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CHAPTER I

Purpose of this study

The purpose of this paper is to gather the experience of the case studies
on Argentine, Brazil, Colombia and Mexico, and expand it as far as possible
in the light of the experience of Latin America as a whole in the develop-

ment of exports of manufactured goods.

An attempt has been made to present the findings in synthetic form, based
on the case studies of the above countries. Those studies were carried out
on the basis of a common agenda. However, the nature of the problems and
the information available in each country differed; consecuently, the dif-
ferent subjects were not necessarily analysed in the same way in all the

studies.

When results are expressed in overall terms, they should be taken to reflect
the predominant, or most frequent or outstanding features in the comparative
experience of Latin America, and in the understanding that they contain the

bases common to any generalization.

The background studies have constituted open investigations to identify the
dependency relationships which explain the course of exports of manufactures
in the countries reviewed. The overall experience furthermore makes it

possible to state clearly a number of problems for the future.

Chapter IT deals with the behaviour of Latin American exports of manufactures
and the overall experience gained; Chapter III deals with experience con-

cerning instruments and institutions.



Based on both these chapters, and taking into account also the general ex-
perience of Latin American development and problems of international trade,
Chapter IV contains a "Preliminary Agenda of topiecs for discussion concern-
ing a policy for exports of manufactures”. Essentially, this chapter raises
some conceptual problems referring not.only to that specific policy, but
also to certain factors of a more general nature which affect regional in-

tegration and co-operation, as well as international trade and development.



CHAPTER II

THE BEHAVIOUR OF LATIN AMERICAN EXPORTS OF MANUFACTURES
AND OVERALL EXPERIENCES WHICH IT SUGGESTS

1. The value of Latin American exports of manufactures in 1974 amounted to
US$ 7,365 million. In 1965 it was USS 950 million. It therefore grew

almost 8 times during that period.

This expansion was significant. Its value was equivalent to over 80 per

cent of the deficit in current account in the balance of payment of the
region. Without it, the use of external savings would have been almost

double the aétual figure, or else the product would not have been able to
grow at a rate of almost 6 per cent per year, or both variables would have
shown losses. Therefore, Latin Americ¢a stepped up its exports of manufactures

when it became evident that it could no longer rely on traditional exports.

But this expansion, although large, was not sufficient. The balance in
current account in the balance of payment for the four countries considered
as a whole was structural and increasingly negative,}/ according to the

records.

Latin American exports of manufactures accounted for 1,3 per cent of the world
total in 1974 2/ and their main industrial buyers were the United States, the

EEC and Japan 3/.

1/ Appendix I - tables 1 to 3.
2/ Appendix I - table 4. 1In 1960 it was 0.4 per cent.
3/ Appendix I - table 5.



2. The cwwuletive rate of growth in »-vsical voluiie was of tire ordaer cf 10

ner cent ner ennua during txe Jast decade up to 197<4, wiich is considerably

5

nigher than the growth of almost 6 »er cent of the votal GD- Curing the

1/ .
period.'f This neans that exnorts of ma:ufactures »nlaved an active and

ositive role in the emnansion of the economv of Tatin Americe as = vwhole.

"

N

3. In recent vesrs, ervorts of irnufactured ~nd se i-manufactured products

8)

cr

renresented nracutic~lly oane fTourt: of tot~' ervorts. OF cse, sxhorts of
manufaetures nrovser ~nounted to 80 ver c:nt, ~nl this »roportion hFs shown

A srowing trend.

mhe pronortion of the menufacturing btraie in tae s»ohere of integrastion
swstens is onz third of tothl ersorts of wenufectures from Istin Anericas
but this oronortion s .ows 2 cdeclining trend as e result of the odening of

cervain countvries to. trad: +its countries outside the region.

1/ Tn 1965/74 the growth was 6.2 ner cent; in 1975, 2.6 »er cent, T is

o

maes Aan annurl rate of ~rowth of 5.7 per cent for the decsde (sce
meonorie Survew of Istin Anerice -~ 1973 and 1975). Fisures for 1975
are oHrslirinarse,
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mable II -~ 1 Istin "merics-  Rlevant inCicators of over~1ll cmzports of

mnnfactures. a/

Concent Tnit” 1951 1985 1870 1974 »/
1. 7alue of exports of 1illions
manufactures currgnt
Us 520 e50 2l75 ‘7355

2. Rate of growt: of value
in five-wear period

3. TRate of growth of physic-
8l volume in five-verr
period % c.a. e 10 17 13

% c.a, .o 11 13 36

4, Tstinated siare of five-
.veary increase in velue,
represented b~ the effect
of the growth in »hysical
volwile o . 100 92 54

5. Proportion of value of ' )
exnorts of nenufactures
in value of total exports , 7 9 15 17

6. ™Pronortion of »hwsical
volune of exverts of i nu-
factures in totsl exvoris
{~t 1970 »rices) % 7 8 15 29

7. Pronortion of msnufactures
nroner in total exoorts of

mpnufactured »nroducts A cee 45 57 61
8. The sare proportion in the

gohere of integration -

grstens % . 44 55 59

9. Proportion of trade in
mAaufactures in the snhere
of integration svstans in
the total % 25 37 39 31

10. Proportion of tradte bet-
ween LATTA  enber countries
in total exnorts of menu-

factures of LATTA countriecs
. Totrl 20 v 31 27
b. O©Of these- _
- Argentins 17 31 33 43
- Brazil 32 46 34 25
~ Colombi~ 25 29 33 25
- ellico 5 16 16 12

a8/ iBnufactures' incluces semi-irnufactured snd nenufactured »roducts,

aceording to UICTAD (excluding »Artislly refinsd netmoleum, petroleum
derivatives and non~ferrous metals). '

p/ Soiue items refer to five-year neriods. I t2ose cases, the figures

in this column cover a neriod of 4 vears (1970/1.874).

¢/ 1973

w

Source: RCIA.

<
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4, The rols of exports of mraufsctures in this procsss csin be judged froam

several angles.

a. Conceptusll-, the exvericnce in Iatin Arerics nas showa that in the

long terit the rate of ;rowth of the GDP is basicelly a variable that depsnds
.

an the rete of growth of exdorts, given usner bounds Tor substitution-sffect

1
and fer external indebtecdness that cen be assumeds /

i. Tt is acdvissble to consider thase sssects further, It is necesssry
that ths GD? should have not only an accelerated® but 2lso a -sufficicnt®
grewih, Terel— sccelerated grot: exnlsins one varisble by snother. It
should be sufficicsnt to meet economic, socisl, technological and even »o-
litical reouirenents (emnlovaent, distribution, level of power and orestisze
in the internstional s—wsten, ééft?in technologic~l growth, ete.!, Denending
on the sufficienc level, » low;r bouné is gansratel fbr the reguired ex-

nansion of the CIP, and the hisler the Aambition im the list of recuests thet

the CIO2? must neet, the higher wi'll be the lower ~“bound.

Usable exteranl savings are obviously urper bounced, ™ xnorts of hasic com-
modivies slso, in the 1izht of whet hss bsen nsnpening - with the eresntion

¢f petroleun and other non~renewsble resources; with the reservation thet,

1,

a8 reg>r(s fond, if countries outside the repsion with food shortages heve

A

tne cepacity to pav, thers could be » larze juiln in the demend.

l/ T-1is »oint is diseussed in.deteil in the Study ol Bxoorts of anufacturss
in Argentina. :
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Given levels of the GD? required as 2 minimum, of external savings waich at
nost can be used, and of basic products which et most can be exdorted, tihere
=

respin substitution and erdorts of menufactures as liniked variables at tae

rslsticonshin lies in the fact thet the unner bound cof

substitution »ossible merks the leower bound of =xnorts of mraufacturss ne-

and, recinrocsllr, the unner bound of ervorts of iwnufactures

L/

cessmpry

-

nossidle mrrks the miainum bound of subsititubtion neccssary.

Fron the above, ssversl conclusions o= be drawn. On the one hsnd, since

oroduction/substitution/ecxrorts #re linked verisbles ?/, aroteetion/ roiwtion
pre twe linked sets of instruuents, with vhieh the strates of exjorts of
nanufactures from Tatin Americs began “ePnv vears 2z0, when the sctive substi-
tution orocess began, ~und roneined coa”itioned b it Furither ors, for the
futurs, since substitution is not exhrusted but has become ore coiplex, it
will bo necessar— exnlicitl~ to incowrnorate erdorts to an~ substitution

DY OLTALVIE .

o
> . - . .) . - - - 1 »

ii. Substltutlon"/ has been negative in the seventies in the countries
studied, snd the inorted content of sinorts of manufacitured Hroducts has

bzen increasiag.

1/ This soint is discussed in detsil in
in Argentine.

2/ At the mecro level in this analvsis ~w
actvivities.

4

the Study on ®Fxnorts of Mznufactures

'

, obviously, also at the level of

?/ “™Men the ratio of imnorts is meinteined there would be neustr-l subsbitu-—

tion; a drop imdlies nositive substitution, and & Trise negative substi-
tution. '
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In trhe fubure there will be 2a inercase in the demend for imdorts before

substitution and there will be a certain anount of substitution—~effect waich

will absorb it in »art. Both variebles will ds~3nd on the strle of dsvelop-

m@nt in the countries,

If Tatin America Follows a Vconsu istv —odsl - wlich inplies sopaisticeated

consumntion, wis~ intsnsive renewsl of c-nital coods and toehnologr in lins

wit’ such sovhisticotion - it might incur in an increasingly negetive suds-

titution.

If, on the coantrary, it soends ore on basic poods for the lower-incoie »oju-

lation andé its mediunm and righ-income lavels soend on culture rather than on

sopristication, melking Tull use of existing caonital =ad technologr, merimun

Al

Y, a3

use of mwinten~Ancs and iwunroTing o wizetion toehmolog:m, thcere would con-

ceivabl~ be 2 nossivilitw of a »nositive sudstitution itk ~» hizh substitu-

tion~effect.

T - first model wouvld de .snd, as 2 ninimun, & high level of exjorts of :lenu-
factures; in the second, the louer bound of sucl exdorts “rould Pe nors

vi=blo,

5. Ir 2 global snwvrorination ', for the group of four countries studics, at

7
.0

prices in 1S74 Aollars ~nd esswring that the GOP will crow at the rets of 6

Y/ TCLA ¢ making orojections for bthe coming decades iith 10
but this work hes not wet bhesn cormleted. T e iodel descrived here is en
inmerfect substitute an? its results sirould be 3 a first aovprozi o

0

n
tioin, o obu i standards of unctusl value.,

v~lue ras

}-jd

1.1 phon results of



per sanum, the expansion of ermorts of menufact-res recuired in 1220 was

)

estinated in terns of the following, avnotheses:

~ The balsnce in current ~ccount in t1@ balance of J»vnents as 5 measure of
usadle erternsl savings, with lowcr bYounds ecusl to zero (in 1680 extornal
savings ar: no longer used; and ulver bounds egual to U3, 5,000 million

(pa-ment of thz forsisn debt begins).

.
- Ths growth rate of the voluime of e»orts of basic nroducts groving at altef-
native lavels of 6§, 10 and 20 »2sr cent der annum. The lower bound renrsscents,
annrorinetaly, the historic ratve of the voluus of tobtal exnorts of “develoding
market economnics. ot the world level in recent bimes. Duria, the pnsriod of
exo~ansion of 1939/74 ~lone sucl: zconoies emvsndad thcir total exnorts by

7

sli htl= over &~ ner =znoum, .

- The substitution-effect :ith 2 lower bound of 20 »er cent »né an upier

D)

bound of 40 »ercent of Lhe inercass in value of total i:rorts bafore suvsti-

-

tution, Bob these ars conmjectural volues, sines in 1969/74 the invort rate

S
~

was increasing.

}y Tee larns rise is influcncsd b— t-e srice-zffect. Taking onlv the volule
componsnt, part of th~ risc in trhe rate is attributadle Lo heving changed
the strueturc of imnorts br econoudic activitiss -t destinstion, and the
rest 0 8 negAbive substituvion-effect,
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Table ITL - 2

[T RATIS OF CROTTH OF B.I20RTS OF LAIUFACTURES

ANNUAL CTJ I
TEICTT TOJLD 3T OITCTS3AR M0 ACHITVIZ A GROME OF 6 FER 7T OF
T8 GOR2 BETTETL 1974 AWD 193¢, ALD OTER HYCOTHESES IDICATED

Rets of growth of  Substitution~ Brlence of navments in current account

o

xoorts of basic aeffect {Us.,)

orofuces (%) (55) 0 4+ 5,000
20 28 | 33

40 25 .31

20 23 29

a

a. Tt is &sHimated that, in 1980, if trads in bade comoditiss, improving its

historic behaviour, werc o exzpn~nd at a rate of 10% ner annum Troir 1974, the

¥,

Pilence of pavients in current sccount would balance in the group of four
countries on the besis of a 40 ner cent substitution-effect associstcd with a
20 ner cent annual exmansion of ernorts of mwanufactures; .and if only a 20
Ner c?ﬁt suvstitution-effect in tae physical voluile vere ovtaintd, an annual
growth of 23 »nercent in such sinorts would be required durin: the neriod

1974/80. 1In visw of the 18 »ner cent growth in »hwvsical volum in recent five-
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wear seriods, & rise of 20 or 23 »er cent doss not annear Lo be exeggerated,

although externml >rosnsects sussest that it izttt be difficult to obtain.

On the contrarr, if the oxpsnsion of exports of basie nrofucts were to con-
tinue 2t the historie rete of the order of 6 »er cent ~ tekiang into =2ccount
the recession in 1975 And that other recessions in vorld deramnd might occur

in the fubture — with a tes’: substitution-affect ~nd witl the enbition of

g

A-ing the Tor-ipn dedt At the r te of US 5,000 willions & year, it would

RS

seG $o uausutily tigh rates of proith in the ohwsical volwe of eiidorts of

{5k

=

arnufscture of over 30 per cent »Har ~nnui.

