rates above the 7% regional
average, and five of them also recorded
GDP growth rates above the regional
mean of 3.4% (see table IIL.2). As the
region’s macroeconomic environment
returns to normal, the link between
export growth and the expansion of
production appears to be growing
stronger. As will be discussed later on
(see chapters V through VIII), this
change is not a spontaneous
phenomenon but instead has to do with
the nature and quality of the countries’
macroeconomic, trade and production
policies.

b) Recent export performance

In the 1980s, the countries of the
region drastically modified their
development strategy. In line with world
trends towards economic globalization,
they steered their course back towards
exports. This change of direction is
reflected in the variations observed in
their coefficients of export orientation.
The most marked increases (over 50% of
the coefficient) in export orientation
between 1980 and 1993 —although from
different starting points in terms of the
economies’ degree of openness to export
trade- were achieved by Argentina,
Brazil, Chile, Costa Rica, Ecuador,
Mexico, Paraguay and Uruguay (see
figure IIL.1). Chile and Uruguay had
already made considerable headway in
this direction during the 1970s.!® The

region as a whole raised its export
coefficient from 14% of GDP in 1980 to 21%
in 1990 and to 23% in 1994. Although this
figure is still low in international terms,
when compared to_the average for
developing countries it represents a
rapid increase in a brief time-span, and
eight of the countries are now recording
export levels equivalent to 30% of GDP or
more.

Latin America’s reorientation
towards exports has not been enough,
however, to reverse the deterioration in
the region’s relative share of world trade
(see table 1.4).

2. Export effort and terms of trade

The considerable exporteffortmadeby the
region during the 1980s and early 1990s
was seriously undermined —in terms of the
purchasing power of exports— by the
downturn in export unit values, which
was the main cause of the deterioration
seen in the terms of trade during the
period (see figure IIL.2). Thus, in
1980-1993, while the region expanded the
volume of its exports by 103% (5.6% per
year), their value increased by only 51%
(3.2% per year) owing to a 26% cumulative
drop in prices. This situation was largely
due to what is still a heavy dependence on
commodities involving a low degree of
processing, whose prices have exhibited a
downward trend along with sharper
cyclical fluctuations.

These trendsin Latin America’s export
prices and terms of trade during the 1980s
must be viewed within the context of the
differing types of behaviour displayed by
prices for oil, other commodities and

13 Generally speaking, there is an inverse relationship between the size of a country’s economy and its
degree of export orientation. This was particularly noticeable in the region during the 1970s, when
Argentina, Brazil and Mexico had the lowest export coefficients. In recent years, this relationship has
been less direct as the countries have opted for export strategies that seek to boost their export
coefficients as an economic policy objective, regardless of the size of the economy. For example, Chile
and Mexico now have higher export coefficients than a number of smaller economies.

14 - The region’s 1990 export coefficient of 21% of GDP is similar to the average export coefficient for the
OECD, slightly higher than the average for low-income developing countries and lower than the
average for medium- and high-income developing economies (World Bank, 1991a).
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Figure IIL.1

LATIN AMERICA AND THE CARIBBEAN: RATIO BETWEEN EXPORTS OF GOODS
AND SERVICES AND GDP (%) ?
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? The countries are listed in accordance with their coefficients for the period 1979-1981.

manufactures on world markets. In the
1970s, after the initial impact of higher oil
prices on world inflation, the terms of
trade for most Latin American countries
hovered around a fairly constant level up
to the end of the decade, and the
purchasing power of exports increased,
for the most part, in step with export
volumes.

From 1980 onward, these trends broke
down. A second boom in oil prices was
followed by a drop to real levels below
those recorded during the first.
Commodity prices tended to decline, in
nominal terms, while the prices of the
manufactures imported by the region
climbed further, although slowly. The
combination of these two trends triggered
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Figure 1.2
LATIN AMERICA: TERMS OF TRADE (GOODS)
Index (1975-1976=100)
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a sharp drop in the terms of trade of the
non-oil-exporting countries in the early
years of the decade. Between 1986 and
1990 the prices of some Latin American
commodity exports did recover,
however;15 this slowed the decline, but
could not reverse it.

Later, up to 1993, the prices of most of
Latin America’s commodity exports
(including oil) turned downward once
again —quite sharply, in some cases. As a
result, the terms of trade of nearly all the
countries of the region fell below their
1990 levels (see figure II1.2). The decline
observed in those last three years (-13%)
only compounded the cumulative drop
registered between 1980 and 1990
(-21%).

Since the mid-1970s, the decline in the
terms of trade has had a greater impact on
the non-oil-exporting South American
countries than on those of Central America
and the Caribbean, and especially than on
the oil-exporting countries. The latter,
however, witnessed a sharper decrease in
the 1980s because of the high level reached
by hydrocarbons prices early in that
decade (see figure II1.2).

In 1994, as is well known, a
widespread upturn was seen in export
prices. This translated into a 3%
improvement in the terms of trade during
that same year. This trend in external
prices also added further to the abundant
supply of funds produced by the copious
inflow of capital to the region (see chapters
IX and XI).

3. Sectoral export trends

During the 1970s, the value of the
manufactures exported by theregion, with
few exceptions, increased at a
considerably faster rate than the value of

total exports. A similar trend, although
less marked in most cases, was seen in
semi-manufactures.'® During the period
1980-1987, when the value of exports
exhibited zero growth or edged up only
slowly due to sagging prices, few
countries (Brazil, Colombia, Paraguay,
Uruguay, Venezuela and, especially,
Mexico) were able to maintain a significant
rate of increase in their exports of
manufactures; instead, most of them had
to rely on the growth of external
commodity sales in order to prop up the
value of their exports.

Between 1987 and 1993, the region’s
economies saw a general improvement
in export growth. Except in El Salvador,
Honduras and Nicaragua, which were
held back by conflicts in the subregion,
the countries recorded an appreciable
increase in the value of their exports. In
most cases, manufactures led the way,
followed by semi-manufactures. In
Argentina, Chile, Ecuador and
Paraguay, commodity sales were very
strong, however. In Chile, commodity
sales expanded less rapidly than exports
of manufactures but more sharply than
semi-manufactures. In Costa Rica,
Guatemala, Peru and Uruguay, on the
other hand, semi-manufactures were the
growth leaders for exports (see
table II1.3).

To sum up, the greater buoyancy of
manufactures exports has become a
medium-term feature of nearly all the
countries of the region. This is in line
with world-wide trends, since the
volume of world trade in manufactures
has climbed twice as fast as the volume
of commodities in the last two decades.
During this period world trade in
manufactures has increased at an average
annual rate of 6.3% and Latin American
exports of manufactures have grown by

15 Especially the prices of certain minerals (copper, iron, lead, zinc) and some agricultural raw materials

(cowhide, wood, tobacco).

