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~ As on-previoﬁs occasions, we should like to give public opinion an
advance look at sowe of CEPAL's preliminary estimates for the main
characteristics of the evoluticn of the Latin American econowmy during the
year now closing and formilate some reflections on those which in our opinion
constitute some of the central problems which the region will face in the
near future.

However, beforé considering these subjects, and so as to situate them

in a broader framework, this seems a good moment to review very briefly some

basic features of the world economic situation during 1980.

I. The international context

A year agon, referring to the external framework which had conditioned
the evolution of Latin America, we said that 1979 had been a bad year for
the world econcmy. We based this categorical opinion on the downward trend
in the rate of econcmic growth of the industrialized countries, the
similtaneous re-emergence in them of unemployment, inflatiecn ard protectionism,
with their consequent adverse effects on the possibilities of growth of the
exports of the Third World countries and on the cost of their imports, and
the new disequilibria and challenges created by the 1érge and successive
increases in the international price of oil. | |

Unfbrtunately, this negative opinion can be reiterated even more
e@Mﬁmuymcmmﬁmwﬁh@wmmmminmemmmﬁﬁmlmmmh
scenario during the yvear now ending; In 198C the drop in the growth rate of
the industrialized economies was accentuated and the intensity of inflation
once again increased. It is estimated that the joint product of the countries
of the Organization for Economic Co-operation and Development (OECD)'only
increased by slightly over 1% in 1980, i.e., at a rate of barely one third of
the already quite low rate recorded in 1959, and that the product dfopped in
gbsolute terms during the second half of 1980 in the United States and cther
0ECD countries. Naturally, this decline in the dynamism of the industrialized
economies had an adverse effect on thé evolution of world trade, which
practically did not increase in real terms in 1980, for the first time in-
the last 22 years.

MMoreover, as



Moreover, as the result of the increases in oil prices, this standstill
in the volume of intermational trade was accompanied by a further substantial
redistributicn of current accdunt surpluses and deficits among the OPEC
countries, the Industrialized ecoﬁomies and the developing ccumtries. The
surplus of the main oil-exporting countries, after increasing from US$ 5 billion
in 1978 to US$ 68 billion in 1979, underwent another radical increase in 1980
which brought it up to a figure of around US$ 115 billion. Naturally, to
balance this inérease in the financial surplus of the oil-exporting countries,
the current account deficit of the industrialized economies also shot up from
US$ 10 billion in 1979 to US$ 50 billion in 1980 - as well as those of the
non-oil-exporting developing countries - from USS 53 billion to US$ 70 billion
(see table 1).

- In brief, during the year now ending some of the main features which
characterized the 1974-1975 crisis tended to recur, putting an end to the
quarter century of rapid growth in world trade and economy which began at the
start of the 1950s. : o .

What is more seriocus is that the prospects for the immediate future
continue to be sowbre, particularly in the industrialized economies, the
evolution of which, as we know, substantially influences Ehe'possibilities
of growth of our exports and the cost of our imports of mamifactures. It is
estimated that the recovery of the OECD economies from their présent recession
will be very weak In 1980, that inflation in the CECD will tend to drop
slowly and that the number of unemployed may rise to nearly 25 million persohs
by the end of next year. - -

It is in this adverse international economic context laden with
uncertainties, therefore, that both the evolution of the Latin American |
economies in the year now ending and some of the challenges and main;problems
which they will be obliged to face in the decade now commencing must be

considered.

‘/Table 1
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Trnie 1

BALANCE OF THE CURRENT ACCOUNT OF THE BALANCE (F PAYMENTS 1973-1380

(BiYlicns of dollars)

1573 1974 1975 197 1977 1978 1979 19808/
Industrialized countriss 19.3% ~-1i.6 1749 0.5 =41 SRk -5.0 =50
Main oil-exporting countries 6.6  67.8 35.0 40.0 519 5.0 g8.k 115
Developing nen-oil-exporting
countries =11.5 »36.9 <45.9 «32.9 =28.6 ~Fh.8 =52, - =70

Source: Internetional Fonetary Fund, Annual Report 1980,

&/ Prelininary estimate.
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II. Main aspects of the economic evolution of
Latin America in 1980

We shall go on to refer to four main aspects of the economic evolution
of Latin America in 1980, i.e., economic growth, inflation, the extermal sector
and the processes of regional integration and co-cperation. It should,
however, be stressed that the estimates which we shall give for the development
of the region in 1980 are based on the preliminary and partial figures
availsble at this point in the year, and that they are therefore subject to
considerable margins of revision. K
1. The growth of the econcmy _

During 1980 the pace of growth of the Latin American eccnomy slowed.

According to CEPAL's preliminary estimates, the region's gross domestic product
which rose by 6.3% in 1979 grew by around 5.3% in 1980. All in all, this rate,
although considersbly lower than the very high rates achieved on average during
the first five yvears of last decade {(7.2%), eXceeded those registered in each
of the years of the pericd 1975-1978 (see table 2).

Although the lower rate of global economic dynamism in the region
originated in the slower growth of economic activity in 1970 in 13 of the 19
countries for which comparable data are available, it particularly reflected
the decline in the rate of eccnomic growth of Argentina, in view of its high
weighting in the total product for Latin Americe. Economic activity in that
country, after increasing very rapidly (8.5%) in 1979, came practically to a
standstill in 1980.

During 1980 the rate of ecconomic growth of the Central American countries
also slowed, with the sole exception of Nicaragua, where glcbal output increased
by around 1u4%, thus partially recovering from the sharp drop of the previous
year as a result of the civil war. In El Salvador, however, the continuation
and exacerbation of the domestic conflicts contributed to a reduction of the
product in absolute terms for the second year running, although to a greater
extent than in 1979. The global growth of the economy both in Costa Rica and
in Guatemala was barely adequate to maintain the per capita product constant,
while in Honduras it decreased after four years of rapid and persistent growth.