7

b. Purther.ore, an exnlosive increass in erports of mrauf~ctures reguires

7someone” to achisve it. ™ais would pose with groster crudencss tian until
now phe »roblen of snead in constitubting nsctionsl industrisl/exnorting firms,
as anv Qclay in strenstrening such firms would only lseve & vacuwn waich

woulc be inercasinglv filled b trensnational companies.—/

The possibility ef substitution snd of suvorts of menufscturss - these being

linked variables - therefors dencuds, to a largs cxbtent, on ths stvis of

developnent in Iatin fmerica. This is an csscentisl conclusion.

c. Tassc results sugaest sever-l ifeas, nleaced in the frzmo of reference of

the genersl analysis being awds of Tatin "merics in the vast few decadss. It
is stressecd that, for the time Yeing, the reasoning 1s bascd on the nhr-sicel

volune.

e
¥

2er the nscesssr produsct would net be

1y

néebtedness would inersase, or bHoth,

’ }_J‘
-~
o
L]
ol
o]
<k
i
:.J-
=
o]
W
jar]

1!
=]

B
;
=5
@]
b
Q

W
o2}
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't 2npears to be »nrinecril— nscessar— vo continuce erporting bssic eomio-

.H’
-

ditiss at & high rete, ever as a periisl fwechanisa for finencing the substi-
tutlon »rocess wihich, in turn, is rcouired uvltim-tely to eriport iore manu-

factures.

ii. It Aalso s9opeaArs that ce-operation betwescn the countrics to snzepse in

longer if it is reelly

[

substitution ~t the rogionsl lewvel be delewed ek
desired to mwintein a rate of growt: of the »roduct wrich, 2ven st the 6 per

cent level, is not sufficiunt, at leest to generete employacnt to the extent

iii. Svbstitution ot the regionsl level is, in turn, suoplsiented by the

2 erwension rates recuire 2 lerger srodortion of intra—rszionsl

fact thet

trade. And tiis susgests that rosds should be Cevcloped for industrislize-
tion and trads, planped within the sohore of LATTA and of the subregional
integration systcms. In anv ovent, it will bc nscessarv to co-orerate in
satting, up @ svston of recionsl trade with certain nlenncd comdonents, cven

if inteegr~tion i3 not sounht 2s a2 higher overation.

iv. wurthermore, snd slso related %o trc »roblen of finsncing, whiclh will bo
considcred later in gre-tor d;$>il, vhe resules suzgest thrt 4t is art only a
mattor of mevinizing simorts of i=nufscturcs but ~lso the sctusl voluc of the
matﬂoﬁetical erncctation of foreign echrnge incoiiz genereted b+ such ernorts.
™ is demvals that terns of »oment in fincncing crports bs upier bourdzd and
risks miniriz3d, since an ernansion of exlorts tart reguire finAncing 2t a

much higher rate thAn that of the GD? will verw stronsls and ranidlr influznce

the demsstic monetarv balsnce of the countrics.



V. It is ~1lso necessar to orepsre’’ the economies for cxvnorting et such a

~igh rrte without affecting the belianes of the powsr to decide in thosxtermsl

O]

(0]

sactor morc than it is alreedv affecved.

- . - 0 . . . .
vi. Suver o level of exnansion inplies cantering into given econeiic s»asrss,
tho destination of srmorts tharebr becoming » variable of the utmost nolitical
2nd socisl ralevence in the oHrocoss, fhis lsads to the oroposition thet the

L

rcles of Istin 'merican integration and co-oncration should be reappraiscd

fromthat nerspectiva, asnd without dslev,

2o

vii. Concurrently, and related o the forcgoing, it also suggosts that it
would bs useful if trc countries ms a wiole were to dovisc e strateg— of

nd oxtra-recional treds thet would sive cach of tvhom

0
ey

erbernml finsncing

greater borcsiniag nover, unitine, troir offorts to resch certein basic

s

d-finitions.

)

viii, Tin=11l-, it 211l reens that the countrics theat Z~ve nobt ~2lreoadr done

.

so must doeide on the ¥stwle®™ of their lonc-tern develonaent, &nd this ~lso

without delar ~nld nininizing vAcillation in t-is ficld, otherwisc their

3

extern-l cordtionss will decide Tor theint.

The stle of dovclonmeont 18 s vattern of ch-nge which, 2n3iicd to the

.

dinitirl stete © or current steste of tc countries, leads ther to & certsin
Maltinate statoed, Conscguently, the countries will of necessity heve to
decide first on the attributes of the socist;” tie wsnt, i.e., a “model-,

and subsequently, or in =n iterative »nrocess, decidce-en the styrle which

consvitutes their strategr of cheange, i.e,, of integreted social develodnent.
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The ihtegration of “moduli® and “*surle’ constitutcs a “projset’, in the termi-
nology currently in saasc, It is not unimportant thet an externsl restriction

should sugsest the necd for nationsl projects and, nerhans, & Istin Anericen

1
arojeet™ 3 sines, in thne recont past, dominant exegenous factors have in-

-

fluenced =nd, to 2 cortein extent, set the strls of develonmont of many

countriss.

-

Tt is @ woll-lmown fact thet the stvls usunallr callsd ‘consumist bocores

imoossible tn fin-nes i the long torm, "nd th=t the L-tin Areric n countries

imoortsd ©his 8tvle wihich is not sulted o thoir opossibilitics. The resulis
suggest that it is i=o-ssihle t~ think th=t this st~le e=nb be fincncsd by
ernorts ~F hasic »nreoducts ~nd —ith alditionsl ernorts ~f wmenulactures. To-

genous lirdtations thorefore meke 1t necossrr~ for them to deofine thoir own

nrojects, -

The fact is thet, in thc long tern, structurall— indebted under developiicnt

is not the nerster of its own stvle.

It would Papear that the sroun of four countries studied ceunot deley rmch

longer in atbempting thoir own stvles comnetibls it their Tfinesncing ceapacity

o

at the level of the cconony as ~ whole, in terms of modsls of the “ultimete:

of the intagration of modesl 2nd strle, in verious coimbined ~itarnatives,
was Jrmnos2d in f locture given at ACD™, Buenos Aires, in Auzust 1974
{sec "Proveceo Facional v funeidn gzl erpressrio’, Tiwmrssa, No,35, ACTE-
UIfTATAC, Argenbina).

[ %3
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state" of society, in wihich national efforts should be joined to regional

Y

co~-operation far more actively than at present.

6. Thus far, certain terms of trade have been considered constant in.the

reasoning usad; however, their varistion should also be teken into account.

With respect to 1974, in 1975 Iatin America as o whole lost US$ 3,000 m1lion
due to the effect of the drop in export prices, plus US§ 3,800 million due

to the effect of the rise in import prices, which mekes a totsl of US§ 6,800
million,g/ The increase in exports of msnufactures in that year would have
offset almost one third of that effect., I the structure of the terms of
trade in 1975/76 continues — as can be assumed in view of the prices of
petroleum and other non-reproducible resources, and of the fact that in-
dustrial countries will continue to export their own inflation - ihié
price—effect would, of itself, push up the lower bound for exports of manu-
factures mentioned in the previous section, which was calculated at 1974

prices.

This is sufficient reason for Iatin America to seek its own optima, taking

duly into account the future course of the physical volume of the demand and

}/ To work with more exact magnitudes it will be necessary to await com~
pletion of the dats being processed by ECLA, as mentioned earlier.

E/ ThlS is one method of calculating the effect of the alternstive on the
traditional terms of trade observed in the national accounts.
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1/
of the relative prices.of the goods it chooses to export.~ From-a certain -

angle, this slso means accommodatingﬂits supplies better to the world demend -
and, particularly, to the regional demand. As regards thec regional merket,
all the abbﬁe suggests thaf”the style of developrent in eacﬁ of-tﬁéiéouﬁéfios
of the region would not be entirely iﬁdepéndent of tho‘stylo'édoitedjby the ”

rest.

7. There is thus a circulsr relationship;"On the cne hand, exports of
manufaetures become an imporfant hx)genOQS'factor on which dépeﬁds ﬁhe‘raﬁé
of growth of the GDP - once given the export of bagic produchs; '5ﬁ thé:q |
other, the magnitude and the nature of such exports depend on the style of

development .

And, concurrently, the possibilities of such exports depend on the monner
in which Laetin America becomes insecrted in world trade and on the manner
in which it envisages its own intra-regiomal tradc. We shall rcvert to

this later.

8. TFurthermore,. insofar as they are a.restriction, cxports tend to be

dominant in the strict sense of the word. In effect, it no longer seems t0o

1/ The trend in export prices had grown and, as a result, in 1970/74 almost
50 per cent of the increment in the value cxported with respect Lo that
of the previous five-year period was accounted for by price-effect. This
constitutes .a warning to the effect that every effort should bec made to
increase the physical volume of exports of monufactures, especially if,
on the one hand, inflation continues in the industrial countries: and
if, on the other, the relative priccs of basic commoditics -excluding
petroleum~ continved to be low., In the fourth guworter of 1975, average
prices of basic products were 20 per cent higher than in 1973, but 24
per cent lower than those of 1974. (ECIA: Intcrmational commoGity
markets in 1975, April 1975. Mimco). o
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be appropriate or easy for Iatin America to continue to increase its in-~
debtedness at the historical rate of reccnt ycars, while the socimp-political

requirement of growth is imperative.

This singular - and‘really historicel - convergence, which hardens both
the upper bound of external savings snd the ibwer bound of “the product,

and which occurs together with the hardening of the possibilitics of ex-
porting basiq products, contributes to make exports of manufactures a
dominanﬁ{restriction.>.It is thereforg éll’the more important that they
should be sﬁfficiently flexible to increasgs, since the minimum_achiqvement
rcquested of them is s goal that must be attained at all cvents, and all

the more strictly when the adverse effect of the terms of trade is greatest.

9. fThe case studies of the countries covered by this project agree on the
fact that they are awarc that the rate of growth of the GDP depeﬁds, in a
significant measure, on thé éxpansion of exports of manufactures. Con-
scquently, all the éounﬁrieé assign importance to sﬁéﬁ oxpdrté in their

development strategies.

Furthermore, the four countrics studied showed that there wes instability,
and in some cases, »a chronic deficiﬁ in the balance of payments. This |
caused many adverse consequences. In Argentina, it was an important factér
in caﬁsihg-the pattern of growth to show a tybical vstop-go" bchaviour. In
Brézil it hsas already influenced the rate of growth. In Coloﬁbia, effects

have been felt, including political effects., In Mexico it has céused a

strong neced for an inflow of foreign capital, thus aggravaﬁing the medium-
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term problem.

Iﬁ éll cases this led to thé regulation o. imports, which impaircd the
internal adjustment process, the rationalization of foreign trade, and tﬁe
possibility of cxporting monufactures. Also, in all cases it was necessary
to maintain & protection which implies a cost-effect that is prejudicial to

exports of manufactures.

In the face of this experience, there is in the nationai pOliQX\Q? all
countrics considered 8 purpose of industrialization which eﬁtercd in the
poiicy more strongly than a mcre preforence, and which dcemands that exports
of manufactures be increased, not only owing to the need to gonorate the
cafacity to financc the expenditure in forcign currency implicd by indus-
trialization, but also to work on an appropriaste scale, to maximize the
rationmﬁiupilizafion;and useg/ and to achieve a proper adjustment of the
physical balance of goods. It is thercfore appropriate for cxports to tend
more and;morc to be, as already mentioned, a variable considercd in the dec-

sign of new investment projects and in the improvement of existing capacity.

l/ These conscquenccs arc evaluated in the respective studies. In practice,
it mey be said that all ncgative effects arc felt in all countrics, in-
cluding 2 number of effcects not mentioned in the text.

§/ The concept of ratio of use of installed capacity is used here as, for
example, the ratio of plant~hours actually used to the maximum technically
possible usc; and of the ratio of utilization as the ratio of real pro-
duction to thc production technically obtainable at the actual level of
use. Thus, the ratio of use depcnds. substantially on thc number of shifts
and on thc days worked per year; and the utilization ratio is a function
of the efficacy of the organization of production and of its tcchnology.
The instrumcnts of conduction are thereforc differcnt for both ratios,
although they are related. . - :
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10. It is clear, furthcrmorc, that exports and substitution src linked
variables, not only in a macrocconomic system in which physical growth aﬁd
the oxternal scctor are in harmony, such as tha® described but also linked

at the cmpiricsl lovel of cach activity.

a. Iatin America began to cxport traditional manufactufég énd dﬁ1§ in-
corporated exports of metal-mechanical manufascturcs and chemical products
in a significant measurc once it had substituted thom. Therc was s sord
of "product cycle”™ which increasingly incorporatced learning, through.the
substitution process, and also due to the effect of the local capacity. to

introduce adaptive and creative innovations.

So far, the experience of the countries studied indicates, coincidentally,
that substitution was thc necessary antecedent to the ultimate oxﬁo;éation
of non~-traditionasl menufacturcs; but that the substitubtion process was not
sufficiently selecective or efficicent to facilitaste exporhts of the substituted
products snd, furthermore, as already mentioned, that this led to ncgative

substitution.