16 During this period, however, Mexico experienced a disproportionate increase in its external sales of
commodities due to the expansion of its oil exports, and Chile boosted the value of its commodity
exports almost as much as the value of its manufactures, while the growth rate of its

semi-manufactures (primarily copper) slowed.
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Table 111.3
LATIN AMERICA: MERCHANDISE EXPORT TRENDS
BY TYPE OF PRODUCT
Annual growth rates Elasticity in relation
in current dollars (%) to total
1970- 1980- 1987-  1970- 1980- 1987-
1980 1987 1993 1980 1987 1993
Argentina Primary products 13.7 -8.3 13.1 0.84 (252) 1.03
Semi-manufactures 184 0.2 11.2 1.13 -0.06 0.88
Manufactures 21.6 0.7 144 1.33 -0.21 1.13
Total 16.3 -3.3 12.8
Bolivia Primary products 19.1 -4.9 -4.3 1.17 (0.6) -0.72
Semi-manufactures 13.7  -l16.1 15.5 0.84 (196) 258
Manufactures 5.5 -11.9 53.6 0.34 (1.45) 8.93
Total 16.3 -8.2 6.0
Brazil Primary products 12.8 0.4 2.1 0.58 0.10 0.32
Semi-manufactures 28.8 1.6 5.5 1.30 0.41 0.82
Manufactures 36.0 8.1 9.5 1.62 2.08 141
Total 222 3.9 6.7
Colombia Primary products 16.2 2.9 2.1 0.88 0.83 0.31
Semi-manufactures 23.0 5.6 33 1.25 1.60 0.49
Manufactures 29.5 3.7 19.2 1.60 1.06 2.83
Total 184 3.5 6.8
Costa Rica® Primary products 13.5 3.8 6.2 0.87 1.81 0.60
Semi-manufactures 17.2 -5.4 23.7 1.11 -2.57 2.29
Manufactures 213 -0.3 10.0 1.37 -0.14 0.97
Total 155 2.1 10.3
Chile Primary products 193 6.9 11.8 1.38 5.31 1.08
Semi-manufactures 12.5 -13 8.8 0.89 -1.00 0.80
Manufactures 24.7 -0.7 254 1.76 -0.54 231
Total 14.0 1.3 11.0
Ecuador? Primary products 26.8 -1.8 10.5 0.91 (0.62) 133
Semi-manufactures 44.2 -6.7  -11.2 1.51 (2.31) -142
Manufactures 334 -7.2 22.2 1.14 (248) 281
Total 29.3 -2.9 7.9
El Salvador ® Primary products 10.5 1.1 208 086 -048 170
Semi-manufactures 153 -4.9 -1.0 1.25 (2.13) (0.08)
Manufactures 14.3 -8.9 22 1.17 (3.87) -0.18
Total 12.2 23 -122
Guatemala® Primary products 17.7 -6.0 1.6 100 (090) 021
Semi-manufactures 20.8 93 20.4 1.18 (1.39) 2.68
Manufactures 15.6 -6.7 12.0 0.88 (1.00)  1.58
Total 17.7 -6.7 7.6 .
Honduras?® Primary products 174 0.3 16 102 033 229
Semi-manufactures 12.9 -2.0 -9.2 0.76 (2.22) (13.14)
Manufactures 207 -16.4 293 1.22 (18.22) -41.86
Total 17.0 -0.9 -0.7
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Table I11.3 (concluded)
Annual growth rates Elasticity in relation -
in current dollars (%) to total
1970- 1980- 1987-  1970- 1980- 1987-
1980 1987 1993 1980 1987 1993
Mexico? Primary products 372 24 03 127 059  -0.05
Semi-manufactures 17.0 9.7 5.0 0.58 2.37 0.86
Manufactures 16.3 25.0 13.2 0.55 6.10 2.28
. ) Total 294 4.1 5.8 .
Nicaragua® Primary products 105 11 208  0.86 048 170
Semi-manufactures 15.3 -49 -1.0 1.25 (2.13) (0.08)
Manufactures _ 14.3 -89 2.2 1.17 (3.87) -0.18
. Total 122 23 -122
Paraguay Primary products 20.2 5.9 94 1.18 3.11 0.74
Semi-manufactures . 139 -9.0 19.9 0.81 -4.74 1.56
Manufactures 15.2 74 211 0.89 3.89 1.66
, Total ; 17.1 19 127
Peru Primary products : 16.9 -8.6 =22 1.36 (146) -031
Semi-manufactures : 6.6 -4.1 11.2 0.53 0.69) 1.57
Manufactures 46.8 5.4 6.8 3.77 (0 92) 0.95
Total 124 -59 7.1
Uruguay Primary products - 114 -10 24 070 -0.53 0.49
: Semi-manufactures 18.2 3.2 7.6 1.11 1.68 1.56
-Manufactures 25.0 3.6 49 1.52 1.89 0.99
Total ) .l6.4 1.9 49 .
Venezuela - Primary products 191 -104 43 0.97 127) 070
Semi-manufactures 21.0 -6.0 5.6 1.07 0.73) 092
Manufactures - 250 14.2 19.9 1.27 -1.73 3.26
Total 19.7 -8.2 6.1
Items pro memoria: 7
Unit value of Latin Americaand = .
Caribbean merchandise exports . 176 . -26 1.7

Unitvalue of developed-country
exports of manufactures - : 11.1 22 2.8

Soutrce: ECLAC, on the basis of official figures.
" Notes: 1. Merchandise exports have been dlassified on the basis of the criterion discussed in EcLAC, "El comerdio de
manufacturas de Ameérica Latina: evolucién y estructura, 1962-1989", Estudios e informes de la CepAL, No. 88
- (LC/G.1731-P), Santiago, Chile, November 1992. United Nations publication, Sales No. 5.92.11.G.12, pp. 30-34.
2.The ﬁgures in brackets represent the quotient of negative rates.
2 For 1970—1992 P For 1970-1991; the year 1988 was used in the place of 1987.
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11%, although it should be noted that the
levels from which the countries of the
region started were quite low and that this
overall figure was strongly influenced by
thescale of Brazil’s and Mexico’s sales. The
fact that, for each percentage point of
increase in world output during the last
two decades, trade in manufactures has
risen by 2% while trade in commodities
has climbed by only 0.6% (DB, 1992)
underscores the importance of the role to
be played by manufactures in strategies
aimed at maximizing the contribution of
exports to growth.

a) Agricultural exports

During the 1980s, the volume of the
region’s agricultural exports increased at
a rate of 2.3% per year, but their value
rose by only 1.4% per year owing to the
decline in their unit values. Following
sharp price decreases in the early 1990s,
the value of these exports as of 1992 was
barely on a par with their 1979-1981
average.

This performance stands in contrast to
the trend of earlier decades, particularly
the 1970s, when the volume of external
sales climbed by over 4% per year as
exporters took advantage of booming
prices. As aresult, the value of the region’s
exports more than quadrupled during the
decade. The slower growth of world food
demand and the protectionist practices
used in connection with traditional crops
in the developed countries led to steep
decreases in the international prices
brought by staple crops, especially in the
1980s (see figures 1.1 and III.3). Under
these circumstances, the region’s exports
of traditional crops rose very slowly, and
this situation prompted substantial efforts
to diversify agricultural exports and to
penetrate new markets.