/Table 2
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Table 2

LATIN AMERICA: EVOLLTION OF THE GROSS DOMESTIC PRODUCT

Cinnusl _growth rates)

Argentina
IBoli‘via
Brezil
Colombin
Costa Rica
Chils
Ecuador
E1l Salvador
Guatemals
‘ Heiti
Honduras
Mexico
_Nicarsgua
Pengma
;’ar@m]

Peru

Dominican Republic

Urugusy

Venezuela

Latin America
(19 courtries)

E:i‘ 1975 w6 . 197 197 179 1980a/
502 -0.9 a7 4o9 3ok 8.5 0.0
5.8 5.1 608 304 2.8 Lok 1.0
1.5 507 9,0 bo? 6.0 6.k 75
6.9 ho3 ka2 boB 8.8 5.1 4,0
701 2.1 545 89 5.7 4.3 2.5
2.6 -11.3 Al 8.6 7.8 8.5 5.5
846 6.8 9.3 75 S Sk b5
59 5.6 4o 59 boh 301 6.0
Bolt 1.9 7.4 7.8 55 5.0 3.0
b7 2.2 5.3 1.3 39 1.9 3.5
3.5 -2.0 740 5.8 749 6.8 1.0
8.2 5.1 2.1 53 7.3 8.0 7.5
5.3 2.2 5.0 6.3 7.2 24,8 14,0
5.2 0.6 1.1 0.2 3.7 540 5.0
6ok 560 7.5 11.8 10.3 9.0 9.5
603 303 3.0 ~1e2 1.8 3.8 3.5
10.1 502 6.7 " 5.5 2.3 3.6 3.0
0.8 4.5 2.6 3.4 3.9 8.k 5.0
5.2 549 8ok 6.8 3.2 0.7 1.0

Source: CEPAL, on the basis of‘ cfficinl figures.

B/ Prelimingry estimate subject to revision.

/The growth



The growth of the economy was alsoc very slow-(around 1%) in Venezuela and
Bolivia, although in both countries real incomes increased more rapidly as a
result of the improvement in the terms of trade, the evolution of which also
benefited Ecuador, whose product increased by approximately 4,5%, a lower rate
than that registered in any of the five previous years. The rate of economic
growth also drcpped to arcund 4% in Colowbia while it remained about 3.5% in
Peru.

However, during 1980 the rate of growth of the Paraguayan economy rose
to 9.5% - this was the Latin American country where economic activity increased
most intensively and consistently during the second half of the 1970s. The
same thing happened in Brazil, whose product increased by around 7.5%, mainly
thanks to the noteworthy recovery of the égricultural sector and the repid
increase in manufacturing output.

As in the two previous years, economic gfowth was also considerable (7.5%)
in Mexico, where economic activity continued to be stimulated by large-scale
increagses in production, exports and internatiomal oil prices. In Chile and
Uruguay , however - where in 1979 very high growth rates of around 8.5% were
achieved - economic growth was considersbly slower, and increases of 5.5% and
5% respectively were registered.

. Lastly, Panama achieved a growth rate of 5% for the second year mmning,
thus consolidating its domination of the stagnation which affacted its economy
during the five-year period 197u4-1978, while according to very preliminary
estimates the increase in the domestic product was around 3.5% in Haiti and -
approximately 3% in the Dominican Republic.

2. Inflation . _

During 1980 inflation rates were once again very high in Latin America.
For the region as a whole, consumer prices rose on average by"nearly 5u%,
practically the same as in 1979 and considerably higher than the approximately
40% registered the two previous years. As in 1979 the inflationary pro.cess
was fairly generalized to the extent that only 2 out of the 23 countries
considered were able to keep the increases in their price levels below two

figures (see table 3).

/Table 3



Table 3

LATIN AMERICA: ANNUAL VARIATICNS IN CONSUMER PRICES

1979 a/ 1980 b/

Avgentina 139.7  88.9 November
Barbadoes 16.8 23.0 June

- Bolivia 45.5 50.0 October
Brazil 76.0 87.0 November
Colombia 29.8 27.0 Octcber
Costa Rica 13.2 ' _'18.2 ' October
Chile | 38.9 " 31.6 November
Ecuador 9.0 15.1 Octaber
El Salvador 14.8 17.2 October
Guatemala : 13.7 9.6 September
Guyama : 19.4 T 15.7 May
Haiti ' _ 15.4 6.3 September
Honduras 18.9 20.7 July
Jamaica - 19.8 26.4 May
Mexico 20.0 28.2 October
Nicaragua 70.3 30.0 ¢/ Octcber
Panama - 10.0 13.6 September
Paraguay 35.7 16.6 October
Feru 66.7 59.1 Octcber
Dominican Republic , 26.2 15.7 August
Trinidad and Tdbago . 19.5 15.6 : Septenber
Uruguay 83.1 48,3 November
Venezuvela 20.7 22.2 September
Average Latin America 53.8 53.6

Source: CEPAL, on the basis of official statistics.

&/ Variations December to December.
b/ Variations over 12 months, up to the month indicated in each case.
¢/ Estimate.
/0f course,



Of course, the intensity and trends of inflation were very different in
the different countries of the regicn; Price increases amounted to nearly 20%
both in Argentina and Brazil and fluctuated between 50 and 60% in Bolivia,
Peru and Uruguay. However, while in Argentina this figure meant a considerable
drop conpared with 1979 and thus meant that this country had an inflation of
less than three figuves for the first time since 1974, the very similar rate
of inflation recorded in Brazil meant a further acceleration of inflation the
intensity of which brought the 1980 rate to twice the average for the period
1975~1978. Similarly, the relatively similar rétes of inflation recorded in
Bolivia, Peru and Uruguay implied a slight worsening of inflation in the first
of these countries, a small alleviation in the second, and a big step forward
in the fight against inflation in the third.

The implications of the relatiwely similar rates of inflation
- between 27 and 32% - registered in-1980 in Colombia, Mexico and Chile
differ when compared with the rates for 1979, and particularly if they are
situated in a longer time context. Although the highest rate of inflation in
the three countries considered corvesponded to Chile, this meant a drop of
some importance compared with the 39% reccrded in 1979. The 27% inflation which
affected Colombia, on the contrary, meant only slight progress compared with
that of nearly 30% recorded in 1979 and naturally meant that the rate of
Colombian inflation once again maintained the noteworthy stability which it
has been showing since 1976, Lastly, the increase of 28% in 1980 in the level .
of consumer prices in Mexico represented a considerable speeding-up of the
rate of inflation both compared with 1979 and particularly compared with
Mexico's far more moderate rate of inflation up to 1972.