Thus, while the inerease of axports of manufacturcs served to reduce external
vulnerability, at the sametime it led %o a hardening in the demend for im~ -
ports.  This hardening bccame grecater as the teéhnology cmbodied in the

goods became morce complex, the process having taken place parailel}to_its
level of sophisvication arnd to the centry of ncw goode to the market. This

experience is very voaluable from several viewpoints.
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b. The experience leads to disregarding the idea that substitution is ex-—

hausted, an opinion often voiced during the past few years. Quite the
contrary, it is not only evident that the process is not exhausted but has
become, mcre complex, and that the countries should continue to substitute
with a high degree of efficiency, not only by the appearance of new products
and improvement of the existing ones, but also to maintain at least the
historic ratios of imported supplies.

Preserving a natural level of substitution at thélmacro level therefore
makes it necessary not only to overcome the effect of the rise resulting.

from the larger imported content of substitution, which is technologically
more complex and intrinsically more sophisticated and, in any case, new
~-the weight of which in industry as a whole increases- but also to continue
substituting traditional goods, efficiently. 1/ -

All the country studies coincide as regards the existence of the purpose of
improving the efficiency of substituion processes.

c. This experience also leads to the conclusion that, if production/
substitution/export are integrated in a single context of policy, that con-=:
text must be developed activity, by activity, and consequently, it ic con-
cluded that this conceptual set 2/ must also constitute a single operative

set; i.e., of ex-ante policy which must be developed at the level of each

1/ The former implies a rise in the overall ratioc due to the effect of the
increased weight of activities taht have a higher density of imports,
although the unit ratios of imports by activities do not change. The
latter is the effect of the increase in such unit ratios due to
sophistication~effect, in general economic, and specifically tech
The distribution of markets and sales among branches of transnational

»- corporations, and the integration processés with .planned gubstitution
also have the effect of a rise in imports due to specialization-efrect.

2/ Production, substitution and export, conceived as fields of policy,
within which the protection and promotion of exports are sets of
instruments.
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activity, although the implementation of the poliey may not ox-post have’
unity. of conduction. And also, that such unity of conduction in actual
practice is an inescapable requircment if the process is to be acceptably

officicnt.

d. It elsc implies that, strictly speaking, "promotion" of eprrfs cangot"
be considered a purposc of policy, but that "conduction" of a univocai o
process should be comsidercd as such. From the studies of the countrics’
it can be inforred that the ability to export msnufocturcs depends on a
cortain criticsl mass of cmbodicd technology in relation to the world
tochnological fronticr of the product, and thet this incorporation of
technology, in turn, depends on the capability of the industrial proceads.
The instrumonts of industrisl, technological, financial and othor policies
arc decisive, and what is specifically npromotion® is thus one among the
varicus scts of jnstruments requircd. The problem is, then,essgnt%a;ly,

one of conduction and not of promotion.

c. PFurthermore, to the oxtent fhat"Production/substitution/export require
univoeal conduction activity by activity, the process must ncbessarily be

sclecsive, .

inhfhé cduntries studied there is a groWing awarencss that a certain amount
of sélcctiviéﬁ is inbscnpab“o: although the prevailing economic policics
iniﬁho past fow yearé have only weakly responded to this requirement so far.
In ccveral cases there is some'scloctivity*ih'relatively global terns, ‘but

still without tying the "porformance® of certain activities to univocal -
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criteria of selective conduction. In others, as in the automotive industry

in Mexico, activities arc considered more spceifically.

11. Thesc policy componcnts raise a more gencral question of cconomic

policy.

a. It is usuel in ecconomic policy to consider fields of policy (monetary,

fiscal, and the like), The dccisions adopted in the different fields affect

individual activities in a manner that is not necessarily harmonious or

dirccted to precise goals; and this dispérsion of influencc goes'hand'in

hand with institutional dispersion-- to the extent that different cntitics -
are responsible for minaging diffcrent sets of instruments - and with the

relative lack of recally operative annual plans.

Which should be the attribute of the first order for the conduction of pc-
licys +the field of policy or the activity? From the standpoint of conduc-
tion- of exports in general, and manufactures in particular, a truec and

very precise "economic cngincering" approach, by activities, is roquired. .

b. The other question raised in this paragraph is that of conduction with

yearly operation plans. Can the "performsnce®” - achievements and behaviour - .
of exports of msnufsctures rcquired for the future bc attained if condue-

tion is not based on reslly operative yearly plans? It is believed that ‘it

cannot; and this is another matter that requires further detailed considera-

tion.

¢. Since operativencss of the plans depends largely on their being for-

milated and implemented with adequate participation, in the case of conduction
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"with" plenning, what form should such participation take to ensure that ox~
ports of manufactures will give the full performence: that the countries .

require of them?

d. It is intcresting to note how some of these factors have been develop-
ing in Tatin America. Depcending on the countries, deliberatc promotion
policies for exports of manufacturcs began in the fifties or carly sixtics;
but, in general, the systems in their present form matured in the second
half of the sixtics. The Letin American countrics were then faced with the
alternative of .exporting the manufecturcs which the countries had and could
cxport, or those. which their decision-makers wished to export. Obviously,
they cxported what they had. ThHe companies thgt-had most non-traditional -
manufactures nnd were morc able to export them - because of their informa-
tion, mafkéting and'financing networks —Vwéré the transnatiéﬁ5i>éér§bfa-
tions, which obviaﬁsly occupied thé ériﬁgipélAspécé in trade in préd&éts

of thé industrics that were most dynsmic dﬁé to both the clasticity of

world demond and their technological level.

Concurrently, national companies werce fast becoming export-minded during

the past fiva:years. This "prise de conscience" was obviously the beginning
of the stable process of exports of mesnufactures at the company level, over -
and above exports engaged in as a commmrcial venture or to escapc from a
domgstic reccession, The existence of captive markets of transnational
corporations obviously slowed down the "prisc de confiance"™ process bccause
it reduced export opportunitios and affccted the cfficiency of the activi-

tics carricd out by national companics.
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At the same time, the problem of the structure of ownership of decisions
begon to arisc, either with an idcological content in terms of "dependency”,

or as an objective problem, in terms of potential powecr of decision.

Up to.the present time there has been a problem of rclative speed in the
action of nationsl and transnational companies., The former having bécome
xport-minded snd gonc on to act accordingly and the latter with their
long cxpericncce, it is not surprising thot in this stage of the.process
there has been a grcater rclative cxpansion of btransnational compsnies.
And this scts a lower bound to the speed with which Latin Amcrican com-
panics must be formed - without any option - with & really transnational -

decisional horizon =ard ability.

e, Iaﬁin4Amcriéa also incorporéfcd ﬁé its learning procéss oiporiences

with balancé bf-bayments probiems, withvimperfect and;ﬁegative substitu_
tion, with prdﬁection‘which affccted-exports through"éééts;—although Sﬁch
protection is & prerequisite for the industr%al producfioﬁ pf the goodsy
with attempts to govern "with™ planningy ond with the stefility of partial
approximations in economic policy. In this fromework cxports werc promoted,?
incurring in different typcs of costs, among them fiscel costs which, ns
will be seen later, have reached the upper bound in a number of countrics.
And in this context, =also, exports of manufacturcs are requested to show
greater achicvements and better bechaviour, and certain cxport -goals which
are inescapably minima are evalunted, "It is no longer a question of exporting
only what they have but also what they want to oxport. And they went to ex-+

port because they need to do so.
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But, in the face of such notional demands and of the national basic condi-
tions described, the world recession of 1975 merks an adverse experisnce
in external demsnd which, to some extent, had besn forgotien after many
years of sustained expansion. The conditions surrounding the world marked
also contribute to harden the possibllities, es ve chall see later. =7 the
same time that exports of manufacturéé are required o give a. usbiben

“—erformance®.

-

f, Therefore, owercomirg the problsem concerning the role of exporis of
manufactures to incorporste the characteristics of national tasic condi-
tions and international surrounding conditiomns, the experience of vhe cases

studied appezrs to suggest that "promotion®" policies as such shculd bs

re? Ay

abandoned in favour of designing selective "conduction" policiss, with

plenning and perbicipstion, by activities, integrating production/substiitu-

tion/exports in a single context in design and in operation.

12. The foregoiﬁg remarks are of a gemeral nature and, as such, are con-
cerned with exports of manufactures =28 a varisble of the economic Tizsld.

Furthermoré, the field of technological policy is concelved-as a separahc
unit‘from,econonic policy; that is, as an entity with'cbnceptual avtonony
which makes.pfecise requests of economic poliey, to reach its own heconc-..

logical goals.



- 26 -

1
Technology is conceivable as a quasi-good—/, constituted essentislly by a

combination of know-how units carried by different elements (embodied in

machinery, for example, or carried by other factors).g/

Exports of manufactures with the highest density of kh are those which

appear to have the highest income-eclasticity of world-demand. The Iatin

American countrics will be able to export such gocds to countries outside

the region provided the distance between their technological level and

that of the world frontier does not exceed certain limit., This frontier

is mobile, because all activities increasingly incorporate learning; but

its velocity differs, depending on the activities and the time. This

poses a problem of relative velocities: +the lower the velocity at which

the world technological frontier advances, and the higher the velociyy of

technological development of the Latin American countries in the same goods,

the greater will be their relstive capacity of competition due to technology- -

effect. There is g critical mass of such capacity of compctititon below

which it is not possible to export, irrespective of the real effective rate

of cxchange. MNore importsnt innovations which constitute milestones, usually

7

Jorge Sdbato proposes in various studies that it is a good. Politics de
tecnologia: objetivos e instrumentos, mimeo, OAS, 1971, proposes that it is
a "quasi-good" because, since it is immaterinl, it csm be capitalized and
becouse it is not consumed or worn out with use, but enhanced. Sébato's
original approach has the great advontage that it permits working with tech-
nology in accordance with the usual criteris for conccptualizing the cconomy
of current goods., The problem lies in measuring the units of know-how (ox,
more briefly, Xh units), which demonds a system of measurement which, in the
present state of knowledge, is conceivably as conventional as thatv which at
the time gave rise to the metre, the litre, or other units now universally
accepted.

Transactions in technology give rise to measurable benefits and cosgts; and
some opproximations have been made of a balance of payments of such techno-
logical transactions with firms abroad.
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produced in industrial centres, reduce the export possibilities of the
countries of the region; and these must persevere in systematically
accumulating Kh, under their own technological optima, to maintain their

critical mass of capacity of competition.

Until now, the countries studied have exported predominantly to the Latin
American region those of their goods which have the highest density of
technology. These are exports to countries that have a lower technoiogiéél
level than that of the exporters - the largest countries of the region.

The opening of Brazilian trade towards Africa is alsc of this nature.

The outstanding features of technological policy in the countries sfudied

show that this policy has not necessarily been managed in a systematic
ﬁanner.; This relative weakness in technological management has been an
important factor of the negative substitution in the more advanced industries;
‘ﬁnd this has constituted one of the prices paid for the relatively rapid

accumulation of Xh achieved in some countries.

The role of exports\vis—a—vis_the-requirements of technological policy’ in

" the future is manifold. On the one hand, it will be necessary to sell the
Kh whiéh fhe virtuéi'sﬁpply of fechﬁology offerts; but this will only be pos—
sible within the limits set by a certain dapacity of competition die to tech-
nology-effect.On the other hand,substitution must be advised concerning which
constelations of Kh are suitable for such exports, so that subsfitﬁtiog wiil
also include exporting - basically without special support - the same products
as those being substituted. Ultimately, it is one of the instruments of

technological policy. proper.
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13, The role of exports of manufactures must also be judged from the stand-
point of the capacity of decision and ac%ioﬁ of the countries, as already.

mentioned.

Dopending on who exports, the structure of that capscity assumes different
characteristics. Conceivably, there is a lower bound %o participation of
national decisions in exports of manufactures, and exporta in future must

also take this restriction into account.

14, The foregoing points propose different angles for judging the role of
exports of manufactures; among others, overall development; their integra-
tion with production and substitution; their role as an instrument of overall
economic policy; +their connection with technological policy, and With fhé.
structure of the capacity of decision. This is certainly an incomplete list,
but it affords useful criteris for judging the achievements and bechaviour of

Iatin American exports of manufactures.

15. The following additional aspecté concerning the behaviour of exports of

- manufactures in Intin America as a whole are of interest:

. o ‘ 1
a, The importance of trade between the different integration systems~/ has
decreased lately. 1In 1970 such trade represcnted 39 per cent of Lotin
Arerican exports of manufactures, and in 1974 it had dropped to only 31 per

cent. Of decisive influence in this regard were the events that took place in

;/f The systoms considered are IAFTA, the Andean Pact, the CACM and CARIFTA/
CARICOM,



- 29 -

IAFTA, in which system only Argentina continued to expand intra-regicnnl
trade, since Brazil determinedly opened its doors 4o trade outside the

region, and the Mexican "maquila" did the sams,

Intra-regional exports of non-liberalized goods grew - at least in IAFTY -~
more than those of liberalized goodé; and there is a fairly general opinion
that non-liberalized exports are, in part, an indirect consequence of the
integration process itself. In fact, many countries have tonded not to
undertake multilateral commitments whose consequences they cannot control;
but they have worked through bilateral channels and oven through informal”

integration channels, thus genersting trade,l/

b. There has been an interesting pattern of trade by type of industrial
goods. In 1974, 42 per cent of Latin American exports to all destinations

represented traditionol goods and 33 per cent, metal-mechanical products.