The agricultural export drive
launched in the 1980s, in the face of a
pronounced downturn in the international
prices of traditional products, is
noteworthy for the strong expansion of
non-traditional exports which it has
brought about. A number of countries
have succeeded in capitalizing upon new
market opportunities for tropical and
subtropical fruit and related products, as
well as for out-of-season vegetables and
fruits. Growers have - also made use
of advances in food-preservation
technologies in order to develop new
varieties that are easier to transport and
store. With few exceptions, the
producers in the modern sector of the
economy are the ones whohave taken this
enterprising approach to non-traditional
exports and who have been the main
beneficiaries of government export-
promotion efforts.

This stronger performance of
non-traditional agricultural exports has
been made possible both by . the
improvement in relative prices resulting
from currency depreciation, deregulation
and, in some cases, tax cuts, and by major
advances in extractive and processing
technologies, biogenetics and biomass
management techniques, which have
pushed back the frontier of commercially
viable agricultural resources (see chapter
V], section 3).

Consequently, substantial changes are
occurring in the composition of the
region’s agricultural exports. The value of
non-traditional products (e.g., fresh,”
frozen and processed fruits and
vegetables, flowers, beverages and wine)
trebled during the decade, rising from a
20% share of the agricultural exports of the
Latin American Integration Association
(ALADI) countries in 1983 to one third of the
total in 1990 (ECLAC, 1993a).

17 It is important to note that the conventional category of fresh, unprocessed produce does not
necessarily entail a lower level of value added. Fresh produce often requires quite complex processes
of production, harvesting, selection, classification, quality control, conservation and transportation.
Furthermore, the final consumers of these products tend to be very demanding as regards their
quality and appearance. This creates a need for a wide range of ancillary services in the production
process that add value to the product (ECLAC, 1993a).
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Figure 1.3

LATIN AMERICA AND THE CARIBBEAN: REAL PRICES
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Some of the most outstanding
examples of non-traditional exports of
products closely related to the region’s
agricultural resources'® are fresh, frozen,
dried and salted crustaceans and
molluscs (Argentina and Panama);
soluble meal and similar animal feeds
derived from marine species (Chile and
Ecuador); frozen shrimp (Ecuador);
salmon (Chile); grapes (Chile and Mexico);
apples (Chile); pineapples (Costa Rica and
Dominican Republic); orange juice
concentrate (Brazil); fresh poultry
(Mexico); cut flowers (Colombia and Costa
Rica); and lumber and cross-ties (Chile). In
each of these cases, the increase in these
countries’ sales during the period
1970-1990 far surpassed the average
growth rate for world exports of the
products in question (ECLAC, 1992d).

b) Industrial exports

Between 1980 and 1992, the value of
the region’s industrial exports
(semi-manufactures and manufactures)
rose by 7% annually. In the case of Mexico
and Chile, the increases were 14% and
8% per year, respectively, while the
rates for Brazil and Argentina were 7%
and 5%.

The greatest surge in exports during
this period, for the region as a whole, was
in basic inputs (14% annually), whose
growth rate was twice as high as the
average increase in both labour- and
capital-intensive traditional and new
industries. Semi-manufactures expanded
more slowly (4% per year)”? (see table
II1.4). Mexico stood out not only because

its industrial exports exhibited the most
rapid expansion but also because it
achieved the most balanced growth
among the various types of industries. In
Chile, the steepest increase in exports was
in traditional industries, while in Brazil
and Argentina basic inputs were the
growth leader.

The strong, rapid expansion of exports
of basic-input manufactures was due to
three factors: i) this was the industrial
activity that achieved the greatest gains in
productivity in the 1980s (3% per year,
which was almost double the productivity
growth registered by the manufacturing
sector overall during this period); ii) the
fall in domestic demand spurred foreign
sales because, since this is a
capital-intensive production process, its
variable costs, regardless of the exchange
rate, tend to be much lower than its
average costs; and iii) its products are
relatively homogenous “industrial
commodities” and are therefore easier to
sell on world markets.

The fairly strong expansion of the
region’s industrial exports during the
1980s had two notable features: i) it
occurred within a context of slow growth
in industrial output (1.1% per year, as
opposed to an annual average of 6.4% in
the 1970s); and ii) in nearly all cases, it led
to an increase in the share of manufactures
in total exports.

As a consequence of this latter
phenomenon, in two economies —Brazil
and Mexico- manufactures accounted for
close to half of total exports in 1993. In
another two -El Salvador and Uruguay-
they amounted to more than one third of

18 These products are defined as those which are not included in the Integrated Programme on
Commodities of UNCTAD, do not belong to the category of energy resources, constitute a new export
activity for the country in question, involve a new market for the product, may appear outside the
traditional season and are of some sectoral importance in the relevant national economy (ECLAC,

1992d).

19 For the purposes of this discussion, the term “manufactured goods” is understood to refer to the
articleslisted insections 6,7 and 8 of the SITC, except for those included in chapter 68. In the remainder
of this chapter, products will be categorized as semi-manufactures, traditional industries, basic
inputs, new labour-intensive industries and new capital-intensive industries. A more detailed
explanation of this classification may be found in ECLAC (1992e), pp. 30-34.
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Table 1114
LATIN AMERICA AND THE CARIBBEAN: GROWTH TRENDS IN INDUSTRIAL
EXPORTS BY TECHNOLOGICAL CONTENT, 1980-1992
(Real annual growth rates)

. . New New
Total riear:tlx- Traditional ?:;ft labour- capital-
a industries . . ¢ intensive intensive
factures industries industries?  industries®

Argentina 5.4 5.6 2.2 12.9 3.7 1.9
Brazil 6.6 23 8.1 20.8 3.8 2.0
Chile 8.4 8.6 17.8 8.2 10.9 14
Mexico 14.0 10.9 14.9 13.9 15.6 16.9
Other countries ! 4.4 0.6 7.6 11.4 19 0.7
Latin America

and the Caribbean 7.2 3.8 7.9 13.6 6.2 6.3
Source: ECLAC, on the basis of information from the COMTRADE database and ECLAC-designed software for the analysis

of industrial growth.

2 Foodstuffs, beverages, tobacco, wood and wood products, paper and paper products, industrial chemicals, petroleum
refineries and petroleum and coal products (isic groups 311, 313, 314, 331, 341, 351, 353, 354). b Textiles, wearing
apparel, leather and leather products, footwear, rubber products, ceramic products, glass and glass products, and
miscellaneous manufactures (isic groups 321, 322, 323,324, 355,361, 362,390).  © Plastic products, other non-metatlic
mineral products, iron and steel, and non-ferrous metals (1SIC groups 356, 369, 371, 372). 4 Purniture, printing and
publishing, non-electrical and electrical machinery (isic groups 332, 342, 382, 383).  © Pharmaceuticals and other
chemical products, metal products, transport equipment, and professional and scientific equipment (isic groups 352,
381, 384, 385). FIncludes Barbados, Bolivia, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala, Honduras,
Nicaragua, Panama, Paraguay, Trinidad and Tobago, Uruguay and Venezuela.