The contrast with the historical trend was even more notorious in -
Venezuela. While the inflation of 22% recorded in 1980 only meant a slight
increase over that of 1979, it almost tripled the average rate of increase in
prices during the periocd 1975-1978. 7 '

In the remaining economies of the region, in the majority of which
inflation was traditionally very low until the beginning of the 1ast‘decadé
but where it underwent sharp increases both in the period 1973-197% and in
1879, as a consequence of the speeding-up of imported inflation, the rate of
increase in consumer prices fluctuated between 15 and 20% in 1980. The sole

Jexceptions were



exceptions vere Nicéragua - where it is estimated that inflation dropped by
around 30% after reaching a rate of 70% during the previous year - and the
cases of Guatemala and Haiti which have already been mentioned, which wefe
successful in keeping the rate of price increases below 10%.

3. The external sector

The international economic recession and the increases in the prices of
hydrocarbons cantributed to the fact that the evolution of the external sector
of Latin America was clearly less favourable in 1980 than in previous years.
For the region as a whole, the deficit on current account increased by over
30% and reached a sum of US$ 25 billion while net capital income dropped from
slightly over US$ 26 billion in 1979 to US$ 22.5 billion in 1980, thus
interrupting the persistent and marked upward trend which this sector had .
shown since the beginning of the previous decade. Thusrthe balance of payments
which generated surpluses throughout the last decade, with the sole exception
of 1974, and which in 1979 gave a surpius of nearly US$ 7.1 billion, swung
radically and closed the year with a deficit of US$ 2.55 billion (see table 4).

However, these giobal trends concealed still mere than in previous years
the very different courses taken by the six oil-exporting countries - Venezuela,
MmeEwﬁw,hmﬁﬁaMTwﬁmPwumd%ﬁﬁawmdmemﬁofmé
region's eccnomies. While the former had large increases . in their trade .
balance surpluses, reduced their current deficit from US$ 5.1 billien in 1979
to US$ 2.1 billion in 1980, and achiewed a surplus on their balance of
payments, the latter found their trade deficit doubling, while their current
account deficit rose between 1979 and 1980 from US$ 13.9 billion to nearly
US$ 23 billion and the surplus on the balance of payments of US$‘u billion in
1979 became a deficit of US$ 4 billion in 1980,

_Although this latter result reflected the adverse changes in the balance
of payéents of the great majority of the non-oil-exporting countries, it
stemmed for the most part from the tremendous change in direction in the
external sector of Argentina and the aécentuation of the éisequilibria already

seen in Brazil's external sector in 1979.

/Table 4
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. Table &
LATIN AMERICA: TOTAL BALANCE OF PAYMENTS AND BALANCE OF PAYMENTS BY COUNTRIES
' (Millions of dollars)

Net payrments

- Income from Balance on Balance of
Exports of Imports of - Balance net non-factor Trade of profits current F.qvegjlentbc}f payments before
goods FOB goods FOB of goods . balance . Y ecapital .
serviges and interest BECOUN bar compensation
1979 | 1980 | 1979 | 1980 | 1979 | 1980 | 1979 i 1980 | 1979 § 1980 1979 | 1980 1979 | 1980 | 1979 | 1980 | 1979 | 1980
Latin America 70985194 15070 222192 630 ¢ 763 | 1 520 |-6 531 |-8 950 | -5 768 | -7 440 |13 667 117 955 | ~19 066 | ~25 050 |26 128! 22 500 | 7 072 | -2 550
Oil-exporting . . i . T
countries 31 626147 180128 575137950 | 3051 1923042673 {-3200| 378 | S940| 533} 780 | -5138 { 2120 8189} 3570 {3035 | 1 4%
Bolivia 777 910 9 800 ( -154| 110} -i83} -165{ -3%7 =551 18 240 ~506 -285 533 385 7} 100
Ecuador 2144 2500 1945| 2170 199 k20§ -3 | -bo| -189 -20 436 505 -625 ~525 72| 795 97{ 200
Mexico 9 416116 600111 632|117 900 -2 216 {-1 200 § 1 306 | 1 100 | -910 -200] 38% ! 6000 } -4S6L } -604 | H96L! 65k 400 500
Peru 3491 3900f 2088( 3130 j138 | 77 53| =951 1 40 6751 943| 895 497 -220{ 568{ 1100 | 1065| 880
Trinidad and Tobago| 1621 | 2580f 1142] 14501 479 11% | 01| -10| 38 9% 45 85 304 875 29 =475 333} 4o
Venezuela 14199 {20 600 | 10 837 {12 500 | 3 362 | 8 100 |-3 366 |~3 550 -4 | #4550 w122 75 -267 | 40751 136(-4775 1109 -700
Non-cil-exporting ’ '
countries 39 359 146 970 | 41 647 1 54 680 |-2.288 -7 710 {-3 858 1-5 670 {-6 106 [-13 3801 8 328 |10 155 1 -1% 908 | -22 930 {17 940 {18 9%0 | b Ok1 { -4 00O
Argentina 7817} 8000 6013] 9000 | 1 804 [-1 000 {-1 391 {-2 080 413 | -3 080 838! 1 500 ~ihg § -4 sho | 4873} 1L 740 | 4 424 }-2 800
Barbados 122] 180 379 450 { -207 | 270 A7 | 20 % =40 07 - 15 -23 -35 57 55 1k 20
Brazil 15 235 { 20 000 | 17 942 | 23 000 [-2 707 |-3 000 :-2 318 |=3 00 {~5025 |. -6 040 | S 460 6 250 |~10 472 | -12 270 | 7-612] 9 000 |-2 360 |-3 270
Colombia Loe2| 4600| 32081 4 40O as} 200} -w01] -160] 73 ko 431 280 525 -185] 1030) 145 {1551 2%
Costa Rica 9201 1000| 221} 1400 | -3 | ~400 | -109| -130] -4%0 =530 14 165 -574 -680 yul| 6% -100 ~10
Chile 3e61) 4800) 3955( 5300 | -114 | 7200 | -1%9 | -325| -3 | 10257 é84] 925 876 | ~-185 | 2006f 2950 11130 1100
El Salvador 1135) 1000f 955! 960 | 180 o | <180 | <185 0 ~145 67( 8 %0 1 . -190 | -9 70| -128| -1
Guatenala 1222|1407 14038 1570 80| 430 ] am | -255| -3 | «zes5). 13 s =10 ~315 | 165 45 451 -290
Guyana 21| 50| =2/!f 4 <2{ w! -x! 5| - | 15| 5] 3 -86 " 25 B| -5{ -55| -3
Heiti 133 180 230 280 92 | ~100 =40 | -k0 | 32 -140 ]l - 15 ~114 115 13 105 17 -10
Hondurss 751) 8oy 79 930 28 | <1101 73] -95{ -101 |- -205| 5] 125 =211 =320 | 23%6]| 260 25 =70
Jemaica 8151 1 1% 883 1 180 -68 -50 17 48 0 =20 | -4 02 200 -152 -250 -15 320 [ -167 70
Ficaragua é6)] s10| ze9| b0 27| %] e | -85] 160 | -215 721 een 89 90 | =73 50 14 | -140
Panama 341 40} 1105) 140 ! -771 ] 9% | .52 600 | -251 -390 o 75 -39 =505 | 349 ) 485 % -20 -2
Paraguay 386 | 360§ s 60| -931 2| -5 15| -198 -215 71 75 .| -266 ~285 430 455 1 164 | 170
Dominiesn Republic 8684 L010) 100k 1430 | -226] -4 =83 | -110 | -39 =5%0 1 175) 195 ~366 -615 374 615 8 0
Uruguay 788 1 1000} 1126 1510 | -338 | -510 72 55 | =266 =555 58 1 100 =322 =550 3891 700 67 150