;/ Inter-ILatin American trade networks have expanded, partly as a result of a
natural historical process, and partly due to the effect of integration
mechanisms; also, due to the effect of the numerous sectoral mesetings
held within the context of the various integration mechanisms, and partly
also to the effect of the action of transnational corporations in the
arca. It is hoped that Latin Amcrican transnotional companics will
contribute to this same proccss with increasing vigour.
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Table IT - 3
IATIN AMERICA: RELEVANT INDICATORS OF EXPORTS

OF MANUFACTURES BY TYFE OF GOODS

INDUSTRIAL PRODUCTS

Concept Unit Tradi-  Inter- Metal thers
tional mediate Mechanical
1. Struecture of total ex-
ports of manufactures
by type of goods (1974) % 42 21 33 4
2. The same structure in
trade within integra-
ticn systems : .
(1974:) % 22 30 43 5
(1961) % 53 23 19 &
3. Tho same sbructure in
exports from Iatin Ame-
rica to the rest of the
world , _ _
(1974) %’ 51 17 28 4
(1961) % 56 31 3 5
4, Rates of growth of ex-
ports of manufactures
in 1970/74 % Co.a.
Total 35 31 4.2 4
Betwsen integration
systems 19 30 55 21
To the rest of the
27

world 41 33 48
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But in exports fo countries oﬁﬁSidefintégrationfsystems traditional manu-~
facturesﬁpredominated>(51 per cent), while within such systems the metal~-
mechanical industries prevailed (43 pef céht).’ This is logical. fThe:area
has;prime‘markets”for capital and ‘métal-mechanical goods; and intra-
regional trddé serves to learn, 4nd thercafter go out and face the stiffer

competition outside the area.

The opposite occurs in traditionallmgnufacpures, which are traditional
precisely because they afford compafative advantages éenerally derived from .
the raw materialé,-ffom ﬁhe relatively higher density of labour -~ including
less skilled labour - per unit of production, and the lower relative wages
ﬁnintefnétbﬁaléurrency. Such manufactures are primarily exported to’ countries

outside the regicn.

The structure described was achieved, approiimately,.in the past fifteen_
years, after a change in the strucﬁgre which qonsisﬁed in increasing trade
between integration systems in‘metai%mechaniéal and intermediate industries,
reducing the proporiion of traditiépal industries. But at the same time,

in trade with the "rest of the Woid">there wae, to a certsin extent, a shift
from exports of intermediste industries to those of metal-mechanical producis,

due to the action of some countries.

c. The content of technology embodied in the goods in this trade is measured .

1 v |
conventionally:d/ Assigning arbitrary weights to the different types of

}/ Although some attempts have been made to measure objectively and conven-
tionally the quantity of know-how contained in alternative technologies,
no sysitem of accounting for "Kh units™ has yet been devised. Such a
System 1S necessary. An arbitrary measurement is introduced in the text.
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gooda (1 to traditional goods; 2 to intermediate goods, and 3 to metal-
mechanical goods), the average value, weighted by the structure of trade
in 1961, gave 1.7, and in 1974, 2.2, for trade between integration systems,
and 1.5 and 1.8, respectively, for exports to the "rest of the world". This
would mean - always estimated on this arbitrary basis - that while the
technological content of exports to the rest of the world increased in
1974, this content appeared comparable to the technological content of
exports within iﬁtegration éystems in 1961; and that the main technolom:
giééi progress of exports of manufactures was made in intra—regiOHai

1
trade.-/

d. ‘However,. within the sphere of integration systems, the countries with
larger markets export relatively more metal-mechanical products: those
with mbdiumrsized markets, intermediate goodsy; and those with smaller
markets, traditional goods. In the.consélidated trade wiﬁh the rest of
the world, traditional manufactﬁreg predbminate, In other words, the
industrial world is to Lotin America as évwhole, whqt the larger countries

of the area are té. the countries with smaller markets,

In fact, the countries that export more metal-mechanical goods ave those

with larger economies. For Argentina, Brazil and Mexico together,in 1974,

l/ﬁ This does not take into account the ultimate effects of metal-mechanical
exports as regards services required, domestic technological:-replication,
or the demand arising from similar technologies in the importing country,
apart from other effects of inter-comnection between the economies, re-

-sulting from the process. A ' " o '
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58 per -cont of exports to IAFTA countries consisted of this type of goods;
and this, plus other convergilg indexes, would appear to show the existence
of a new precess of international distribution of 1abour, repeated on a

regional scale,. which should be studied in greater detgil,

Vis-a—vis‘this“progess, which has a significont inertia, the Andean Pact
constitutes a coﬁscious, planned attempt to revert it. In 1974, intra-
Andean.exﬁorts éonsisted of 52_§er cent intermediate goods ant 22 per
centUmetal-mechénical goods; and_if the momentum of the ecarly ycars of
the An&ean Pact wero fo oontinue,:thero should be a change of struciure
towards trade in mgtalfmgghanicél goods, as occurred in IAFTA, but with

a different conception.

Given the basic conditions imposed by the integration machinery and by
other govermmental snd bilateral mechanisms, the prime movers in the

IAFTA process were the tariff reductions, the action of transnationai
corporations, and a growing action on the part of Iatin American companies
through informal integratieﬁ channels. Tn the Andean Pact it is basically
the substitution industries, planned at the regional level. In IAFTA, |
with certain political reluctance on thg part of the governmeﬁté; ~in .the
Andean Pact - at leaép dufipé a cer£éin stage - with explicit political
support, .xlﬁtﬁ‘ﬁhsiﬁzangiqg_'tne difficultios.  If both systems persist - and
taking into account the difference in the sizo ofithe'markets - ﬁithﬁn a
few,yeafs; experidn§é will make it possiblé to ovaluate bhe benofits,

costs and velocities of both types of impulses.



—54:-4

e; Morc recently'g/ it has becn found that the rapid growth of the purnhas-~
ing power oOf exports in the carly seventies has given way to the traditional
reality of adverse terms of trade, and not only duc to the effcet of the
price of petroleum; that the illusion of s quick virtual selféfinénbing of
the current account in the Iatin American balance of payments has passed;
that thé countries that are not oil producers have falleﬁ inﬁo a mich deeper
external4struétﬁral problem than was imaginable barely five years ugoy  that,
in general the higher per capita income of the region is iner ea81ngly caus-
ing it to be excluded from the international financial co-operation mecha-
nisms, and that it is becomlng morc and more dlfflcult to nove from tho
historical, closely protected stage of national 1ndustr1allzatlon vo the
conquest of markets outsidc the rcgion if the fact that the region is the
prime market for manufactures is forgotten,. Within the framework of a world
mrket with inflation and rccession, the adverse voliume-effect on trade with
third countries is incrcased, due to the structural exbternal deficit, in
addition;to which therc is a price-effect which olso appears to excesd that
of the present juncturc. Iatin Ameriecat's foreign, debt,. gradually inoroasod

2/

until 1973 to consume investment in a socially unjust manner and dlstortlmo it~

}/ﬁ See; Gérard Fichet and Norberto Gonzdlez: Cooperacién regional y desa-~
rrollos uma propuesta de politica latincamericana pora la industria y el
comercio (April 1976, mimeo). See also a previous study by Gérard Fichet:
"Ia exportacidén dé manufacturas latinoamericanas"™ (Cuadernos del TLFES,
Series II, No. 15, 1972).

- 2/ The unequal dlstrlbutlon of incomc genmerates a Sophisticated demand of the

higher income levels which is met with protected substitution, and distort-

ing the structure of industrial production and of the investment to gcneratr
it. ‘
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But since 1974 the deficit in current account reached a peak which suggests
there is no longer a "ceiling® for any length of time to persevere in-the

consumiem foilowed until then,

f. All the foregoing also contributes to increase limitations to the via-
bility of autarkie national development, and makes it compulsory to re-
appraise the need for co-operation, even for the countries of the areca that
have the largest markets. It has been found at the level of four industries
in particular-%ﬁat, aeide from the known scale-effect - which, for small
gcales, not only makes it impossible to produce at competitive costs but
also to generate technologies propsrly - the goods of larger scale industries
with more tcchnological density are those in which the rate of world demand
grows much fasten; that the greater the size of country, the greater is the
balance of trade; that tho smaller the country, the larger is its relative
demand for imports of such goods; that, consequently, the smaller the na--
tional market the greater is the need to export; that the smaller the
country, the more does it require a certain anount of specialization, and still
more if it does not possess petroleum; that the concrete pos51b111ty of
such Spe01alizatlon largely depends not only on the technology the count“y
possesses, but also on the ownership of petents and trade marks and on its |
capacity to set up its export netwonk for such manufactures; +that there is
a cycle made up of 1mpo”ts/subst1tut1on/produetion/exnorts which demands

that a high degrec of efficiency and a unified treatment of theso flGldS in

_/ Chemical products, electrical and non-electrical maehinery and trans-
portation equipment.
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the economic policy for each activity converge at all levels; and that «
low export-industrial production ratio is an indication of relative economic

backwardness.

From the above findings a number of useful inferences may be drawn to judge
the behaviour of ILatin American exports of manufactures required in the

future, and its relationship with regional qo—operation and integration. -
g. The above questions give rise to further observations.

ECIA has insisted on the need to deal with_substitution at . the regional
level and in a planned manner in Iatin Americal/, and the regioral demand
for imports would be relatively dynamic, due to the fact that its expected
rate of growth, according to the projections, will be higher thén that of
other areas, Consequently, it is advisable to consider latin America as
a priority destination for exports of menufactures of the counfries of the

region, aside from the other advantageous factors summarized above.

i. What are,'fhéh, the alternatives for the future of exborts in the area?
Is it possible'to follow pure strategies, sucﬁ as indiscriminate liberali-
zation, or strohg protection of natiomal production and; conéeéﬁently,
gtrong éncouragemént of exports, 6? should a:mixed strategy be followed?

on what basic values would such a Stratégy.be based? What would have to be
optimized at national levels or at the level of the area as a whole, and

with what restrictions®

}]' See: Juan Ayza, Gérard Fichet and ﬁorberto Gonzdlew, Americs iatina:
Integracidn Econbmica y sustitucién de importaciones. Fondo de Cultura
Econdmica, 13975.
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iif In the early sixties a ;eply had glready been given to the effect that,
due-tohthe effects of scale, of technologicé;_diffusion, of size of markets
and-cépacity ofhéompetition,.a hyﬁothesis Qf‘iatin American integration was
éreferable{'reééoning at the level of the region as a vhole, and in terms of
 the 5enefits of integration. The IAFTA experience showed that such benefits
wefé achieved ﬁo a large extent; that tne larger economies obtained the most
benefits, notwithstanding which they develored a growing political reluctance
to aséuméhﬁult;léteral commitments; +that optimization continued at the na-
tional 1evei rather than at the level of the area, although accepting certain
regional restrictions; that in thékabsence of a system of minima to regulate
the behavious of the actors, transn;tional corporatipﬁs filled thé decisional
vacuum caused by the weaker commercial, finénéial an@ fechnological strength
of Iatin American.companies; that there was more effective progresé where,
as in the financial fiela, therc was no alternative of competition or where
co-operation was the only viable alternatives and that the Andean countries,
convinced of the need for integration, and in the face of the reluctance of
the countries with larger markets in matters such as programmed industrial-
ization, chose that road, and established special mechanisms. Subregidnal
systems - including also the CACM cnd CARIFTA/CARICOM - thus appeared in the
historical itinerary as a factor of acceleration of régional inﬁegratioﬁ and

cooperation mounted on the inertia of regional integration as a whole.™

;/V Concelving the components of a parabola which expresses Iatin American
integration, the ordinate to origin would be given by history; the
inertia, by the overall integration processes, and the acceleration,
by the subregionsl and bilateral agreements.
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iii. A number of subsequent studies ShoWed that‘withoﬁt inteérationv— or at
least without certain co—operaﬁion - there are no alternatives, and the re-
cent recession of the éxtré-regional market msde this fact still more evident;
Other studies show that continuance of the historical trendvmakes it impos-
sible to finsnce the rate of growbth of the GDP required to puﬁ én end to un-
employment and marginality during the next'decade;l/ that a vigorous sub-
regional process of industrial and commercial iﬁtégration is preferable to
doing nothing at all in the'region, and that inteération and co-operation

in Iatin America as a whole are the best solution, particularly for the
smaller countries, not only in terms of overall extermal financing but also
- at least - of development, technology, costs, quality, disbribution of the

fruits of effort and employment.

Assumiﬁg.fhe concerted development ofimechanical and chemical industries to
take advantage of the size of the regipnél market, with certain forms of
technéiogical 8pecialization and#co—operation, with selective national in~
dustria%‘development policies, énd installing new plants capablc of competing -
internationally, there would be s vigorous regional trade; +there would bec a . :
certain speciélization, not only of countries but also of the region as a

whole vis-a-vis the countries outside the region; exbternsl protection could

be reduced, and, concurrently, the cost of promotiony and the absolute ond

relative importance of purchases outside the reeion would be reduced.

1/ The ECLA study now in preparation mist be awaited.
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As a result, there would be, et»post, positive net substitution at the

regional level, because thce region itself would be in a better position

to develop creative technology, or at least to adapt extra-regional techno-

2

logy more successfully and at a lower cost.

Iatin American cxports of manufactured products of traditional industries

would continuc to expand to some extent in extra--regional markets provided

the demand, the protection and the discriminstion of industrial countries,

2
or.the development of the countries associated to them permit it. And

this with great wvulnerability, at least as regards the cycle of the indus-

trial world. Bubt the demand of thege traditional goods has less relative

income-elasticity. The goods of dynsmic industries, which have a higher

income-elasticity, particularly capital goods, have their prime natural

market in the region.

ive

The experience is therefore instructive. In assuming basically the

value Ycompetiticn® without introducing sufficient co-operation with planning,

Y

These are the rosults of the study by G. Fichet and N. Gonzdlez referred
to in a previous fool-note. Tn terms of the hypotheses of behaviour si-
mila® t0-that of theOECD sndopsed by that study, in 1985 the ratios of
imported supplies of the demand of the four industrisl sectors indicated -
as a whole, would be 20.7 or 20,9 per cent, depending on whether the his-
torical inertia continues or whether a concerted industrialization pro-
gramme is adopted. But in the case of inertia., 19.2 per cent would be
supplics from outside the region, Whereas with co-operation, such supplics
would only amount t5 2.1 per coent. Imported supplies from the region
would therefore rise from 1.5 per cent of the demand in the case of incrtia,
to 11.8 per cent in the case of co-operation. The consolidated trade de-
ficit would drop from US$ 49,000 million in the case of inertia -
unfinanceable - 4o US$ 4,300 million inthe case of co-operation.