the total?’ In the cases of Argentina, exports of basic inputs were the dominant
Colombia, Costa Rica and Guatemala, category. In Argentina, Brazil, Chile,
more than 20% of total exports were Ecuador, Guatemala, Honduras and
manufactures. On the other hand, in Mexico, new industries had the largest
countries such as Chile, Ecuador or share, although the levels of these
Venezuela in which a single natural countries’ total exports of manufactures
resource is exploited intensively, exports varied widely (see table IIL5).
of manufactures were no more than one The heterogeneity of the region’s
tenth of the total (see table IIL5). ‘ exports of manufactures from the
In terms of the technological content of standpoint of both production and
exports of manufactures, traditional technological content is illustrated by the
industries were at the forefront in Bolivia, fact that, as of 1993, Brazil and Mexico
Colombia, Costa Rica, El Salvador, accounted for a full 75% of the regional
Paraguay, Peru and Uruguay. In the cases total; if Argentina’s, Colombia’s and
of Nicaragua and Venezuela, industrial Venezuela’s exports of manufactures are

20 In El Salvador, the main such exports were medicines sold to other Central American countries, textiles
and manufactures of paper and paperboard; in the case of Uruguay, they were chiefly textiles and hides.
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Table IIL5
LATIN AMERICA (16 COUNTRIES): COMPOSITION OF
EXPORTS OF MANUFACTURES (1970, 1980, 1991-1993)
(In percentages and in millions of dollars)

Exports Manu-
of

factures

Traditional  Basic New Total manu-  asa % of

industries  inputs  industries factures merchan-

(current dise

dollars)  exports

Argentina 1970 259 - 16.8 57.3 100.0 232 13.1
1980 36.7 12.5 50.7 100.0 1,645 205

1993 297 16.8 53.4 100.0 3,872 29.6

Bolivia 1970 4.6 948 0.6 100.0 13 5.8

1980 244 15 74.2 100.0 23 22

1993 823 0.4 17.3 100.0 127 15.7

Brazil 1970 218 36.9 417 100.0 312 115

1980 23.6 17.4 58.9 100.0 6,740 33.6

1993 223 27.6 50.0 100.0 20,071 519

Colombia 1970 529 15.9 312 100.0 48 6.6

1980 544 10.4 35.2 100.0 636 16.1

1993 474 16.1 36.5 100.0 2,356 31.6

Costa Rica 1970 349 14.4 50.7 100.0 37 l6.1

1980 40.9 13.8 45.3 100.0 253 26.1

. 1992 42.0 17.3 40.7 100.0 400 218

Chile 1970 0.6 29.6 69.7 100.0 27 22

1980 6.4 40.0 53.6 100.0 241 53

1993 30.7 134 55.4 100.0 890 9.5

Ecuador 1970 473 0.2 52.5 100.0 3 1.6

1980 36.5 1.9 61.7 100.0 54 2.2

1992 40.8 72 52.0 100.0 87 3.0

El Salvador 1970 57.6 9.7 32.7 100.0 57 252

1980 57.5 9.9 32.6 100.0 219 305

1991 543 7.1 385 100.0 125 343

Guatemala 1970 499 12.9 372 100.0 76 263

1980 414 10.8 47.8 100.0 326 220

1992 374 159 46.7 100.0 354 269

Honduras 1970 56.0 42 39.8 - 100.0 12 6.8

1980 35.0 44 60.5 100.0 76 9.3

1992 403 74 523 100.0 78 10.6

Mexico 1970 224 11.0 66.3 100.0 326 27.8

1980 225 6.7 70.7 100.0 1,469 9.5

1992 10.4 11.4 783 100.0 12,966 47.6

Nicaragua 1970 454 19.7 349 100.0 24 13.7

1980 27.6 452 27.2 100.0 46 11.2

1991 225 48.9 28.5 100.0 19 7.2

Paraguay 1970 4.1 7.6 88.3 100.0 5 71

1980 24.7 0.0 752 100.0 19 6.1

1993 67.3 13.2 19.5 100.0 98 13.5

Peru 1970 36.1 36.1 27.8 100.0 11 1.0

1980 60.9 12.1 27.0 100.0 494 14.7

1993 733 48 21.9 100.0 496 14.3

Uruguay 1970 76.9 11.8 113 100.0 40 17.4

1980 71.1 10.3 18.5 100.0 377 35.6

1993 62.6 7.8 29.6 100.0 643 40.1

Venezuela 1970 47 77.2 18.0 100.0 23 0.7

1980 27 59.3 38.0 100.0 216 1.1

1993 11.5 48.0 40.5 100.0 1,625 10.8

Source: ECLAC, on the basis of official figures. Merchandise exports have been classified on the basis of the criterion
discussed in ECLAC, "El comercio de manufacturas en América Latina: evolucién y estructura, 1962-1989”,
Estudios e informes de la CEPAL, No. 88 (LC/G.1731-P), Santiago, Chile, November 1992, pp. 30 - 34. United
Nations publication, Sales No. $.92.11.G.12.
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added in, then this figure rises to 92% of
the total. Moreover, the relative weight
of Brazilian and Mexican exports grows
as the technological complexity of the
export item increases: these two
countries accounted for close to 60% of
traditional exports, three fourths of the
region’s exports of basic inputs and 85%
of the exports produced by its new
industries.

As the region increased its industrial
exports during the 1980s, it also boosted its
share in imports of manufactures by the
Organization for Economic Cooperation
and Development (OECD) countries from
about 2.7% in 1980 to 3.7% in 1990.2!
Inasmuch as OECD may be considered the
most demanding and competitive market
in the world as regards both price and
quality, the fact that the region has been
able to expand its share of this market
indicates that it has made headway in
raising its level of industrial
competitiveness. The region’s share of
both traditional manufactures and basic
industrial inputs grew, but its larger share
in imports of new low-, mid-range and
high-technology manufactures was
essentially a reflection of Mexico’s
performance in that area.

¢) Services

With exports amounting to US$ 890
billion as of 1991, services constitute one
fifth of world trade in goods and services
(GATT 1993b). In the period 1970-1991,
commercial services expanded at a yearly
rate of 13%, measured in current dollars.
The main sectors were transport and
travel, but the fastest growth rate was
seen in the category of other private
services.

" The countries of the Group of Seven
(G-7) accounted for 52% of the world’s
service exports, while the newly
industrializing economies (NIEs) of Asia
had a 6% share; only 2.5% of the world
total came from the six Latin American
countries ranked among the 50 main
suppliers of services: Mexico (1.4% of
world exports); Brazil (0.4%); Chile,
Argentina and Colombia (0.2% each); and
the Dominican Republic (0.1%) (GATT,
1993b).

The region’s exports of services
increased at an average annual rate of 10%
between 1985 and 1993, which means
that its service exports rose from 15% to
21% of its total exports of goods and
services in the space of those eight years
(see table IIL6).