Sourcer 1979: International %netary Fund; with the exception of El Salvador, Guyana and Uruguay.

1980t CEPAL, preliminary estimates subject to revision.
5/ Inctuding net private transfer payments.
b/ Inaluding net errors and omissions.
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. In Argentlna, the current account deficit rose from US$ 450 million in
1879 to US$ 4.5 billion in 1980. This result, stemming mslnly from the growth
of imports of goods (50%) and the wirtudl stagnation in exsbfts, was accsﬁbanied

by a drop in the net amount of capital entering the souﬁtuY} As a result of
these changes, the balance of payments, which in 1979 had-g;nerated a surplus
of US$ 4.4 billion, is estimated to have given a def1c1t in 1980 of around

- Us$ 2.8 billion. S

In Brazil the deficit on current account increased for the third year
running although at a rather slower rate than in 1978 and particularly in
1979. Despite this change, attributable both to the rapid growth of the value
of exports of goods and the constraint on the value of inports other than
petroleum, the absolute value of the déficit on curment account rose between
1979 and 1980 from US$ 10.5 billion to 12.3 billion. As durlng the previous

year, this deficit ¢ould not be covered by net inflows of capital and
consequently it was necessary to resort for the secbnd'iéar'running to the
international reserves, which dropped-by nearly US$ 3.3 billion and were thus
Us$ 6 biilion lower at the end of 1980 than at the end of 1978.

The current account deficit of the noﬁ-oil-expoftingvéountries aiso
grew. in 1980 as a result of the rise of nearly US$ 1 bllllon estlmated to be
the def1c1t on Chile's current account and the downswing 1n the result of
current operations in Colombla, which after producing a surplus of over
US$ 500 million in 1979, generated a deficit of nearly US$S 190 mllllqnlln 1980.
However, in these two countries net capital income exceeded fhelsﬁoust sf the
current deficit by a considerable margin and consequently fhése ﬁére thé snlj
non-oil-exporting economies which obtained large surpluses in thelr balance of
payments (see table u). o

The marked asymmetry of the trends in the external sectors of the 011-
exporting countries and the other economies of the region was also reflected
in the uneven evolution of the value of their exports and 1mports and the very
different form in which the changes in volume and wmit prlces contrlbuted to

the variations in both.

/While the



‘ While the value of exports of goods by the oil-exporting countries
increased for the second consecutive year at the very high rate of around y9%,
that of the exports of the other 17 countrdes rose by 19%. The substantial
difference was also entirely due to the different course taken by the unit
value of exports, which increased by 47% in the case of former and 14% in the
case of the latter. Thus, the oil-exporting countries, with the sole exception
of Mexico, where the volume of exports increased sharply, received considerably
higher earnings from their exports although at the same time the éxport quantum
dropped substantially - as in the case.of Bolivia, Ecuador, Peru and Venezuela -
or remained nearly constant - as in the case of Trinidad and Tcbago (see
table 5). . '

 However, in the non-oil-exporting countries) the much smaller increase
in the value of external sales, although mainly attributable to the increase
in unit value which caused a noteworthy rise in the international'price of sugar
and much smaller, but also important, increases in the prices of bauxite, maize,
fishmeal, iron, bananas and cotton, was reinforced in the great majority of
cases by the growth in the volume of exports, which' in the non-oil-exporting
countries as a whole increased by 5%. This rate was, however, only equivalent
to half of the very high rate recorded on average during the previous four
years. Despite this slowing-down - partly brought on by the ' international
recession - the share of these countries in the glcobhal volume of world trade
continued to increase, because of the stagnation of world tradé dufing'lgso.

In contrast to the uneven evolution of the wvalue of the ex@bft§'of‘the'

oil-exporting and non-oil-exporting countries, they increased theifrimporté
at similar and very high rates of 33% and 31%, respectively. Once agéin; the
origin of these changes was very different. While in the oil-exporting '
countries the increase was mainly due to the growth of the wolume of imports,
which rose by nearly 20%, in the group made up of the rest of the countries
of the region the higher value of imports predominantly reflected the
considerable increase in their average price (14%) and to-'a much lesser
extent the increase in their volume (5%) (see table B6).