Due to <he eflest of factors such as the Lomé Agrecement, for instance.
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opportunities for prodgction and generatiop of income - with all_their effects ~
were 1ost;v'there was only scant substitution at the national aﬁd regional

level and mostly by transnationai companies, at least in IAFTA; <the intra-
regionai liberalization strategy went as far as permitted by the fact that

each country sought their optima 3t the national level only, and the benefits

of intecgretion were obtaired in a greater measure by the larger countries.
Moreower, each country cencouraged exports of manufactures by offering stimuli

at the national level; consequently, in the opinion of experts, a certain
amount of redundoncy was created at consolidated levels, or else an undesired

competition between stimili.

In the faco.of this value "competition", the advantage of the wvalue of
"co—operatién" has been demonstrated once again. Based on this basié value,
the extreme strategy would be to programme éll relevant indusfrializafion

in the area and the trade arising thereform. A more accessiblce and more
rcalistic mixed strategy would be to develop at the regional level a certain
programmed industrializetion - substituting and exporting to countries within
and outside the rcgion the same goods that are subgbtituted - in those in-
dustria1 activities iﬁ which the regional optimum with given national res-~
trictions would pfoduce an aaditional coﬁsolidated net benefit for the ro-

gion as a whole.

TLis last solution would, by definition, give & higher cost-benefit ratio,
as-it would mean developing with a regional progromme precisely those acti-
vities which produce largest benefits; and for thesc the associated costs

- at least those of a fiseal and financial nature - would be lower, since
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it would be possible to work with a lower level of protection with respect
to countries outside the region; at higher levels of scale, technology,

utilization and use, and without competition or redundance of stimuli.

v. What should be optimizod at the consolidated regional lovel? The reply
is, what the countrics prefer, be it the nct balance of foreign currency,
income~effoct, employment-effcct, the sot of "forward" or "backward" offects,

or any other functional.

vi. Wﬁa% should the resﬁrictions be?} Thefé sﬁould be certain festrictions
as regords external vulnerabilit& aﬁd reliabiiity, and additioﬁéilfestric-
tions imposed by'each eountry, Thesec might, for instance, take the form of
lowor bounds for the net balance in foreign currency, in such a way as.$o ...
ensure an equitable basis in participation.. But:therce should remain a
sufficient "ceiling”, so that the ambition to distributc cverything beforec
producing it does not become a game of restrictions which will again eli-

_ o o ,
minate the space of solutions—/ and prevent producing in practice,

Thus, competition would be inseribed as an attribute of the second order in

a higher attribute of active co-operation, and planned at the regional levcl.

;/ This is a.technical account of what has happened in practice.. The ambi-
tion to distribute before producing made each a dominant restrictions
and, duc to the action of dominant restrictions, the problem was over-
determined and the space of solutions was eliminated. But, after all,
they were political solutions and not only economic ones.. - '
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vii. The region as a whole would beging t;‘function as such ~ i.e, as a
consolidated rogion, as a ‘single actor - in the world corcert of nations;
but conducting this practical experiencé in specific industries snd -k 4’

gradunl manner.

The fact that maintaining the historic inertia in the behaviocur of foreign
trade of these dynamic industries leads to imbslances of unfinanceable fo~
reign cﬁrrency sugeests that adopting the co-operation aslternative and, on
this basis,’strengthening the planneduindustriali;a%ion.of SPecifie aeti T -

tles is not a commercial or industrial adventure, but an option that mwes

be evaluated at the level of concrete projects.

h. This outgoing towards Iatin America for a joint production/substituiion/
export process is dlso justified by the drop in the regionts capaciv: to po-
netrate in external markets for manufactures whiech has taken place in the

past few yearérk/“f'

In fact, the expansion of total exports of manufactures from Iatin America

"

can be explained in terms of the algebraic sum of two effects: a demand-

. 2
effect and a penetration—effect.-/

;/ This drop is a reality for the region as a whole, although, of course,
) some countries may escape this rule.
2/ World demand-effect is here defined as the result of applying thes ratio
~of the increase in world demand to exports of the base year,.and penctra-. .
" tion-effect, as the result of applying to exports at the end of the™ zeriod
under review the difference between the ratio of Iatin American éxperts
to the world at large for the final year less the initial year of thé -
period analysed. This form of calculation would to some extent orer-value
the penetration-effect; which, in prineiple, would nct appear t6 be oo
importont in view of the definition and, in practice, almo measurerent
problems which affect the basic figures used, They arec orders of mg-
nitude of the effects.,
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In both exports to the world as a‘whole anq exports to countries oupside the
region dufing the periods:1965/69 and 1969/74, approximately 50 per centvof
the increase in total exports has been explained by fhe effect of the in-
crement in the world demsnd, and -the other 50 per cent by the penetration-
effect in external markets, The czwmes of the greater penetration are many
and should be sought in the increased capacity of competition; in the grow-
ing comp;ementarity of tﬁe ;éénomies, as Iatin American exports were.qdapted
;ﬁ a greater measure to the world demand for ﬁanufacturesg in the.aotion

Jf transnational corporations which; in bursuing their own optimé; iﬁ‘pfac—
tipe are increasingly achieving cqmplementé?ity; ‘and; in part, in the effect

A _ . 1
of the integration mechanisms.—/

But it is essential to note that the significance of the penetration-effect
was greatest in 1972, as in 1973 and 1974 there began a declining trend in
both total trade and exports of manu%éétures to countrieé outside the region,

and in 1975 it became negativé.

Consequently, it is not necessary for a formal recession to occur in the in-
dustrial world; deceleration of the demand is sufficient for Iatin American
exports o2 manufactures to be more deeply affected by penetration-effect

than by\th: effect of the demsnd itself. And this is so notwithstanding the

;/’ With respect to 1974, in 1975 the penetration-effect in the markets appears
to be negative, even though the value of world trade continued to rise
slightly, at a rate under 2 per cent, for all types of goods. According
to data «f UNCTAD IV, the physical volume of total world exports appears
to have I1ropped 6 per cent, and the unit value to have risen 8 per cent.
For develcping market economies the drop in volume appears .0 have been-
14 per ceri, and the rise in prices 5 per cent. o



- 44 -

small participation of Iatin America in the external supply of manufactures

of the industrial countries.

This would be a reasonably clear indication to exporting ccuntries %o “have

greater confidence in Iatin America®™ if it is desired to ensure a lower
AR i 1/ e ST

bourd for penetration-effect.™

i, Chénges in income=§ue'to changes in the price structure in weorld trade
T

'pave éuffiéiently'affected the bolance of payments as t0 give risc to a

structural protectionism in many countries; and there appears 1o be fno

assurance that the. fluctuation in volume which became evident in 1975 will

not be repeated. In other words, reliability of the rate of guturc demand

and ¢f the fluctuation of the world economy dropped .

Under sresent conditions, the country siudies evalvate as basic Tactors of
accessiﬁo‘mnrkets outside the zone, the integrated capacity of compstition
- i.e.? tue to price-effect, technologreffect, marketing-effect, informaticr-~

effect, pclitical.suppo:teeffeqt, ete.; theﬂneeq qf purchasers ror suppnlies,
and the éupranational inter-industry re;ations_qsﬁablished to a’largévextont

by the actiol of transnational corporations.

In this contest the Generalized Sycsems of Preferences, slthough increasingly

used by Iatin Arerican exporters, &> not seem to be included in the 1list of

»

n"gine qua non" fzetors ur of the cautes leading to exports of manufactures.

1/ Another probler, although relatéé to it, is to ensure a minimum bound for
the demand-effect. L S ﬁ A o
2/ 1In some countric: it is even susixcted that applications are over-valuated.
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e

The country studies show that although-the United States system seeks %o Gil-
fusg_theAdemand,vif is contradictory inasmuch as it encourages efficiexncy,
but penalizes it when the eprrting country achieves it. The EEC systen did
not succeed in overcoming the effects of the depressgion of 1973: iz the care
of one country, the exports covered by the GSP grow les§ than those of other
indusfrialized goods, and ths E2C susﬁended the prcTerarces on soveral océa;

gions.

For the future, their significance appears to be furthsr swwcakensd by the

convergence of the gereral reduction of vprotection negotiated in the CATT;
the specisl preferences of the EEC agreed upon in Icmée« the intra-regloval
operation of the EEC itself, and the addition of political limitations im-

posed by the 1974 U.S. Trade Ach.

Reliability of bothtbthe rate of expansion and the fluctuation of- the real
world market, would therefore.have no evident reason to be high, .insofar.
as the Iatin American countries ave concerned. AnG any change in tae rate
or in the fluctuation would proportionately affect medium~sized and sxmlil
Iatin American companies; i.e., the balance of the power of decisior., at

least in the external sector.

In view of the above, in the experience of all the countries studied, access
is relatively rcliable in regionsl systems. The multilate;a; agrecmants
éive fﬁe(procéss inertia. _and bilateral or plurilateral agrecments, ag well
aé crdssed,investmenﬁs, édd acceleratioﬁ to.-i'b° The dddifion of programming
for condﬁéfingvthe process - even thcﬁgh it bo limited‘— worlid chntribute

powarfully to strengthen the sScene and maximize relicbilitsry oad the de-
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liberate training of private and public "Latin American entfepleneurs", vrith

a world-wide decisional horizon, and capablc of optimizing at the regional
1 , ,

levelf/, would accelerate the presence of the actors required to make the

structure of the power of decision compatible.
16, At the level of the four countries studied it has been found that;

a. The reasonably explicit overall gosls of the policy for exports of manu-
factures in all countries have consisted in improving the balanqe of payments,
contributing to indqstrialization(expressed as higher value addcd, greater
usc of installed capaqity, or increased industrialization in general), and
ceasing to depénd on traditional exports, Some countries lay emphasis on
achieving a greater internationalization of the economy and on the construc-
tion of networks of common interests (Brazil), or on achieving higher employ-
ment (Colombia and Mexico). In some cases, certain instrumental goals are
included, such as the diversification of products snd markets, increasing
the qapacity of competition, or rationalizing the use of non-renewable re-
souréés.

\

. A
b. The\physical volume of the purchasing power of exports of msnufactures
in the féur countries is extremely sensitive to world inflation, taking into

account that the industrisl countries on average export their own inflation’

\

1/ Projects have been made for deliberately up-dating snd training decision-
making entrepreneurs snd bankers in the region, it being considered that
the speed at which a certain critical mess 1f Iatin American entrepreneurial
skill should be achieved is sufficiently high to preclude reliance on a
spontaneous process, such as has becn the case up to the present.
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to the upder-devg}oped, and only agjust,theirhgxchange‘rates when tradé bet-
weeﬁ‘fhéﬁselfes.is impa;rea.“yln fap#, purchasing power; in terms of United
étatéé pricés had riseﬁ.until 1975,and declined thereafter, and, during the
flve—year perlod 1970/75 it grew at the manifestly insufficient rate of 2

per cent. -—/

é. Exports of manufactures appcar to be more sensitive o the drop in ex-
ternal demand than to that of basic products. In 1975 their share in total

expdrts dropped in all the countries studied.

d. 1In the expansion of the vgiue of exports of mnufactures in 1970/74,

the "volume cffeet" explains around 35 to 40 per-cent in Argeﬁtina and

&

Brazil, and around 45 to slightly over 50 per cent in Mexico and Colombia .,
e, The industrial policy defines the characteristics of expo*ts. In 1973,
Argentina, Brazil and Colombis exnorted over 50 per cent of manufacturos

e

proper, and Mexico, 80 per cent of seml-manufactures due to "nﬁqplla"-effect.

f. Exports still represent a small proportion of industrial production, as
a group, and in each country. They still dc not have a strong "forward" and

"backward® effect on the industrial structure.

.

1/ Appendix I, table 6.

2/ volume-effect is defined, as in the national accounts, as the difference
‘between the volumes of the final year and the base year, valued at base-
year prices. This. 1mplles under-valvation. .
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g. Depending on their industrial origin; Argentina, Brazil and Colombia
exported over 50 per cent of traditional monufactures in the past fow years:
and Mexico, over 50 per cent of metal-~produacts, machinery and equirment, also

x/

to a large extent due to the "mquila"—éfféct.

h. There is a trend to diversify exports by products, but concentration is
still strong. The countfy studiés have not found that the option betweon
diffusion and concentration of exports of monufactures has arisen from an
explicit overall strategic decisiqn. On the ofic ‘hand, the existence of
stimli generates diversificotion; on the other, the fact that ftraditional
manufactures or those previously substituted are exported - under al; the

conditions created by substitution - maintains a significant concentration.

i.A Greater diversification by countries of destination is sought in all.
casés, but the strategies diffcr. Argentina exports preferably to LAFTA;
quzil diversifies its sales to LAFTA and increases the participation of
Japan and Africa; Colombia channels more trade towards the Andean Pact
countries; and Mexico reduces the.proportion of 1% trade with the United

States and turns more townards the EEC and IAFTA.

je The number of export flows (number of products by number of markets of

destination) grew significantly in almost all countries.

k. The presence of transnmational companies is growing and decisive, parti-

cularly in dynamic industries with relatively more sSophisticated technology

i/ Qualifying traditionality in terms of the ISIC. See Appendix I, table 7.
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and greater concentration. The concentration of exporting companies tends

$0 increase.