4. Diversification of exports and
patterns of specialization

As a result of the region’s search for new
markets, the existence of favourable
exchange rates, the implementation of
promotion policies designed to broaden
and diversify the supply of tradables, and
the conclusion of trade agreements, the
composition and destinations of the
region’s exports have changed radically.
Indeed, a number of Latin American
and Caribbean countries have succeeded
in reducing the degree to which their
exports are concentrated in a limited
number of products. In 1970, the region’s
10 main export items represented 56% of
the total value of its exports, but by 1990
this figure had fallen t040%.%* During this
period, thereductionin the relative weight
of the 10 main export products was very
substantial in Brazil, Uruguay, Chile,

21 Version 1.1 of the Competitive Analysis of Nations (CAN) software was used for these calculations.

22 Thereisnointernationally agreed definition of tradable services. GATT defines “commercial services”
as transport, travel and other services and rents in the private sector (see GATT (1993c), p. 68).

23 This category includes insurance, commissions and brokerage services, construction and
engineering, communications, consulting, marketing, advisory services and banking.

24 Incontrast to the situation as of 1970, this category also includes two industrial products which have
a high technological content: motor vehicles (2.3% of total exports) and internal combustion engines

(2.1%).
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Table I1L.6
LATIN AMERICA (19 COUNTRIES): EXPORTS OF GOODS AND SERVICES
(Millions of dollars at current prices)

1980 1985 1990 1993
A. Goods 88.6 92.0 121.9 133.7
B. Services (non-financial) 16.3 16.6 28.7 36.7
C. Total exports 104.9 108.5 150.6 1704
(B/C)*100° 15.5 15.3 19.1 21.5

Source ECLAC, on the basis of official figures.
? Percentage of total exports corresponding to services.

Colombia, Costa Rica and Peru (between
21 and 31 percentage points). In fact, in
Brazil this proportion was only 37% in
1991, as compared to 68% in 1970. More
moderate reductions were observed in
Bolivia, Argentina and El Salvador. In a
number of other countries, however, the
share of total exports accounted for by
these major items remained constant and,
in some (Mexico, Nicaragua, Paraguay), it
actually increased.” Thus, whereas the 10
main export products brought in two
thirds or more of export earnings in 15
countries as of 1980, in 1991 this was true
of only seven countries (Bolivia, Ecuador,
Honduras, Nicaragua, Paraguay, Trinidad
and Tobago, and Venezuela) (ECLAC,
1993b).

a) Changes in patterns of specialization

In the last two decades the countries of
Latin America and the Caribbean have
made major changes in their patterns of
specialization. In a large group of
countries (Argentina, Bolivia, Brazil,
El Salvador, Guatemala, Mexico, Uruguay
and Venezuela), the percentage of total
exports represented by commodities has

fallen off sharply while the shares of
semi-manufactures and manufactures
have risen. In the cases of El Salvador and
Guatemala, the ground lost by
commodities was taken over by
semi-manufactures. In a third group of
countries (Chile, Ecuador, Honduras and
Paraguay) the relative share of primary
exports expanded at the expense of that of
semi-manufactures, but there was an
increase in the relatively small share
represented by exports of manufactures
(see table I11.7).

Most of the countries that changed
their patterns of specialization by shifting
their focus towards manufactures and
away from commodities or semi-

manufactures registered smaller declines
in the real prices of their exports 26 over the
two decades in question than the countries
where this did not occur. This finding
supports the hypothesis that the
acquisition of competitive advantages in
manufacturing improves a country’s
position within the international
economy.

Of the countries that turned in the best
export performances in the 1980s, Brazil,
Colombia and Mexico did so by

25 In Mexico, this was due to the incorporation of oil exports, which led to a steep rise in the 10 main
products’ share of the total between 1970 and 1980; this proportion subsequently declined, however.

26 Defined as the ratio between the unit value of the merchandise exports of the country in question
and the unit value of the manufactures exported by developed countries.
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Table IIL.7

LATIN AMERICA (16 COUNTRIES): COMPOSITION OF
MERCHANDISE EXPORTS (1970, 1980, 1991-1993)

(In percentages)
. Semi- Manu-
Commodities manufactures factures Other
Argentina 1970 61.3 25.6 13.1 0.1
1980 48.9 30.6 205 0.0
1993 344 36.0 29.6 0.0
Bolivia 1970 484 45.8 5.8 0.1
1980 61.3 36.5 2.2 0.0
1993 42.6 32.6 15.7 9.1
Brazil 1970 67.0 21.2 11.5 0.3
1980 30.2 36.0 33.6 0.2
1993 18.3 28.7 519 0.1
Colombia 1970 85.1 7.7 6.6 0.6
1980 70.3 11.3 16.1 2.3
1993 51.5 10.6 31.6 6.3
Costa Rica 1970 72.0 11.9 16.1 0.0
1980 60.2 13.7 26.1 0.0
1992 55.8 14.1 218 82
Chile 1970 12.9 84.9 22 0.0
1980 20.2 74.4 5.3 0.1
- 1993 30.9 55.0 9.5 4.5
Ecuador 1970 90.5 7.9 1.6 0.0
1980 74.3 - 23.5 22 0.0
1992 90.1 6.7 3.0 0.2
El Salvador 1970 63.2 11.4 252 0.2
1980 54.2 15.0 30.5 03
1991 45.5 20.0 343 0.1
Guatemala 1970 60.1 13.5 263 .01
1980 60.2 17.6 220 0.2
1992 47.6 25.3 269 0.2
Honduras 11970 75.0 18.2 6.8 0.0
1980 77.8 12.8 9.3 0.0
1992 81.1 7.6 10.6 0.7
Mexico 1970 45.3 26.7 27.7 03
1980 80.7 9.7 9.5 0.1
1992 38.2 13.5 47.6 0.6
Nicaragua 1970 68.3 18.0 13.7 0.1
1980 731 15.7 11.2 0.0
: 1991 68.4 21.3 7.2 31
Paraguay 1970 43.7 49.2 7.1 0.0
1980 56.7 37.2 6.1 0.0
1993 62.1 244 13.5 0.0
Peru 1970 30.5 68.4 1.0 0.0
1980 449 40.3 14.7 0.1
1993 21.1 57.5 14.9 6.5
Uruguay 1970 61.6 20.9 17.4 0.1
1980 . 39.8 245 35.6 0.1
. 1993 28.1 31.2 -40.1 0.6
Venezuela 1970 70.0 29.0 0.7 0.2
1980 66.6 32.2 1.1 0.0
1993 50.9 37.0 10.8 14

Source: ECLAC, on the basis of official figures. Merchandise exports have been classified on the basis of the criterion
discussed in ECLAC, "El comercio de manufacturas en América Latina: evolucién y estructura, 1962-1989",
Estudios e informes de la cerAL, No. 88 (LC/G.1731-P), Santiago, Chile, November 1992, pp. 30-34. United
Nations publication, Sales No. 5.92.11.G.12.
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reorienting their export profiles towards
industrial products. Costa Rica also
reduced the share of commodities in its
exportable supply and increased the
proportion of manufactures and other
goods. The solid export performances of
Chile, Ecuador and Paraguay were based
mainly on a strengthening of their
commodity-oriented export profiles,
although some diversification of products
and markets was also observed (see table
1L7).