/Table 5
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Table 5
LATIN AMERICA: EXPORTS OF GOODS

Valye {millions of dollars) 1980 indexes
1979 1980 {1979 = 100)
Constant
Current Current velues Unit
values values gt 1979 Value value Quantim
prices ‘

Latin Anerica 70 985 g4 150 73640 12 7 lok
0il-exporting ' '
countries 31 626 ¥7 180 32 470 g 244 103
Bolivie 777 910 680 117 133 a8
Ecuador : 2 1 2 50 1 930 121 134 %0
Mexico 9 416 16 600 12 000 S 176 138 I o
Peru 3 469 3 90D 2 230 12 117 96
Trinidad and Tobege 162 2 580 1630 1% 158 101
Venezuela 14 199 20 600 12900 145 160 91
Non-oil-exporting
countries ¥ 359 46 970 41 1720 u9 14 -
Argenting 7 817 8 000 6700 w02 120 - 8.
Rarbados 1% 180 140 - 136 13 106
Brazil - 15 225 20,090 17 700 151 13 . 116
Colombia 4 062 & 600 & 500 113% 102 ‘111
Costa Rica 930 1 000 910 108 110 . 98
Chile , 3 841 4 800 4 200 125 15 . 109
El Salvedor 1135 1 000 960 88 104 85
Guatemaln 120 1 450 12 118 13 104
Guyana 20 510 %R0 175 160 110
Haiti _ 138 180 160 1%0 12 116
Honduras 751 820 760 ‘109 108 101
Jamaica _ 815 11% 840 1% 13k .. 103
Nicarzgua 616 510 440 83 15 -
Panema - B0 340 123 119 ‘ 102
Parsguey 384 . 380 380 99 10 95
Doninicen Republic 868 1 010 720 116 140 a5
Uruguay 788 1 000 820 =27 1 . 105

Source: 19791 Interngtionsl Monetary Fund; with the exception of £l Salvedor, Guyana and Uruguay.
1980: CEPAL, preliminary estimstes subject to revision.

/Table 6
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Table 6
LATIN MERICA: IMPORIS OF GOODS

Value fob (millions of dollars) = , 1980 indexes
N Y550 : , (1979 = 100)
Constant ‘
Current Current values Unit
values values at 1979 Value velue Quantum
prices

Latin merica 70 222 % 630 78 030 = - owm
O;I'J..-'eﬂr’tinﬁ ) . .
comntries 28 575 37 950 33 970 © 133 u2 us
Bolivia ! 800 7 & m 7
Ecuador 1:945 2 170 1950 112 1m 101
Mexico 11632 17 900 15 900 154 n3 136
Peru . 2 083 3 130 . 2800 150 12 134
‘Ir:l.nldad and Tobago 1142 1 450 1300 127 m C114
Venezuelg 10 837 12 500 11 200 115 m 104
Non-oil—wrt% ) :
countries ' 41 647 54 680 44 060 Y 124 106
Argentina &6 013 9 000 7 600 - 150 118 127
Barbedos 279 450 400 119 113 105
Brazil 17 9k2 . 2% 000 17 boo 128 132 97
Colombia : 3208 - & 400 3 830 135 113 119
Costa Rica 1271 1400 1 160 110 118 C93
Chile 3 955 5 500 4 600 12 120 ) 116:.
Bl Salvedor 955 960 810 101 118 85
Guetensla : 1 40% 1570 o 1350 112 116 97,
Guysana 298 420 . 370 145 126 115
Haiti 230 280 220 - 123 8
Honduras ' ¥ 5 930 790 119 118 101
Jemaica 883 1180 940 134 126 106
Nicarsgia 389 640 530 165 120 137
Penema "1 105 1 400 11% 127 124 o102
Peragusay . 577 610 530 106 T 116 .o
Dorinican Republic 1 o9h . 1430 1 160 131 123 107 .
Uruguay 1126 1510 1 180 134 128 105

Source: 1979: International Monetery Funds with the exception of E1 Salvador, Guyena and Uruguey.
1980: CEPAL, preliminary estimates subject to revision.
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In the circumstances, the terms of trade continued to evolve very
differently in the two groups of countries. In the oil-exporting economies
they increased by over 30%, while in the group constituted by the rest of the
countries of the region they dropped by 8% {see table 7). This drop was also
generalized, since only Barbados, Guyana, Jamaica and.the Dominicen Republic
escaped it, benefiting from the particularly marked increases in 1980 of the
prices of sugar and bauxite. However, in the rest of the countries of this
group the increases in the prices of their export products, although very
frequent and of some magnitude, were not sufficient to offset the effects of
the higher cost of their imports of manufactures and particularly the increases
in the price of fuels. All in all, for Latin America as a whole the terms of
trade improved significantly by around 8%, which brought them up to their
highest level in the last quarter of the century with the sole exception of the
level reached in 1974.

4. Regional integration and co-operation

In the twenty years which hawve passed since the first integration
movements began in Latin America, the share of intra-regional trade in the
total externmal trade of the countries of the region increased from 8% to 17%.
During this period exports towards the region grew at a rate of nearly 50%
more than exports towards other regions, reaching a value of close on
US$ 9 billion. What is more interesting is that in the case of LAFTA intra-
area exports achieved a component of manufactures of nearly 60%, while exports
to the rest of the world only contained 22% of manufactures.

At the same time the linking of the Latin American economies has continued
to increase through specific agreements and projects of a bilateral and
multilateral scope, in the field of trade, physical infrastructure, sectors of
production, technological complementarity and financial co-operation, within a
clear trend towards greater pluralism and an increasing tendency to make the
respective processes more flexible.

In this regard, the recent creation of ALADI to replace LAFTA, constitutes
a new recognitien of the need to make integration machinery more flexible.
Although ALADI does not observe strict deadlines or cbligations for achieving
its goals, and rather constitutes a framework within which economic co-operation
and complementarity activities can be undertaken by implementing agreements

/Table 7
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Teble ?
LATIN AVERICA: TERMS OF TRADE AND PURCHASING POWER OF EXPORIS -

(Indexes: 1979 = 100)

Turns of , Pupchasing power.
trade 1080 of exports 1080
Letin Anerica- 108 B 22
Oil-exporting ‘
countries i 133

Bolivia 120 - 105
Ecuador 121 100
Mexico oz 156
Peru : 104 "100

. Trinidsd end Tobego 42 o - 13
Venezuela 144 o 131
Hor-oil-exporting ) -

" eotmiries 1_ ‘ %2 96
Argentina 102 86
Barbados - 116 120 ..
Brazil 86 99
Colombia 90 99
Costa Rica 93 : gz
Chile ' . 7 9 . e . 104
El Selvador T &8 75
Gustemala 97 2
Guysna . ) . 127 178,
Haiti =~ - 9 106
Honduras ‘ : ‘ g2 ool
Janaica . . 106 110

" Wicarsgua - S ' ' g5 &9
Pansma . ‘ . 96 93
Paraguay , 87 8
Dominicen Republic ' 114 94
Uruguay - S : ok 9

Source: CEPAL, preliminery estimates subject to revision.
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among the interested coun{ries, it represents a realistic solution which will
allow the countries which so desire to undertake a broader range of activities
in the field of regional economic co—operatlon.