1. The positive factors that encourage exports of ﬁanﬁfacturés évuluated by
the couptry~9tudies are in all cases the existence of fiﬁahéiailandjfiécai
stimuli, the action of transmationnl corporations, external demaﬁd; the pos— |
sibilitics afforded by IAFTA and the Andean Pact, and a gradual "prise de
conézience" by notional companies. In some cases, stress is laid.bn the V
very dynamic gqvernment effort (Brazil), on the signing of agreements grant-
ing special'fihancingbLArgenbina), on the requirement that companies expord

to obtain entry beneflts (m5x1co) on fhe existence of idle capacity or of
remants of domestic recess1on, and on the national technological capablllty;}/
m, The main problems affecting exporté of manufactures %ﬁaiuated in the
studies are very significaht. In general, they ére: thé reﬁative weakness
of nmational companies; the difficulties in operation of the smalier compénies;
the eipehsivé'and infrequent ﬁrénsPortatioﬁ~ and the relatlve rellance on

the access to markets outside the region remaining unchanged. In some cases,
stress is-laid on the‘weakness of the public sector'dﬁeufo high rotation of
declslon-makers, the weak support given to the establishment of large na- -

tional tradlng companies and export consortia, and the weak 1nformatlon

system (Argentina); on the scarcity and high cost of raw mterials, partly

}/’ Mothods of verifying the depéndency relationship are differecnt depending
on the studies, and range from the expert judgments to the use of econo-
metric models,
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as a-result of the finoncial'weakness of the public Secfor:wﬁich'slowetdownjir
investment in bosic industries politicaliy reserved to national debisioﬁ;';
mkers (Mexico); ~on excessive placing of phe responsibility for,exporting
on-the.pgicate - particularly the extermal - sector; and, in general, on

the orooiems_inoefeot in the condition that one study defines as"perip@e:icfun
dependent,,insufficiently seiective, which»operates at a highirelcpive'proq -

motion cost.”

n,., The studies in general qualify as positive the effects of exports of
mnufactures on a mumber of variables such as the "forward” and "backinrdn
‘effects'on the inter—industrial structure; on the local'repliceEion of'”‘
éechhological know-how embodied in exports; ~on the local creation of new
technological knowfhowv on the productlvity of the economy as a wholeg on
the overall income; on employment, and on dlstributlon, by the double road,,__:}_:_
of the overall 1ncome-effcct and employment although thc stimli 1ncrease
the capltal-entreprencur factor remuneratlon Wthh is relatlvely larger, as
well as belng external. In some cases, and cs regords certaln goods some

doubts have been expressed concernlng “the bulance of foreign currency. )

o, In the four countries, the capacity of competition due to price-effect,
defined as thewratio of the rate of'exchange index to that of domestic
pricesEA;-droﬁped during the period 1969/75. The drop was more SeVeré'fn
Argencinc (to approx1mate1y half) than 1n the rest of the countrles (ome ... ...

third), : The expan31on ‘of exports of manufactures was achleVGd by overcoming

Aol o

1/ Appendix I, teble. 8.
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this basic condition with fiscal and financial instruments which served to

correct this trend, These will be énalysed later. Naturally, iﬁ,would_be
necessary to operate with relative capacity of competition indexes with
respect to purchasing and virtunlly cofipeting countries. However, for the
time being it ‘does not seem reasomable to say that there has been over-

levaluation in the past few years; and far less in previous years, of

COU.I‘Sé sy

p. The monetary dosage of the economies in 1969/75 was not asscciated with
inflation rates. Argentina systematically and unsuccessfully used monetary
restraint to combat inflation, reduéing its liquidity ratiog/ below the amount
ecorresponding to its per capita income level and to the development of its
financial markets, at least until 1975;‘ and in 1974 it strongly increased

its liquidity and at the same time reduced its inmter-annual rate of groiwth

of prices. Brazil gradually increased its liquidity level and its inflation
rate in the past few years. Colombia roduced its liquidity trend at the

game time thot the trend in'price growth increased. Mexico maintained its
monetary ligquidity at a stable level but could not prevent accelerntion of

inflation,

;/ In fact, in recent periocds some countries appear to have touched a minimim
point in the level of capacity of competition due to price-effect, at least
for some exports; but this is not yet cervain. It is not known either,
whether the national currencies were over~dovaluated befors - not ounly in
"the sixties but in previous decades - and if this constitued a disguised
subsidy to external savings in terms of national assets, with the many
consequences derived therefron.

§/ In this text the liquidity ratio is defined as the ratio of privwaie means
of payment plus official current accounts to the GDP. See Appendix I,
table 9.
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g. In 1974, prices in the four countries analysed experienced, rises rang—
ing from 20 to 30 per cent.

With or without the contribution of external inflationary factors, in the
countries studied inflation sppears to be endemicy and concurrently with

the "prise de conscience"™ of this fact, a policy of flexible adjustments

in the rate of exchange, of the creeping type, has taken shape.

This-experience is instructive., Brazil introduced its policy of flexible
adjustments in 1968 and obbtained more rapid results in exports of manu--
factures. (Colombia-adopted a similar policy about the same time, and also
succeeded in expanding its minor exports. Argentina made larger adjustments.
until mid-1975, when a soaring inflatigh called for more frequent adjust-
ments, and at the end ofil974 éﬁéibeginning of 1975 essayed cancelling exist-~
ing export contracts, apparently-due $o insufficiency of the real effective
rate. Mexico adhered to its traditiogal fixed rate of exchange until mid- -

1976, and affected its balance of payments significantly. .

Bxperience shdﬁs ﬁhat, when there is a gingle exchaﬁge market,.eiceééively
generous fiscal stimuli can lead to over-invoicing of exports or to similated
bransactions. And when there is an official exchange market and a free i
'market.with widely different rates, the differencc between the two iaﬁes
Gncourageé under-invoicing of ekports_and export contrabands in which case,

the stimulus operates to some oxtont as a dissuasive of spurious transactions

by bringing the real rafes closer,

1/ The year 1975 is atypical for the analysis,



L

&

- BF - -

It will therefore be observed that stimuli have a "space of useful. movement"
which is bounded by the nature Qf‘exchange mgrkqts and the magnitude of the

rates of exchange, apert from other bounds which will be considered later.

As a”pfacﬁiéal necessity, and independently of previous doctrinal preferencés
and evenvpoiiciés, all countries haveAfinally come to inescapably realistic
and flexible'rates of exchaﬁge, This is an impo;tant experience for éxmra-
polaﬁion to other countries - whefher they are developing or at an inter-

mediate levél'of industrizlization -~ that wish to export manufactures.
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ChaptervI;I _
SALIENT EXPERIENCES AND PROBLEMS REIATED TO THE INSTITUTIONS
AND INSTRUMENTS OF EXPORTS OF MANUFACTURES POLICY
1., The previous chapter showed the need for certgin basic conditions re-
quired for exports of mamifactures to bo carriod on as>é-seif—suét§inéd
prOéesé; fhééé'baSic éonditions are Béing built up by the ébuntfies of
the fééioh;iparﬁicularly during ﬁhe past decade, and are gradﬁailyiinéor;

poraﬁiﬂé:learning to the institutional and instrumental structure.

2. In reference to institutions, the country studies show that there has
been & trend to establish promotion agencies; and only in a few cases -
in Brazil since 1972, and in Mexico for certain industries - is there a
greater trend towards conduction of exporis, staring from an industrial
basis. But there is as yet no system vof conduction” fully included in
the design and implementation of the policy, activity by activity, with

adequate participstion.

As a general rule, there is a good deal of institutional dispersion and
promotion systcms are open to whoever wishes to use them; this wcakens

the momenbtum required to build a systém with sound national participation,
and favours greater utilizetion of the advantages by transnational corpo-
rations. This type of conscquences is erwvisaged as possible in the mecha-
nisms put into operation by Brazil in 1972 in terms of special sectoral
programmcs, including those that seck the transfer of industries to the
country. However, the establishment of an important trading company, with
State action and participation, and the encouragement given to the establish-

ment of national marketing companies in Brazil recently, seems to show that
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there is o trend to seek a better equilibrium in the structure of the power

of decision.

3. Tﬁe fundamental question seems tp be whether instruments of induction

are sufficient to conduct the externél sector -~ and exports in particular -
or whether a more direct 2nd catalytic action on the part of the Government'
is required to obtain a sound selective effect in terms of all the variables |
that have to be sought, since exports are a multipurpose instrument, This
last solution seems to be taking shape, although in some countries institur-
tional solutions for the conductionh of the external sector follow:after

gencral doetrinal preferences. ‘ -

Degenaing on the coﬁptri¢s, the trepd_towards State action ranges from

stimulatihgxthe private sector through public institutions which are ad-
ministratively too weak to serve as catal&sts (Argentina and, apparently,
to a leSsep extent, Colombia and Mexico) to a more active presence of the

Govermment, including companies with governmentfparticipatidn (Brazil).

Concern apd action to reduce bﬁreaucragy have been convergent in the
countries;_ as well as administ:ative and diplomatic support; action in

the fields of information, markéting, technical assistence and trqining, ete..
The efficacy of the services has been varied..'Particularly in information
and direct action, the -studies quélify institutional systemS'frém relativoly

1
woak (Argentina) to relatively expeditious (Brazil).—/

1/ As the studies were written by differcnt authors and as therc is no single
objective pattern to judge all cases, these qualifications contain several
biases and should be taken as general appraisals of independent experts,
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Experience suggests thot more government, with more capacity for action -
aﬁd a sound and efficient direction, has given best results, ot least in
terms of the volume of exports. In the case of one country, the advisa-
bility of esfabliéhing‘ah Exfernal'SGCtor Céfporation has been sﬁggestcd.%ﬁ
4, Policy trends suggest that the cost of promotion is already felt, at .
least in taxes; _that its effects are capitalized by national companies
less,éhan cxpected;; that the need for more catalytic action - and sometimes
more direct action - is recognized, in order to achieve greater national -
power of decision; and thot to maintain realistic and flexidble exchange
rates and introduce correctors to help lower the price of virtual FOB
supply of manufactures is a necessary though not sufficicnt basic condition;
and that there is no alternative but to.tacklé the industrial and techno-

logical process rapidly and in depth.

The links between.export of manufactures. policy -and the industrialization
and technplogy poliqies areTstill not strong. This means that the countries
studied so far export what they con and what they have, and not neccssarily
what they would like to‘éxport. Thié eipidins why at thisvstage the tfend
is to diffuse exp6r£ fioWs invthe form of gézéralized ﬁromotion, although

with certain selectivity; depehding on the countries.

Thus, in A}gentina,,the evaluation of industrial projects to obtain State .

g/As an agency with banking capacity plus the capacity of participation in --- -
the capital or of establishing companies, and others related to the direct
and catalytic action of private enterprise. < L
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advaﬁiégés»throﬁgh”investmenﬁ, benefits when such projects include export
programmes, to whicpﬂthe company commits itself by signing "contracts®;

in Brazil, since 19?2, new sets of stimuli are granted to export programmes
starting from the industrial base; and in Mexico the use of mnufacturing
programmes in specific activities which contain ﬁdndatorﬁ exﬁort pians has

-

been increasihg.'

It will be noted that these are steps in the right direction), but it is
considered thet they would require a more genmeral decision of Geconomic
policy to comduct them by activitics, so that the results in terms of
exports mey be more quickly achieved and more“efficient,_insteg@vof over—

coming phe problem qqsuistically through the promotion of exports.

5. All the studies mention the fact that the dangers of indiscriminate

‘promotion are recognized, particularly if it is over-generous, not only be-

causc of the possibility of distortion in the allocation of résourcss and
the virtual application of countervailing duties, but olso because of the

cost in foreign currcency it implies.

6. A trend is observed towards greater selectivity by products, using the
product as an instrument for obtaining certain goals. Ungil now the countries
have géhérally tended to lay stress mainly, although not exclusively, on

valué' added, snd in Some cases this variable-goal has been guite explicit.

The general components of selectivity have either becn contained in explicit

regimss (Argentina, Colombia and Mexico) or the regulations gohtain'qu ox-
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plicit slomenbsi{of soldetivity, although-in practice it is applied (Brazil).

A1l thé studies agree that the "performqnce" of seloctivity can qnd should

be improved,

7. The basic ¥Ystimli" arc fiscal and financial, In all studies thesc-are

defined as an esacntial prerequisite for exporting manufactures.

Purthermore, import regulations for inputs and capital goods, export rogula-
tions, and informhtion, marketing, diplomatic action and’ other instruments

are used, These last have been mentioned elsewhere in this study.

a., The financial inst;uments form part of basic world conditions which must
be ratified in order to bec able to export. The stimulus proper is contained
in differential interest rates with respect to ordinary credit, or in real
negative interest rates, or in the automaticity of the procedure for granting
them. As a general rule real intcrest rates werc negotive, but not only in -

exports.

Some studies (Argentina) point out thaot, if the proportion of financed cx-
ports in the GPP'werc to incréase significantly and if at the same time
monetary restraint continued to be used to combat inflation, credit to the
industrial/export scctor would have.a -véry high proportion in the annual
increment of monetary flow, and suggests that the two policiés arc not com=’

patiblﬁ in the long run.

1/ Thesc are salient charactoristics. Naturlly all regimes éontnin béth
components in varying proportions, depending on the poriods.
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In all countries, credit granted for cxports has served to prevent shortages
of circulating capital in pfoduction for export. New advancés include fi-
nancing of investment, which is indispensable to the extent that it is de-

sired to produce "for" export in a larger relative dimension.