Within world trade in manufactures,
new industries have been comparatively
more buoyant. In this respect, there is a
marked contrast between different groups
of countries. Brazil and Mexico recorded
substantial increases in their exports of
these types of products, which have come
to represent 26% and 37%, respectively, of
their merchandise exports. Argentina,
Costa Rica, Guatemala, El Salvador and
Uruguay occupied an intermediate
position, with new industries providing
between 8% and 16% of total exports.
Venezuela, Paraguay, Chile, Ecuador and
Bolivia, on the other hand, as yethave only
a very small part of their total exports in
this category (see table IIL5).

An examination of how selected
economies’ export specialization profiles
have influenced their trading patterns
reveals the persistence of trade surpluses
in commodity trade which help to finance
a net deficit in the industrial sector. Brazil
is the exception to this rule, in that it runs
deficits in its commodity trade and
surpluses in all the other categories except
new industries (see table III.8). The
country actually does have trade
surpluses in agricultural and mining
products, but these two positive balances
are outweighed by its deficit in energy
products. Chile, too, has had a favourable
trade balance in industrial products
because its surplus in semi-manufactures,
especially those based on mining
resources, has outweighed its deficit in
manufactures.

Of the countries with a trade deficit in
industrial products, Colombia and Mexico
show a deficit in manufactures and
semi-manufactures whereas Argentina
runs a deficit only in manufactures. Under
the heading of exports of manufactures,

“Argentina, Brazil and Colombia are net

exporters of traditional industrial
products and Brazil is also a net exporter
of basic inputs. Under the heading of new
industries, all the countries considered
here are net importers. However, since the
mid-1980s Brazil has became a net
exporter of the goods produced by new
capital-intensive industries.

b) Diversification of products and markets

A comparison of the present
composition of exports by technological
categories and destinations? with the
export mix that existed in the early 1970s
reveals significant changes in the export
specializations of the Latin American and
Caribbean countries with regard to their
various markets (see table ITL.9).

i) In the region’s exports to the United
States, the proportion of commodities was
reduced and exports of mining products
almost disappeared altogether. This
change was accompanied by an increase in
exports of primary energy products.
Semi-manufactures fell off sharply and the
share of manufactures nearly trebled. This
change was primarily due to an increase in
exports of both labour- and capital-
intensive new industrial products.

ii) In the case of Europe, too, the share
of commodities (particularly agricultural
products) declined while the share of
manufactures rose. Among the latter, the
increase in exports by new industries
(mostly those with a mid-range
technological content) was particularly
notable, as these items climbed from 2% to
10% of the region’s total exports to Europe.

iii) In exports to Japan as well, the
relative share of commodity exports
declined, falling to under 50% in 1992; this

27 For the purposes of this analysis, five destinations were defined: United States, Japan, Europe (EEC
and EFTA), Latin America and the Caribbean, and other regions.




EXPORT PERFORMANCE IN LATIN AMERICA AND THE ... 81

Table 111.8
LATIN AMERICA (5 COUNTRIES): TRADE BALANCE AND
PATTERN OF SPECIALIZATION

(Positive or negative trade balance, by type of product)

Semi- . .
Cogrtlirt?s()d Industrial o ires fﬁ@lrxl;le-s Erc;irigf iggﬁfs incll\tz‘;‘t/\r’ies
Argentina + - + - + - -
Brazil - + + + + + -
Colombia + - - - + - -
Chile + + + - - - -
Mexico + - - - ns. - -

Source: ECLAC, on the basis of official figures. The trade balance sign is the average for the period 1980-1992, in 1985

dollars.

reduction was the result of decreases in
exports of agricultural and mining
products, since the proportion of energy
products rose considerably. In this case,
the corresponding expansion of industrial
exports was due to an upturn in
mineral-based semi-manufactures and
basic inputs. New industries increased
their share in regional exports to Japan
only marginally.

iv) The profile of intraregional exports
reflects a drastic shift away from the
once-predominant category of primary
energy products and towards industrial
products, which now account for three
quarters of all trade among the countries
of the region. One fourth of this amountis
represented by semi-manufactures, whose
share has remained fairly constant. The
notable increase in industrial exports is
therefore attributable to manufactured
goods (which now account for one half of
the total), especially basic inputs and new
industries (particularly capital-intensive
ones).

v) In sum, the region’s exports within
Latin America are clearly oriented
towards industrial products and
especially those from new industries; in
the cases of Japan and Europe, they are
skewed towards commodities and
semi-manufactures, with greater

opportunities for exports from new
industries being observed in the European
market. However the United States offers
the greatest opportunities of all the major
industrialized markets for exports from
new industries.

The diversification of products and
markets has assumed different forms
within the region. Brazil and, to a lesser
extent, Uruguay and Colombia have
achieved the highest degree of
diversification. These countries have
substantially reduced the relative weight
of their 10 main export items in their total
external sales, have increased the number
and volume of different raw materials and
semi-manufactures, have begun to export
a succession of different types of
manufactures and have diversified the
regional destinations of their exports.
Mexico concentrated its trade activity on
one destination (the United States) but
diversified its exports, especially
manufactures, by incorporating new
products. Argentina’s diversification
process has been somewhat erratic as a
result of the policy changes and recessions
of the 1980s. Be that as it may, it has sought
—although less intensively than Brazil and
Mexico- to incorporate manufactures and
todiversify its supply of raw materials and
semi-manufactures as well as the
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Table IIL.9
LATIN AMERICA (14 COUNTRIES):* COMPOSITION OF
EXPORTS BY DESTINATION, 1970-1974 AND 1992

(In percentages)
. Latin America
gg:zsd Japan and the EE:;‘;C[ Total
Caribbean
1970- 1970- 1970- 1970- 1970-
1974 1992 1974 1992 1974 1992 1974 V992 gy 1992
A.Commodities 47.0 398 661 483 510 251 59.6 438 53.6 363
1. Agricultural products 255 151 328 174 117 94 469 266 299 16.6
2. Mining products 63 09 315 200 10 20 67 69 62 44
3. Energy products 152 238 1.8 109 383 138 6.0 103 176 153
B. Industrial products 526 589 320 504 488 744 400 541 46.0 62.1
1. Semi-manufactures 401 221 271 380 233 251 336 342 33.6 285
1.1 Agriculturally-
based, labour-
intensive 56 51 31 78 75 78 158 170 95 102
12 Agriculturally-
based, capital-
intensive 86 18 61 66 31 36 26 46 60 39
1.3 Mineral-based 67 62 172 236 64 82 135 111 92 91
14 Energy-based 192 91 07 02 62 55 17 14 89 53
2. Manufactures 125 368 49 124 255 494 64 199 124 336
2.1 Traditional
industries 50 86 20 14 48 84 36 63 43 73
2.2 Basicinputs 16 45 11 58 48 107 07 37 19 73
2.3 New labour-
intensive
industries 39 110 15 41 87 130 10 58 36 91
a) Low technological
content 04 13 01 23 17 21 02 06 06 13
b) Mid-range

technological content 16 57 02 04 41 67 04 39 16 438
¢) High technological

content 18 40 12 14 30 42 04 13 14 30
24 New capital-intensive

industries 20 126 04 11 72 173 11 41 26 98
a) Low technological

content 03 05 00 04 07 11 00 01 03 05
b) Mid-range

technological content 13 104 03 05 50 144 06 29 17 81
c) High technological

content 04 16 01 01 15 18 04 10 06 13
Other 04 13 19 13 02 05 04 20 04 16
Total 100 100 100 100 100 100 100 100 100 100

Source: ECLAC, on the basis of official figures.
2 Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, Guatemala, Honduras, Mexico, Paraguay, Peru,
Uruguay and Venezuela.
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destinations of its exports. Chile’s and
Peru’s exports are concentrated in
commodities and semi-manufactures, but
these countries have diversified the
destinations of their exports. Chile greatly
increased its exports of manufactures, but
was starting from a very limited base, as
well as diversifying its exports of raw
materials and semi-manufactures. Peru,
for its part, began to sell some
manufactures which it had not exported
before, but did not modify any of the
essential features of its pattern of
specialization. Exports from Ecuador,
Bolivia and Paraguay were still
concentrated in a few commodities and
were routed to one major market in each
case: the United States for Ecuador, and
Latin America for Bolivia and Paraguay.
The concentration of products and
markets is somewhat less marked in the
cases of Costa Rica and Guatemala, but is
still considerable.