The year 1980 also gave us a concrete example of the potential of regional
co-operation for the solution of some of our most acute problems. I refer to
the agreement drawn up between the governments of Mexico and Venezuela to ensure
oil supplies to the countries of Central Aﬁerica and the Caribbean and to
contribute to the financing of the respectivé payments by granting credits on

a concessionary basis and financing development projects in these countries.

III. The new dimensions of the international finamcial challenge

1. The ambivalences of the region’s economic growth

Any attempt to assess the economic development of Latin America on the
basis of the evolution of a limited number of indicators over a limited period
may easily lead to errors of appreciation. On the one hand, the regional
averages, as is cbvious, basically reflect the changes which have taken place
in the largest countries and do not therefore adequately rewveal what may have
taken place simultaneously in the smaller and relatively less important countrier
Also, as has already been said, the new charaﬁteriétics of the international
economic scenario, particularly those most directly linked to thé increase in
the prices of hydrocarbons, have had very'different effects on the economies
of the region, the capacity of which to adjust to the effect of such changes
has also varied greatly. An adequate appraisal should use a broader time ‘
perspective and not only the conjunctural changes which may occur in a year.
Lastly, in addition to the economic variables ‘it would be necessary to take
account of those of a social nature, with regard to which, unfortunately.,
statistical data are deficient and are usually obtained with a considerable
time lag.

However, and if for the reasons indicated we restrict ourselves to the
economic sphere, we can say that faced with the decline, fluctuations and
uncertainties which were characteristic features cf the international eccnomy
in 1980, Latin America showed once more: a significant capacity for self-defence.
The fact that the region's economic growth rate - although unsatisfactory
vig-a-vis social and employment needs -.far exceeded that of the industrialized

/countries and
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countries and the fact that the non-oil-exporting Latin American countries were
able once again to increase the volume of their exports despite the almost
total standstill in world trade in real terms in 1980, perhaps constitute the
episodes which most adequately reveal the increased resistance and flexibility
of the Latin American economy at the presant time.

However, it is funéamental to recognize that the basic conditioning
factor for maintaining these global growth rates in recent years in some
countries of the region has been a persistent and growing external
indebtedness. ' ' '

Hence the need fo analyse, although briefly, the main features
characterizing the machinexry of external financing to which Latin America
has access at the present time and the desirahility of some brief reflections
on the reforms which in our opinicn it would be necessary to introduce into
them in order to mske it easier to overcome a weighty problem faced by not a
few Latin Amevicen countries - that of obtaining extermal resources which:

(1) will make it possible to finance adequately the large-scale deficits
generatad on the current account of the balancé'of payhentslas a result of the
impact. of external developments amd which wili maké it possible to effect
gradually the readjustments which these developments have made inevitable, and

(2) will be adequate in their amounts, deadlihés‘aﬁd costs to supplement
the financing of the substantial investments that therregion should cérry out
in the course of this decade, particuvlarly in the field of éhéréy, so as to
bring the structure and functioning of its eccnomies into line with the new
realities of the intermational economic scenario. o

Naturally, to stress the importance of adequate external financing‘should
not lead to an exaggeration of its relative importance in the promotion of the
economic development of Latin America in tﬁe decadz now beginniﬁg, nor to
ignoring the fact that the most significant factors for ensuring a dynamic
course for the external sector continue to be the generation of a growing and
increasingly diversified flew of exportable products and free access to the
international markets.. If in the reflections which follow, thefeforeg we -
concentrate on the teopic of extermal financing it is not because we
underestimate other factors of equal or greater importance for achieving a
satisfactory economic development in Latin America, but because of ohvious

/limitations of
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limitations of time and the pressing need to create new forms of financing
which will mske it possible to recycle the major financial cverflows of the
countries with surpluses so as to facilitate the gradual and satisfactory
readjustment of the world écondmy and the progress of developing countries
in particular.

2. Limitations on present forms of international financiag

As has already been said, the maintenamce of .relatively high growth rates
in some Latin American countries during the last decade had persistent and
increasing external indebtedness as one of its essential conditions. It is
estimated that the glabal debt of the non-oil-exporting Latin American countries
increased by around US$ 143 billion in 1979. This figure is more than twice
the value of the region's exports for +hat year, compared with a coefficient of
only 1.5 in 1974 when the first and biggest increase took place in the price of
petroleum. As regards the structure of the debt, loans from private sources,
which in 1966-~-1970 accounted for cne-third of the total external fiﬁancing of
the region, in 1979 accounted for over 75% of this flow, amounting to nearly
Us$ 20 billion. The trend towards a drop in the relative importance of offieial
sources of financing - both bilateral and multilateral - and the increasing
participation of private sources has thus continued.’: |

In the circumstances, the increase in the deficit on the current account
of the balance of payments of the majority of the Latin American countries and:
the growth and change in the structure of their external debt, confroﬁt them
with a new situation. In the past, the vegion's main problem in this field was
the lack of external financing and the restrictions which this situation
imposed on possibilities of economic growth. At the present time this
situation has changed substantially. On the one hand, the Latin American
countries have been gradually marginated from official developwent assistance.
On the other, some Latin American countries have gained wide-rénging access to
external credit and particularly credit of private origin. This brings them
face to face with new opportunities but also with new dbstacles. _

As regards opportunities, new alternative sources of credit are available
with the possibility 6f reducing the conditions imposed by the lenders ‘on the

domestic economic policies of the borrower countries.
/As regards
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As regards the limitations of the new situation, it should first of all
be mentioned that the credit is not always in line, in terms of deadlines or
types of interest, with the maturity periods and the financial requirements of
the investments which are needed in the developing countries, many of which have
relatively leng maturity perieds. This, for example, is the case of
investments in energy, which, as we have said, must be expanded considerably
in the course of this decade.