AS a rule, fihﬁnciai systems arc managéd flexibly, as befits their.naturea
Appraiéai df the_risks is performed éccording‘to banking_stanﬁhrds, taking
solvency as an attribute of the first order. waever, it would appear that
to the extent that a more unified conducfion-of the productién/subétitution/
export process is implemented, réther thén the mere promotion of cxpoits,

it - will become inereasingly necessgry to grant credits for the programme.
There "is already a glimmering of this process, and it appears that it would
have to become generalized as an essential condition if the ambition to ex-

port is strong and, particularly, if a morc efficient selectivity is desized.

b. Fiscal instruments Have, basically, played the role of correctors:of
the rate of exchange and of the cost-effect of protection. In Argentina
they have not succceded in offsctting the adverse cost-effect of vitual
supply in inbternational currcney, which the interplay of .effective pro--
tection and exchange rate have introduced in industrial exports. In
Brazi; they appear tq have done so. In the studics on Colombia and,Mpxico

their corrective role is also menbioned, -

Although the magnitude of the burden of protection and of the effect of the



-0 =

capacity of competition index—/ is not suff1c1ently preolse, 1t was p0351ble
to establlsh that, in general terms there has becn no "sub81dy“ of oxports

although thls may have occurred in the case of some sSpecific product.

In general, the use of these correctors has been gencrous, in view of the
Sy5£ema%ic féductioﬁ in the‘cﬁpéoity of competition indexes, in order to
incfégse diversificatioﬁ of exports of manufactured gdods.. Recently,‘in
soﬁéiéoﬁntries (Argentiné Sﬁd‘Colombia) the impdrtance.of such stimili was

reduced; and Brazil tends to eliminate them,at least for some activitios.

Experience showed that cxcessive generosity affects export prices in inter-
nmational currcncy and even leads to simulated exports when therc is a single

exchange market, as mentioned carlier..

For ﬁhis iﬁstrumcné also there is ah upper bound éiven by the fiscal baiaﬁco.
If the ratio ofﬁpromotod exports in the GDP werc to risc significantly, thev,
efficiency of collections would have to improve (as appears 1o have occurred .
in Brazil) or elsec the burden of promotion would have to be borme more by

the basic exchange rate - in which casc the weight.of protection would also

fall morec heavily_on.the_exchange rate.

27’ In the recasoning of this document the index of capacity of competition
of the experting country is used, rather thon the relative index obtoined
by considering also those of other countries that arc virtual competltors
and importers. This has becn done because, for the present purpose, the
profit or loss of third countrics in terms of capacity of competition
due to price-effect hos no bearing on the snalysis. INaturally, when
applied to specific cases, the position of third countrics as regards
prices and exchango rontes 1s important
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¢c. TImports of inputs embodied in exports of manufactures would appear +o
hove been stimulated by_the proﬁotion regimes in Brazil (the draw~£ack is.
much used), Colombia (Plan Vallejo) and Mexico (fixed exchange rété)ﬁ |
until there was a trend to correct this effect. The links with cixports
through preferential quotas apvear to hc mowe functiocnal in Merico sincc
phe exchange adjustment of 1976, but they arc nob more officient thar total
p%ogfayming of tho_activity. In Argenvina the draw-back, an instruments
which encourages the use of imported inputs - and is not cfificicnt in. its
administration - has lost significancc.

Thus, it has been observed that thé handling not only of the pattern éf
substitute industriaiizétién but also of the function of exported indus-
trial production has in most cases over~dimensioncd impcrts of inputs."

It is belicved that only a policy implemented activity by activity, governév‘
iné production/substitution/export in a univocal and planncd mnncr, mighﬂ“"

cover this type of bilas.

d. Regulotion of cxports, depending on the countries, has tonded to clarify
explicitly that it is possible to export, ensure notionol supplies, and
particularly ensure that rawmmatorial that can be processcd in the country

will not be eiportéd.

c. It therefore aprecars cvident that a strong and successful éxport vpolicy

for mnufactures could rot osk financial and fiscal instrumerts to.bear the ..
burden,of~the overall corrcction of ﬁhe oxphange rate and of +he offect'of |
proteetiony and that, on the contrary, i%s role should basically 50 limited

to two purposes: to confirm basic conditions and maximize their sclective
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effiédcy, in terms of sufficiently precise veoriable~goals acting as

correctors.

4

B Efficient selectivity is conceivable, on a first level abstraction, in
terms of fixing certain goals end conceiving a sot of products as inStruments
to attain those goals, The variable--goals might be:l value addedl/,~employm
n@nx,:distribution in general, net balance of foreign currency, technology-
effecj, structure of the power of decision, type of insertion in world
trade, structure of trade by destination, induced structure of production
by ragional origin, etec., and each goal will have certain lower and upper

bounds and certain rcquirements of stability, reliability, cte.

The problem being thus stated, a recasonable ambition placed in terms of
multiple goals demands expgrting mostly what the country wants to export
and not mefely what it has; and makes it necessary to prepare the indus-
trial and technological base, with all the attributes that it wants exports
to have. Given the limited frontier of resources, objective analyses, as
weli ac the ex@erieﬁce obtained from the stﬁdies, suggestvthat it is neces-
sary tb set u? a proéess of programming at top level, and‘to.iden%ify thé
optimum structure of exports by'pfodﬁcts‘and destinations to serve ﬁﬁé-set
of goals and restrictions, finally evaluated at the top level of poliﬁical

2/

power. This problem has a known technical solution. And to reach that

1/ Tn this case, as in the other variables, of direct and indirect effects.
2/ This is a case of dynamic or lineal programming, or of establishing
priority relationships, at least. ’
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level of programming does not imply‘disregarding pragmatic experience but

supplementing and orienting it.

On a setond level of abstraction, knowing the optimum gtructure of exports
by products and destination, there are a set of requests made on the basiec
conditions and the corrective instruments. The set of instruments is thus
bounded and its features can be seen more precisely. Instead of following
the historic process of creating the instrument and testing its efficacy
and efficiency, the process would be Supflemented with this method of
identifying the characteristics required of the instrument once the minimum
bounds:bf the efficacy and efficiency expected of each instrument are

established, as well as a reasonably precise "work-load" for it.

With some differences, depending on the countries, the studies judge that
the most efficient sets of instruments are those of a fiscal and financial
type, as well as the agreements and instruments covering regional integra-
tion and co-operation areas. The efficacy of the information and marketing

instruments is still judged to be poor. .

Depending on their contribution to cértain variables, the "forward" and
"backward" effects on the industrial strﬁcturé, the value added and, in
certain cases, the destination of exports, would appear to be those ob-
tained ﬁost.often; and for the time being, achievements in the fields of
region of origin of produgtion, type of company, scale, and type of tech-
nology sre not considered outstanding or sustained. ‘Ihe balaneca oL Lueeien

currency is understood to be positive, although there was negative substitu-

tion.
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In some cases the employment-effect appesrs to be higher than in éiportS‘él
traditional msnufactures, which continue to have 2 decisive weightlin tofal
exports, Distribution-effect in general terms is positive, through the
higﬂgr.rate of the GIP.which exports made it possible Lo finance,., although.
according to the di:e¢t.recipients of thevgtimuli, a regressive effect was
intro@uced in she distribution by income levels, In any case, iU is Coubt-

)

ful whéth;r exports of_manufactures can be asked, as a priority mattexr, for
a disﬁribution—effeqt or, morc specifically, an employment-effects wheu the
ratio.of exports Qf manuchtures is small and the proportion of employmrensi
generated by exports on total employment is also smally particularly whean
the foreign cuifréncy—affect has rathervobﬁous precedence for Iati_n America,

which has a huge carry-over debt and a lerge and increasing deficit in

current account in the balance of payments.

In terms of power of decision, technology and external insertion, the elffects.

are linked varisbles; and national achievements in this field have differcd.

9. The gtudies judge the efficiency-cost-benefit ratio in noun-identical
terms and, in general, consider it positive, measured in terms of eguivalen?

Toreign currznecy, although it can be improved.

a, As a general rule, decisive policy criteria were based on maximizing‘
the valuc of.exports, but not the adbtual value of “he mathematical. éXpecta~
tion for. exports of manufactured goods. Attempts‘wére made‘to export as
much as possible, tending to maximize export Tlows. althougn Wwith some geo~

graphicdl proferences already menvioned,  The cost-benefit rotio in terms
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of foreign currency, considered at the product level; seems to have had
certain partigipation»as a criterion for the use of instruments, although'

not necessgrily a decisive one.

Lower bounds to exports by products and/or markets were hot generally
usSed, although in a few cases some commitments were set for companies

which are beneficiaries of stimuli.

b. Speciélization as an instrument for maximizing efficiency outside of
traditionql_manufactures has been sought in cases such as that of the
"maquila® in Mexico and the setting up of the network of reciprocal
interests with the industrial world by Brazil. Essentially, it seems

that the country seeks to export more Lab;ur - which is qualified by

the industriallactivity itself at a higher level than if the activity

did not exist - taking advantage of the its lower rclative cost in inter-
nationgl currency, and a8 'a predominsantly external actor and*technologyug/
In fqog, if a country recduces taxes on this form of work and grants pre-
fereﬁﬁiéilfinancing_for it, it is cstablishing a sort of spccial "tax and

credit paradise® or, in other words, the country would become a sort of

free zone of the activity, and even finsncially privileged.

10. This raises the need to reconceptualize efficiency, according to the

level at which one is working.

Until now, opbtimizing at the level of the country and qualifying efficiency

at national levels, it would be sufficient for the chosen cost-benefit ratio

T/ The solutions of Taiwah, South Koréa end Hong Kong ~ on snother scale -
would appear to be similar.



- 66 ~

of an activity to be higher than one, to ensure positive efficiency and an
indication to undertake thet activity. Bub if it were true that the st&lés '
of development of Iatin American countries are not completely indé?éhdent
each of the other, the efficacy ratios of the different countries would be
linked and this also befause a country!s method of ﬁroduction gains markets
which other éountries might take advanﬁage of . If such a poiicy werevex;
tended to all the countries of the region,biatin.America would become a
unique tax and credit paradise, .set up by activities -

power of transnational corporations, for using cheap labour. Is this the

optimum option for Iatin America?®

Again, prior definition of the basic values that are to prevail in Iatin

America appears to be essential.

So far, the competitive alternative has been adopted. It prevailed his-
torically; it was inherent in the use of preference margins in IAFTA;

it resulted ex-post from the fact thet each country continues to optimize -
at the national level and admitting only dominant national restrictiOné;ff
it arose as a result of the fact that each country decided on its own to =
stimulate "its" exports of manufaétures, and also of the foct that each
country, acting independently,."capturéd" the new technology. Although.
speechés favouréd‘co-opération, deedgzﬁfoﬁght about competition between .

the Tatin American countries.

The price of that competitive attitude has been heavy, not only in terms .

of pdwer of decision and economic waste, but pg:ticular1y~in-having~adopted"':
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a sensorial/ccnsumist style—/ which is not financeable in the long term

except with difficulty, and decidedly unfinanceable by most if not all the

countries of the region,

If the co-operative alternative-were‘adgpted, it could be optimiéed'at the
level of the area and efficacy would inéfeése for all the countries aﬁd for
each individual country. Of course, in that case thé efficacy functional
might be positiﬁely different and incorporate the dapacity to decide on the
variables that express ‘technological development'and other socio-cultural

variables which are naturally absent from a mere foreign currency ratio.

The glimmerings of co-operative alternative were implemented by.complement;
arity agreements - mainly between the LAFTA countries having the largest
markets; -~ but always optimizing at the national level, largecly with the
catalytic presence of transnational corporations and rejecting planned
industrialization, as a persistent policy. The Andean Pact, in optimizing
at the ares level, constituted a transofrmation-milestone, which is cor-
tainly encountering great instrumental difficulties, perhaps becouse na-

tional values continue to be fundementally competitive.

It would cértainly not be reasonable tb exbect the area to adﬁance at the
speed of the slowestvcounfry, ndf that the struggie for distribution con—
tinues preventing céncreﬁe action from-getting under way. Bui neithefb

does it appéar reasonable to waste opportunities of common Benefit, of £o
encourage a competitive race between the countries of the region in order

to ‘grant more benefits, which would principally be enjoyed by companies from

outside the region unless Iatin American companiés are exeptionably dynamic.

1/ Sensorial inasmuch as it evaluates what enters through the senses. Since
it is sensorial in the socio-cultural sphere, it is consumist in the eco-

nomic sphere..
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This is an important point to be evaluated, and the studies made have con-

tributed useful msterial to clarify it.

11. Efficiency, whether at the national or regional level, should be
reliable., This reliability depends n&thnly on thevintrinsic capability
of the basié values and of the systems set up on them, but also on the way
in which the rules of the geme sre respected in the System;Ai.e,, on thev

disloyalties.

Until now, the competitive system has legally defined dumping and subsidies‘
as disloysl practices. But these are by no means the only disloyaltics
committed., The sale of outdated technology, the use offaotér prices, the
dilution .of investments, monopolic practices, and a number of other actions
are also disloyalties. For instance, when a developing country has pur-
chased outdated technology up to a limit which absorbs the difference in
labour costs in international currency, it has no “other recourse but to
grant "stimuli" if it wishes to export. Such stimuli have the outward form
of a subsidy, bﬁt intrinsically their economic function is merely that of

a corréctof, which appears to” be disloyal but is only offsetting a previous

external disloyalty.

Should disloyalties incurred in international relations -~ and not onl&_in
trade itself - be incorporated gradually into a code as the; are casqispi_
cally mpped? Or c¢lse, should an inventory be made now of all the disiéyaln
ties, before establishing rules of conduct that can be generalized, to
penalize soms_of them? Togiwally, it would not be possible to adopt a de~

cision concerning one component of a set without first considering all the
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other components and their interactions with the first; as, otherwise, we
should be dealing with consequences or formal appearances rather than with

the underlying, substantive causes.