Mexico constitutes a special case in
terms of export diversification by product
and destination because virtually all of its
exports go to the United States. In all other
cases, Europe continues to be a major
market for the region’s commodities and
semi-manufactures. While this market’s
relative weight has declined (partly as a
result of a process of product
diversification which, in the case of the
bigger countries, has reduced the share of
commodities), it continues tobe the largest
market, absorbing more than 30% of the
exports of Argentina, Brazil, Chile and
Paraguay and close to that percentage in
the cases of Bolivia, Colombia and Uruguay.

The United States is the main buyer of
the region’s fuel and petrochemical
exports, while Europe and Japan are
supplied mainly by the Middle East and
Africa. Latin America is an important
market for natural gas (Bolivia and
Argentina).

Latin America and the Caribbean are a
very important and rapidly growing
market for manufactures. For Colombia,
Chile and Ecuador this is by far the biggest
market for such goods, regardless of
whether they are produced by traditional,
basic-input or new industries. This
concentration is slightly less marked in the
cases of Argentina, Paraguay and
Uruguay, which have a fairly diversified
range of markets for their traditional
industries and, in the case of Argentina, for
basic inputs as well. However, Latin
America has been and continues to be
virtually the only destination for exports
from new industries in these countries, as
is the subregional market for exports from
new industries in Costa Rica and
Guatemala. Brazil has channelled its
exports of manufactures to different
markets. The United States continues tobe
the main buyer of traditional products,
followed by Europe. In the case of basic
inputs, other developing regions have
displaced Latin America as the main
destination, but in the case of new
industries, the region is the largest market;
Mexico is an exception in this respect,
since the regional market is of less
importance for it than the United States.”®

5. Intraregional trade and technological
intensiveness

Forms of development based on growing
and sustained international compe-
titiveness are buttressed by the dynamic
effects of technological learning processes.
For their part, strategies aimed at
improving international linkages based on
the development of the production sector
emphasize the role played by trade in
stimulating activities which make
intensive use of knowledge and
technology. Consequently, trade among

28 Regressions carried out for the period 1970-1991 show a strong positive correlation between the
importance of Latin America as a destination and the share of total exports represented by products
from new industries in the case of Argentina, as well as a positive but weaker correlation in the case
of Brazil. For Chile, these calculations revealed a strong positive correlation for manufactures as a
whole. For Mexico, however, no significant correlation was found to exist.
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developing countries is generally thought
to be concentrated in goods that are more
technology-intensive than those traded
between developing and industrial
countries.

A number of studies which are wholly
based on foreign trade data (ECLAC, 1992¢;
Barbera, 1990) substantiate this argument.
It has also been corroborated by a recent
ECLACstudy (Buitelaar, 1993a) whichlooks
at both foreign trade data and production
data. The figures show that products for
which a fairly substantial share of demand
comes from the regional market are
precisely those whose technological
characteristics are more likely to generate
externalities than those sold on
extraregional or domestic markets.?

Three main conclusions are to be
drawn from the research carried out to
date:

a) The production of those goods
which are more heavily dependent on
intraregional trade is more technologically
sophisticated. Such goods primarily
comes from the chemical, non-electrical
machinery and transport equipment
sectors. These sectors are also ones in
which international demand tends to be

more dynamic and in which price
movements tend to be more stable and
more positive over the long term.

b) Sectors that make a strong export
effort vis-a-vis the regional market also do
so (simultaneously or subsequently) in
respect of extraregional markets, which
suggests that the promotion of
intraregional trade is complementary to
the promotion of extraregional exports.

¢) These are also sectors in which the
region is heavily dependent upon
extraregional imports; therefore,
intraregional trade in the products of these
sectors benefits by gaining access to the
inputs and equipment that may then be
imported from third countries.

In sum, intraregional trade —precisely
because of its special characteristics, which
have to do with proximity and the contacts
of all sorts that facilitate such trade- is
complementary to the development of
linkages with the global economy and
provides an environment that stimulates
technological learning processes which, in
turn, lead to greater international
competitiveness and a more diversified,
balanced pattern of specialization in the
world economy.

29 For a thorough discussion of this subject, see ECLAC (1994a).




Chapter IV

EXPORTS AND CHANGING
PRODUCTION PATTERNS

1. Exports and growth

In the present international context, an
increasing ability to compete and to
achieve more dynamic linkages with
world markets have become essential for
sustained growth. In the framework of the
proposal put forward by ECLAC (ECLAC,
1990a; 1992a), several conditions are
necessary for successfully changing
production patterns as an impetus to
growth. First, a change in relative prices
that favours the production of exportables
and the equilibrium of the export sector; a
real exchange rate that depreciates pari
passu with the gradual reduction of
protection against imports, incentives and
drawbacks for exporters; and safeguard
mechanisms to offset unfair competition
from external suppliers. Second, a
macroeconomic environment favourable
to investment and technological
innovation; among other requisites, this
presupposes a level of economic activity
close to the production frontier and

“reasonable” real interest rates which are
compatible with the profitability of
productive capital. Third, an endowment
of production factors which is capable of
responding to the demand from producers
of exportables and efficient producers of
import substitutes. Many of these factors
come from markets that are currently
imperfect, incomplete or non-existent.
Therefore, what is needed is an active,
efficient policy of government support so
that liberalization will lead to
self-sustained growth, which includes
improving or creating the markets or
institutions needed to steadily enhance
productivity.

At least three ways can be
distinguished in which exports can help to
increase a country’s economic growth
rate,

The first is the role which export
earnings play in generating foreign
exchange, making it possible toacquire the
imports thatevery country needs to fuel its
economic expansion.

30 A great number of econometric studies have tried to find a statistical link between export growth
and output. A survey of these studies yields no definitive conclusions as to the exact role played by
exports in the growth process. Rather, they show a complex link that does not operate in the same
way or in the same terms in all cases. Results depend, decisively, on the quality of public policies and
the external environment (Moguillansky, 1994; Rivas, 1994).