Secondly, the predominance of private sources of credit brings to the
fore the limitation of a tendency towards the use of criteria of private
rather than social profitability with respect to' the use of the funds. These
criteria may differ considerably, particularly in countries which endeavcur to
follow new develcpment strategies directed at social sectors marginated from
the benefits of traditional economic growth.

Thirdly, the level and form which the international financing system is
acquiring brings up the risk of postponing the basic readjustments which are
necescary between countries with deficits and countries with surpluses. The
postponement of the readjustment invelves a danger that it will become
inevitable at the most inappropriate moment such as, for example, when there is
an exceptionally large drop in the terms of trade or a major world recession.

The excessive splitting up of the system brings about. both an umequal
distribution of the weight of the readjustment among the countries, and itse
resulting in a reduction of the growth pogsibilities of the world ecconomy as
a whole. If for various reasons some industrialized countries with large
deficits on their external accounts are forced similtaneously, but
independently, to apply restrictive measures to reduce their deficits, the
readjustment will be achieved at the cost of a drop in the levels of economic
activity and employment not only in these countries but in the rest of the
world economy. S _

In practice, therefore, one of the main dangers stemming from the present
situation as regards international financing would seem to be that the trends
towards growing protectionism are becoming more acute in the industrialized
countries and making it more difficult for the dewveleoping countries to place
their exports. Alternatively, it seems possible that many developing countries
are entering an "indebtedness spiral"”, where an increasingly large share of the

new credit must be earmarked for paying the debt. /What is
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What is required, therefore, is to create lewels of intermaticnmal
concertation in order to carry out aa orderly restructuring among countries
with deficits and countwies with surpluses before this readjustment is forced
on them as a result of some crisis situation which will not allow more rational
options to be selected.

3. The need to seek new forms of international financing

The above‘brings to the fore the irmperative need to sesk new forms of
international financing which do not involve the dangers indicated above.

Following the first sharp increases in oil prices, the intermaticnal
banking system promoted relatively efficiently the process of recyecling the
financial surpluses from the oil-producing countries to the oil-deficit
countries. However, vis-a-vis the increase in the disequilibria of the externmal
accountis.of the developing countries and the continuing and rapid increase in
their external debts, it is legitimate to wonder about ‘the prespects of the
institutions which form part of the system continuing to carry out this role
as they have to date.

Despite what has been said, these prospects do not seem excessively
sumbre. The capital coefficients of the private international banks do not
yet seem to constitute, on average, a serious limitation on their lending
operations and the distribution of these operations among the industrialized
economies and the develcping countries will continue to depend on the relative
profitability of the loans in both. Tae amount of the loans granted to the
developing non-oil-exporting countries, as a proportion of the gross assets of
the banks on the extericr, remained at around 17% during the whole of the
last decade. The banking debt pending in this group of countries in 1979
(around US$ 190 billion) amounted to only 4 or 5% of the total assets of the
banks, which are giving increasing attention to the appraisal of the advantages
and risks of their credit operations in the developing countries while the
national financial authorities maintain a permanent dialogue on these subjects

within the context of the Bank for Internaticnal Settlements.

/However, the
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However, the present system is not exempt from problems. Some banks
could be reaching certain technical limits in their relations with specific
countries. The amount of the crédit could exceed the debt servicing capacity
of some developing countries. Doubts also usually arise and should be taken
into account as regards the more or less efficient use and the final destination
of the credits and their possible contribution to the promotion of excessive
consumption. ' .J

In order to face up to these problems a co-ordinated group of macrceconomis
policies will be required internally and financing facilities externally in
line with the magnitude and scope of the ﬁroblems which the dewveloping countries
rmust deal with. In this regard it should be noted that cutting down on
commercial financing is not the most adequate means of solving the above
problems, either from the standpbint of the lending countries - whose
development programmes may be seriously affected by-theSe measures - or from
the standpoint of the industrialized economies - which woﬁld_find the dymamism
of the markets in the developing countries reduced. Hence the urgent need to
seek a more stabie framework for these transactions and above all to strengthen
the role of the international public financial institutions and particularly
the International Monetary Fund, the World Bank and the rr\egional banks.

The aim is to give these institutions a more active rdle_in the recycling
of funds, complementing the function which the commercial banks have been
carrying out. In fact, the magnitude of the financial reqﬁirenents of the
countries with deficits means that in order to propose effective readjustment
policies, the internatiopnal financial bodies would have to be in a position to
contribute a volume of resources considerably greater than what they hawe
channelled in the past. They will also have to bring the deadline of their
financing into line with the extension of the readjustment periods required by
the countries with deficits. These adjustments, moreover, éannot.have an
exclusively monetary basis but should be aimed at increasing the supply of
resources and expanding the procductive base of the countries with deficits and
should form part of a longer-term strategy aimed at encouraging domestic

saving, investiment and growth.

/Naturally, in
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Naturally, in order for these bodies to increase their resources to any
considerable extent not only will théy have to cbtain a larger volume of loans
from the governments of the countries with surpluses or in the intermational
financial markets, but they will have also to invent new instituticnal

machinery which will facilitate their participation in the recycling process.
IV. Conclusions

This address consisted of two main parts. In the first we gave some
preliminary estimates, based on the limited information available at this point
in the year, on some main trends of the Latin American eccnowy :in 1980. In the
second part, we formulated some reflections on a problem - that of the new
dimensions of the internmaticnal finaneial challenge - which in our opinicn will
be of special significance for the econowic devalopmernt of Latin America in
this decade.

As vegards the first aspect, our tentative estimates indicate that during
1980:

1. There was a drop in the eccnomic grawth rate of Latin America, from
6.3% in 1979 to 5.3% in 1980.

2. The average economic growth rate of the region was exceeded in five
countries - Brazil, Chile, Mexico, Nicaragua and Pavaguay - which togethexz |
ccntain 60% of the population of Latin America. However, in Argentina, Bolivia,
Honduras and Venezu=la the rate of growth of global eccnomic activity was
apparently 1éss than that of the population increase, and their per capita
product thus decreased. FEl Salvador was the only countvy where the total
gross domestic product drepped in sbsolute terms. |

3. Averagge inflation iIn Latin America was around 54%, thus maintaining the
very high rate registered in 1979. The average increase in consumer prices in
the region was strongly influenced by the inflation rates of around 90%
recorded in Argentina and Brazil and the smaller, but still comsiderable,
increases (between 50 and 60%) which occurred in Bolivia, Peru. and Uruguay.