The experience of the cases snalysed suggests that this type of approxi--
métion indicates the advisability of a complete restatement of the problem

of disloyalties.
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PRELIMINARY AGENDA OF TOPICS TO BE DISCUSSED
CONCERNING AN EXPORT POLICY FOR MANUFACTURES

1. Purpose of this chapter

This chapter proposes some topics for discussion which it is believedishogld
be clarified, cither before the .policy is designed ~ because they constitute
the fundoamental conditions of the problem of cxports of manufactu:es or be-
cause they form part of the neighbourhood international conditiondg - or in

connection with the policy, because they refer to the instruments it should

use.

2. Some topics for discussion

i

a. Exports of manufactures, considered at a high level of abstraction, ars
a multipurpose instrument. As regards financing of the economy «s a whole,

they are, strictly speaking, a dominant restriction,

b, The political, technological, socio~cultural, envircmmental and insti-
tutional fields - at least -~ have their own optima and, consequently, make
requests that the economic field must satisfy. There are, therefore, spe-
cific recuests of a non-economic nature made 4o the behaviour of the ex-~

ternal sector, in addition to cconomic requests proper.

¢. Exporits depend largely on the capocity of integrated compctition defined
as the result of the capacity of competition gencrated by the effect of prices,
informotion, marketing, finoncing, capacity of decision and action, techno-

logy and political support, at least.
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d. The dominance of the technology factor and its high relative interna-
tional mobility make the context of the endowment of factors of individual

countries very sensitive to the countr's"capacity to capture" technology.

e. Production/substitution/export consti*utc linked variables, both in
their conceptual aspect asthe macro loevel, and the operational aspect df

the level of specific activities,

f. The possibilities and forms of substitution depend on the style of

development and limit those of the subsequent exports.

g. The style of development is an instrument to obtain a certain model;
that is to say, a certoin interconnected set of attributes of the soéiet§'

aspired, at the notional, regional or world level.,

h., TForeign trade is one of the basic machanisms of insertion within

supranatignal level models and styles.

i, The form of insertion in the supranational context forms port of the .-
"national project" of each country, sincc it constitutes at least a basic
condition, and/or a neighbourhood condition,and/or a restriction which in

various aspects is ¢ominant for national integrated social development.

J. ZEvery insertion has o certain inertia, The inscertions in the technolo-
gical and commercial contexts, in a certain style of consumption and in a-
certain structure of ownership of decisions, have a strong and dominant

incrtia.
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E. Styles-and models - projects, in short - arc bascd on basic values -
considered in the axiological sense. In relations between Latin American
countries, the essential choice lies in persevering in the valuc "competi-
tion" prevalent today or in assuming o value "cooperation® in_genuine‘

terms.

1. The value assumed for the intra-Iatin American relationship must be
consistent with the option chosen for insertion in the context outside

the region.

m. The action of insertion and the project of each of the countries -
partidularly the largest of the area'- influcnce the options of the rest

as regafds model and’styleg in other Words, on their national projects.

n, Considering Iotin America as a whole, there is o model and style re-
sulting frbm its ihtegrated sociél activiiy which is influenced by many
factors, smong them, by the form of external insertion. The fact of for«
mulating a version of a Latin American Project in explicit terms, a2t worst,
would“do nothing'mqreithan,show one more alternative, which would. be a -~ -
useful frqme of.rofgrgnce for a number of aspects, omong others, the

behaviqur of the external sector of each country.

¢c. As long as thg countries with food shortages have not the purchasing

power to pay for their imports, the most dynamic world demand in the future
will be,fpr nonftraditignal industrial production, of more scphisticated
technology. This has the highest relative import ratio in developing countries

in general, and Iatin American countries in particular.
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P. There are numerous disloyal practices in intermational relations;

dumping and Subsidies are not the only disloyalties.

q+ The world market outside the region, in perspective, has become less
reliable for 1atin America, both as regards its rate of growth and its

variability.

r. The space of solutions for exports in general, and exports of manufactures
in particular, has stricter lower bounds, and less reliable upper bounds
outside the region; exports are required by morc exacting and precise se-
lective economic and non-economié requests; the cost of leckages of design
and implementation of thc policy is very important; and it is essential to
incorporate learning into the policy in a systemotic mamner. In view of

this, it is an operationsl necessity to set up the external sector as ah 

system in the strict sensé of the word, frece from the influencc of pre-

conceived doctrinal preferences.

s, A fundamental decision is to esbablish at what level to optimize, and
at what lcvel to accept restrictions (world, regionél, sub~regional, or
national in each case); and it is advisable that this be done in the most

explicit mannef possible,

t. Therc are activities for which the optima at supranational level (bi-
lateral, subregional or regional) give higher results for each of the actor

countries than the optima of purely national levels.
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u. Iatin America must identify its own optima. This constitutes a poli-

tical act that cannot be delegated to certain actors.

v. Iatin America has, in its trade with industrial countries, a structural
advantéée in the cosf of 1labour in_intornational.currency. If if cﬁn

control the real cost of capital goods, of technology, and of entrepreneuré
cppital factor remuneration; end if it can captura technology suitable for.
world-competition, it will have a favourable structural capacity of competi-

tion due t6 price-effect.

w. It is easier and more efficient to captura technology on the basis of

regional co-operation.

x. The expected rate of growth of the GDP during the coming five-yoar

periods is higher for Tatin America than for countrics outside the region.

y. The building of a network of intra-Latin American interests is a useful

convergent instrument to improve intra-regional distribution in Latin America.

Z. Thére‘isva lqwer bound to the national capacity:of décisipn in Qvery—<
thing tﬁat is significant and réleyant, Thé éxternal sector.iﬁ gqﬁeral,
forecign trade in particﬁlar, more sPécifically exports;‘éna, concfetqu,
exports of manufactures, insofar as concerns this étﬁdy, have:the atbribute

of being significant snd relcvant.

aa, There is a lower bound t0 the speed required to form the eritical masé

of national and Iatin American capacity of decision and action. A deliberate
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impulse to gécelerate the formation of public and private entreprcneurs -
Latin American optimizers, and with a world horizon of decision - would
increase the speed with respect to that resulting from a purely spontaneous

formative process such as has been followed until now.

bb. The countries need to "conduct" exports of manufacture. Promotion is

only one of the partial instruments of conduction.

cc. In extremes, the attribute of the first order of conduction is cons-

tituted either by successive approximations or by planning.

dd. The use of planning with real operational value benefits the achieve-
ments and behaviours in the external sector in general, and in exports of

manufactures in particulsar.

ee, In mixed societies, genuine participation is required if planning is
to have real operational value, This is specifically applicable to the

external sector in general and to exports of manufactures in particular.

ff, Exports have a certain optimum diffusion and specialization structure
which depends, among other factors, on the ownership of the-technology and
the trade marks, on international behaviour in the use of such legal owner-
ship, on behaviour in respect of disloyalties, and on the relative mobility
of the internstional and national technological frontier. It does not de-

pend on preconceived doctrinal preferences.

ge. Protection/promotion are linked variables. They are both partial sets

of instruments and their characteristics depend to a large extent on the
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optimum structure of trade.
hh, The basic exchange context must be realistic and flsxible.

ii. The use of fiscal and finesncial promotion instruments is upper bounded;
and the more the ratic of exports of manufactures in GIP grows, the Soocner

will the upper bound be reached.

jj. The establishment or adaptation of institutiohs should be structured
once the gosls, the instruments, and a certain optimum distribution of

responsibilities are given.



Appendix 1

TATIN AVMERICAN EXPORTS OF MANUFACTURES: EXPERIENCES AND PROBLEMS

SOME OVERALL STATISTICS
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Table AT-1 (cont.)

Year CIF Imports ;Balance- of T;a&e FOB/CIF

Arg. Braz. Cél. iBx. Total Arg. Braz. Col. Mex. Total
1969 1576 2265 685 2078' 6604 36 46 . = 77 - 648 - 643
1970 1694 2849 843 2461 7847 79 - 110 =100 =1059 ~1190
1971 1868 3701 929 2407 8905 ~128 - 797 =221 - 906 -2052
1972 1905 4783 859 2935 110482 36 ~ 792 15 - 974 -1715
1973 2235 6999 1062 4146 14442 1031 - 800 1?0 -1515 -1114
1974 3635 14162 1602 6504 25903 296 -6211 =~ 93 -2964  -8972
1975 3656 13558 1289 6580 = 25083 -1210 -49(;5 231 ~3671 ~9553
Jource: International Financial'Statistics



Table AI - 2

BALANCE OF GOODS, SERVICES AND TRANSFERS

(in millions of US$)

. , Year Argentina Brazil Colombia Mexico Total
1969 ~226 . -336 -175 -596 -1333
1870 -159 -561 -293 -1076 ~-2089
1971 -388 -1317 ~454 -BU6 -3005
1972 -223 - -1490 -1390 -916 -2819
1973 STy - -1757 ~-55 -1415 ~-2513
1974 220 C-7179 -350 -2876 -10185
1975 -L056 -12304

-1319 -6751 -178

L2

Source:

International Financial Statistics



v Table AI - 3

INTERNATIONAL RESERVES
(in millions of USS)

Year Argentina Brazil Colombia Mexico Total
1969 - 222 ~-481 -49 -5 -313
1970 -134 -552 15 -83 =754
1971 398 -531 Y -177 -306
1972 -175 -2482 -122 -210 -2989
1973 -845 -2341 -172 -1un -32502
1974 57 S84 91 ~-32 1100
1975 793 951 ~125 -151 1468
Source: International

Tinancial Statistics



Table AI - 4

LATIN AMERICA AND FOUR .COUNTRIES STUDIED
PARTICIPATION IN WORLD TRADE IN MANUFACTURES

E¥ports from Exports from Argentina
Latin America Brazil, Colombia & Mexico
Year World
exports — Value Share Value Share
millions o millions o
of US$ ¢ of US$ ?
1960 70.150 255 0.36 159 0.23
1965  109.730 613 0.56 405 0.37
1969 164,350 1.219 0.74 803 0.49
1970 190.030 1.587 0.84 1.116 0.59
1971 215.340 1.888 0.87 1.425 0.66
1972 258.760 12,540 0.98 1.969 0.78
1973 346.660 '3.975 1.15 3.306 0.95
1974 457,670 5.930 1.30 4,465 0.98

Source: Monthly Bulletin of Statistics: Advance of Special table D,
- and ECLA.

a/ Includes exports of the 24 countries, excluding Cuba and Haiti.



TABLE IA - 5

IMPORTS OF MANUFACTURES BY INDUSTRIALIZED COUNTRIESE/

FROM LATIN AMBRICAE/ AND FOUR COUNTRIES STUDIED

Exports from developing countries Exports from Argentina, Brazil,

in the Americas Colombia and Mexico

Year Total Of these Total Of these

indust. indust.

countries USA EEC Japan countries USA EEC Japan

(in millions of USS)

1965 747 369 261 20 331 2u1 134 13
1970 1.775 937 553 59 i.1485 630 300 u7
1971 2.136 1.110 651 52 1.359 863 3uy oy
1972 2.791 1.580 TT74 89 2.017 1,225 4gg 67
1973 Q.QQS 2.280 1.245 214 3.171 1.848 832 179

a/ Industrialized countries include: United States, Canada, Belgium,
Luxembourg, France, Western Germany, Italy, Netherlands, United Kingdom,
Denmark, Norway., Sweden, Australia, New Zealand, Portugal, Switzerland,
Iceland, Ireland, Greece, Spain, Finland, Austri, Japan, Yugoslavia
and Israel.

b/ This refers to '"developing countries in the Americas" and, for
practical purposes, covers Latin America, with slight diffcrences
frem year to year.

Source: Supplement to the World Trade Annual. Vol.II, UN Statistical Office.
Compiled by the Statistical Division of ECLA. .
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Table AT - 8

INDEXES OF CAPACITY OF COMPETITION DUE TO PRICE-EFFECT

Year Argentina Brazil y Colombia - Mexico

(Base 1974=100)

1969 . 200 | 155 157 160
1970 189 < 141 155 151
1971 167 139 153 146
1972 - 167 131 141 142
1973 127 116 120 123
1974 100 100 100 100
1975 106 o 91 91

Source: International Financial Statistics. In view of possible differences
between definitions in this publication and those of the national
studies, there may be discrepancies in figures but not in trends. This
source was adopted to ensure comparability. Prices used are wholesale.




Table AI - 9

LIQUIDITY RATIOS AND INCREASE IN IMPLICIT PRICES
FRCM YEAR TO YEAR IN THE COUNTRIES CONSIDERED

Argentina ~ Brazil Colombia. ' " Mexico

Liqui- Variation Liqui- Variation Liqui- Variation Liqui- Variation

Year dity din implicit dity din implicit dity in implicit dity in implicit
ratio prices ratio prices ratio prices ratio prices
1970 17.4 10 15.5 16 15.6 10 11.3 5
1371 15.4 35 15.2 - 15.2 12 11.2 5
1972 12.2 67 15.6 2 15.2 13 11.3 6
1873 13.8 60 16.7 19 14.9 22 11.5 12
1374 17.5 22 16.1 30 ik,?2 27 10.5 2L
1975 17.2 190 16.9 27 13.0 25 11.2 11

Sourcus: International Financial Statistics (IMF) and. Economic Studies of Latin
America (ECLA)T'

Definitions: The liquidity ratio is the quotient of means of payment over gross
domestic product at current prices. Means of payment figures are
averages, at beginning and end of year, of currency in circulation plus
private and official current accounts, and therefore exclude quasi-
money. The variation in implicit prices is the percentage change in
the index from vear to year.
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