31 Given the heavy dependence of developing countries on imported machinery and equipment, the
availability of foreign exchange can also considerably affect the investment rate (Taylor, 1988;

Diaz-Alejandro, 1976).
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Only a good export performance can
ensure a sustainable supply of foreign
exchange over the medium and long term.
This entails promoting exports, but
bearing in mind that this is not just a
question of volume but also of price: what
is important from the standpoint of
generating foreign exchange is not only
the volume of exports but also the return
obtained from them. Thus, it is important
to promote exports of goods and services
whose prices (by unit of inputs) are likely
to rise, rather than fall, over time.

It is also important to reduce
fluctuations in the supply of foreign
exchange, in order to avoid the
repercussions that the cyclical nature of
international goods markets can have on
domestic activity. In this regard, anumber
of instruments designed to mitigate
abrupt fluctuations have been used in
recent years to supplement traditional
policies aimed at diversifying the basket of
export goods and target markets. These
new instruments include stabilization
funds for products that account for a high
percentage of export earnings and the
development of incipient futures markets
(see chapter II).

The second way in which exports
influence development is through
so-called “linkages”. Ina ground-breaking
study, Hirschman (1978) identified
“backward” and “forward” production
linkages. A backward linkage involves the
possibility that the development of a
particular activity might lead to the
emergence or expansion of local
suppliers of inputs and capital goods for
that activity (for example, the
development of canned fruit exports can
stimulate the expansion of tin can
manufacturing, or the installation of an
automotive plant can lead to the
development of an automotive parts
industry). A forward linkage, on the other
hand, involves the possibility of increasing
the degree of processing or incorporating
more value added into an existing
production line (for example, wood pulp

production based on the availability of

forestry resources).

Obviously, the more highly processed
the exports and the more integrated the
production chain, the greater the
dynamism of the economic activity
generated by foreign sales. In this sense,
the contribution that exports make to
growth will depend on the level of
development of the economy’s production
structures. It is important in this regard to
emphasize that linkages represent a
potential whose realization isby no means
guaranteed. This is where public policy is
important -not to establish such linkages
artificially, but to provide the technology,
training and infrastructure needed to
facilitate that process.

Besides production linkages, there are
other effects as regards the impact on
consumption and fiscal revenues. Thus,
the more labour-intensive the export
activity (considering the direct and
indirect employment created) and the
better distributed the income generated
within and among firms, the greater the
effect on domestic demand. Tax policy can
also help to increase the positive effects on
output growth when exports produce
high economic rents. This obviously
depends, however, on what the
Government does with the revenues
obtained.

The third way in which exports can
affect the output growth rate has to do
with export activities” greater contact with
the international economy and the
pressures they face to be competitive. This
may not only lead to a more efficient
utilization of available resources but also
help raise productivity in otherareas of the
economy. As shown by some studies on
the performance of firms in the region,
enterprises that export tend to be more
innovative than average as regards both
technology and management (Guerguil,
Macario and Peres, 1993). Although no
similar studies have been made of the
impact of the experience of export firms on
activities geared to the domestic market,
certain suggestions can be made as to how
that influence might be increased.

Clearly, the more export firms and
export-producing sectors there are, the
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greater their impact. The number of
contacts between exporters and domestic
producers increases, and there are more
opportunities to share information,
designs, management methods, etc. This
kind of feedback can take place through
explicit channels (such as links with
suppliers and agreements with
subcontractors) or through more informal
channels such as personnel movements
and demonstration effects. On the other
hand, the more export activity is limited to
a few products and producers, with few
links to other areas of the economy, and
the more it becomes like an “enclave”, the
more limited its impact is likely to be.

The impact will be proportionately
greater when the capacity of the country to
absorb the lessons learned by export firms
is greater. Innovations will be more easily
adopted and stimulated if there are
mechanisms to expedite technology
transfer, if the educational level of the
workforce is high, if there are functioning
systems for training and retraining
personnel, if business associations are
active in promoting exchanges of
information and knowledge among their
members, in short, if there is an
institutional framework which stimulates
adaptation and innovation among firms,
whether or not they are exporters.

In some cases, export activities are
carried out by transnational corporations,
which tend to adopt innovations more
easily but may have less incentive to pass
them on to others. In some countries (the
Republic of Korea is a good example),
access to foreign investment is tied to
technology transfer agreements (Anglade
and Fortin, 1987). Even though the basic
concern in many Latin American and
Caribbean countries today is simply to
attract investments, they should still
explore ways of encouraging the firms that
come into the region to transfer more
innovations.

In sum, there are many reasons why a
country should increase its exports. In
general, exports are the main source of
foreign exchange, which is essential for
financing imports. Through linkages,

exports can also help activate material and
human resources that are available but
underutilized because of alack of demand.
Also, resources are likely to be more
productive if they are used for export
activities, since installed capacity can be
used more intensively, economies of scale
are easier to achieve (particularly in small
countries), and rapid access to imported
inputs and external competition lead to
greater efficiency and a more rapid
adoption of innovations by producers of
exportable goods and services. In
addition, exports can generate positive
externalities for the rest of the economy by
demonstrating the benefits to be obtained
from the more sophisticated practices
used by export firms; by moving to other
sectors of the economy managers and
employees who have learned to cope with
the demands of international
competitiveness; and by the actual
demands which export firms make on
their domestic suppliers in terms of
quality and ability to meet deadlines.
Lastly, various authors have pointed out
that further external liberalization would
also have the advantage of promoting
more efficient management of overall
economic policy (Krueger, 1980; Mussa,
1987). This is because the more linkages
there are between the domestic economy
and the international economy, the greater
the costs of introducing severe market
distortions or making mistakes in
macroeconomic management.

These various ways in which exports
can contribute to economic growth justify
the increasing efforts being made to
promote them, both in the region and in
other parts of the world.

2. The transition period of liberalization

Generally speaking, trade reforms have
taken place in the context of sweeping
changes in which international
competitiveness and exports play a key
role. The main instrument of reform in
Latin America has been the more or less
indiscriminate and rapid liberalization of
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imports. The purpose of opening up the
economy has been to expose domestic
producers of importable items, who have
frequently enjoyed in the past
considerable protection to external
competition. Liberalization would
enhance productivity and reduce
inefficiency by allowing the economy to
absorb new technologies and increase
specialization. In extreme situations, those
producers who did not adapt to external
competition would be driven out of the
market. The resources thus released
would be absorbed mainly by the
production of exportables.

Indirect export incentives include the
lower cost and greater variety of
importable inputs to which producers
have access, and the eventual depreciation
of the national currency which import
liberalization would tend to generate in
the exchange market.

All of these are effects that tend to
occur to some extent. What matters is how
fast they occur, and how the positive and
negative effects are distributed in the
course of the economy’s adjustment to the
reforms. The outcome is not a single
trajectory or goal, since much depends on
the point of departure, the other economic
policies adopted during the process, and
the external context.

The response of producers of import
substitutes depends on the magnitude of
changes in relative prices, the rapidity of
the changes, and the capacity of the
producers to adjust. The ideal situation is
one in which producers are given enough
time to restructure, but only the time
strictly necessary, so that they are
effectively pressured to increase their
productivity. For example, “water” or
redundant nominal protection should be
removed immediately. However, exc<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>