Of the other couﬁtries of the region, only two - Guatemala and Haiti - ha&.

vates of inflation of under 10% in 1980.

/4. The
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b, The evolution of the external sector was less favourable than in previous
years. The deficit on current account for the ragion as a whole increased by
over 30% and amounted to the unprecedented sum of USS 25 billion. Since at the
same time net capital earnings decreased from US$ 26 billion in 1979 to
L US$ 22.5 billion im 1980, the balance of payments experienced a sybstantial
downturn, from a surplus of USS 7.1 billion.in 1973 to a deficit of
US$ 2.55 billion in 1980. -
5. These global changes stemmwed fmmnthé‘very different trends cbserwved in
the external sectors of the six oil-exporting qounfries - Venezuela, Mexico,
Ecuador, Trinidad amd Tcbago, Péru and Bolivié ;'and‘ﬁh the cther economies of
the region. As a comsequence of the blg new increases in the price of

petroleum, the evolution of extermal trade and the balance of payments 1n the
former was, generally speaking, far more favour::b le than in the latter. While
the oil-exporting countries reduced their current account deficit achieved a
surplus in theiy balance of payments and improved their ferms of trade by
nearly 30%, in the non-oil-exporting economies, the deficit on current account
rose from US$ 13.9 billion in 1979 to US$ 23 biilion'in 1980, the surplus on
the balance of payments of US$ 4 bililion achieved in 1979 became a deficit of
US$ 4 billion in 1980, and the terms of trade dropped by 8%.

The following concluslons may briefly be drawn from what was sald in the
second part of the address on 1nternat10val financial prdblems
1. Like other regions of the world, Latln America has been dbllged in
recent years to face up to the impacts of the readjustment of the international
price of oil, the increase in external-infiation, and the decline in the growth
rate of the world economy and world trade. As is hatural, these changes have
had very different effects oh the development process in the different Latin
American countries. ' | - | o
2, In general terms, the region has given a vigorous and flexible response
to the challenges brought to the fore by the international 'crisis"and haS shown
that it possesses a much greater capacity‘of self-defénce fhan in the past.
The sustained growth of the volume of exports and their diversification in the
framework of a world economy characterized by a very weak rate of grdwth and
the re-emergence of protectionism in the industrialized countries and the
achievement of economic growth rates higher-than those of the latter are two

significant elements in this new and improved capacity of self-defence.
/3. In
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3. In the majority of the countries of the region, the absorption of the
effects of the international crisis and particularly of the increase in the
price of energy products has rgquired readjusfﬁents cembining to a greater or
lesser extent reductions in the growth_rate, increases in the rates of
inflatién; and increases both in the deficit on the current account of the
balance of payments and in extermal indebtedness.

4. This process of readjustment has been facilitated by the recycling of the
financial surpluses accumulated by the main oil-exporting countries. To date,
the mass of this fecycling has been brought gbout by the private commercial
banks, although this does not mean that the role played by the public financial
institutions should be ignored. | - .

5. The region as a whole will during the 1980s require new and substantial
transfers of resources so as to be able to space out the:process of readjustment
requiréd by the trends in the world econcmy and the increase in the
international price of fuels and also to finance the huge investments needed
to bocst economic and social develoﬁmeht and particularly the growth of the
energy sector. These adjustments and ihvestﬁents are so large that they require
new forms of international co-cperation in order to be able to brirng them -
about gradually and thus avoid the high economic, social and political costs
which would otherwise have to be paid.- _

6. A policy of international co-operation to absorb gradually the impact of
the international conjuncfure and in turn facilitate the energy transition of
the region would not only bénefit Latin America but would permit it to continue
with its dynamic and active rﬁle in the progress of the world economy. In this
regard it should be recalled that-the purchasing power of the region at the
present time constitutes an element which may significantly influence the
international economic ¢ycle, while its continued growth would contribute to
offsetting the regressive trends in the world economy and trade. M

7. In order to promote this co-operaticn, Latin America will need the
participation of both public and private financing institutions. The decade
now beginning will, however, require new efforts if the prcblem stemming from
the substantial financing requirements of the balance of payments is to be

tackled with imagination and realism. These efforts will basically require:

/{a) A
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(a) A large increase in transfers of resources through public
institutions. These should recognize the particular dimension and nature
of the problems of payments in the decads now beginning, by adapting theip
policies to new circumstances which in many cases camnot be fitted into
traditional and in some cases earlier forms of relationships between the‘
countries and intermational financing bodies;

(b) Free access to the international financial markets and partiéularly
the incorporation into them of new banking sources and instituticns; -

(c) New and imaginative forms of co-operation between international -
public and private financing institutions in order to facilitate the
channelling of resources from countries with surpluses towards the Latin
American economies, and

(d) New forms of direct financial co-operation between the oil-producing
countries and the Latin American economies.
8. Naturally, all the foregoing should complement the internal efforts which
our countries must make in order to bring about the readjustments required by
the international conjuncture .and meke the changes required for satisfactory
economic and social development. _
9. The new efforts required from international co-operation, particularly
of a financial nature, should be accompanied by our own effort of imagination
&s regards regional co-coperation, which is more than ever in nged of
revitalization and dynamism. In this field, the creation of ALADI opens the
door te renewed expectations, unfortunately not accompgnied by similar progress
in other integration schemes. On the other hand, the examples which Latin .

- America has been giving the world in the field of energy co-operation is highly
laudable and instructive. Mexico's and Venezuela's initiatives in contributing
to the solution of problems facing the countries of Central America and the.
Caribbean in this field, the policies adopted by Trinidad and Tobago, andAthe
efforts which the Latin American Energy Organization (QLADE) are making to
design an awbitious programme for energy co-operatién constitute in our
opinion conerete and encouraging expressiqns of the role yhich:regional'

co-operation can and should perform in the future.



