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The Economic Bulletin for Latin America has been published by the secretariat of the
Economic Commission for Latin America twice yearly since 1956. The essential purpose of this
periodical is to provide a résumé of the economic situation of the region designed to supplement
and bring up to date the information published in the Commission’s annual economic surveys.
Apart from this summary, which is to appear in every issue, special articles on different subjects
related to the economy of Latin America are included, as well as informative and methodological
notes.

The ECLA secretariat assumes entire responsibility for the Bulletin. Its content—intended
for the information both of public officials and of the general reader—was not submitted to the
Commission’s member Governments before publication.

Since October 1958 the Bulletin has regularly included a Statistical Supplement. This sub-
sequently became large enough to warrant separate publication, one issue being published in
1960, another in 1961 and two in 1962, each being bilingual with the corresponding table of
contents. Since 1964, a new publication, the Statistical Bulletin for Latin America, has been issued
twice a year, to provide the public with a regular flow of statistical data on economic matters.

EXPLANATION OF SYMBOLS
Three dots (...) indicate that data are not available or are not separately reported.
A dash (—) indicates that the amount is nil or negligible.
A minus sign (—300) indicates a deficit or a decrease.
A stroke (/) indicates a crop year or a fiscal year, e.g., 1954/55.
An asterisk (*) is used to indicate partially or totally estimated figures.
“Tons” and “dollars” are metric tons and United States dollars, respectively, unless otherwise stated.

Minor discrepancies in totals and percentages are due to rounding.



THE NEW EXECUTIVE SECRETARY OF ECLA

The Secretary-General of the United Nations, U Thant, has appointed Mr. Carlos
Quintana, Director of Industrial Planning of Nacional Financiera, Mexico, as
Executive Secretary of ECLA, Mr. Quintana succeeds Mr. José Antonio Mayobre,
who had been in that post since 1963.

In the three and a half years during which he wa. *he head of the ECLA
secretariat, Mr. Mayobre strengthened the work of the Commission and successfully
maintained the independence of judgement which has at all times enabled it to
analyse and present Latin America’s economic problems with candour and sincerity.
In recognition of his good judgement and diplomatic skill the Secretary-General
entrusted him with a number of delicate international missions.

The new Executive Secretary is to enter upon his duties in March 1967. Born
in Puebla, Mexico, Mr. Quintana graduated from the Instituto Politécnico Nacional
de México, where he studied electrical and mechanical engineering. Later, he ob-
tained a doctorate in industrial engineering at Columbia University, and in business
administration at Harvard. He taught at the Instituto Politécnico Nacional, worked
as an engineer in both public and private enterprises and from 1944 to 1950 was
employed in the Department of Industrial Research of the Bank of Mexico. He
joined ECLA in 1950 and was Director of the Industrial Development Division
from 1956 to 1960. Since 1960 he has been Director of Industrial Programming
of Nacional Financiera, Mexico, a government agency for financing industrial
development. He was a member of the Governing Council of the Mexican Institute
for Technological Research. In 1964 he visited Yugoslavia, Czechoslovakia, the
Soviet Union and Poland as a member of the economic mission sent to those
countries by the Government of Mexico, and has represented his country at many
United Nations conferences and other international meetings.



CONCEPTS AND METHODS OF AREA PROGRAMMING FOR
COMMUNITY DEVELOPMENT

INTRODUCTION

In analyses of the development planning
experience of Latin America two unsatisfied
needs have been repeatedly pointed out:

(a) The need for organized popular participa-
tion in the preparation and application of plans;

(b) The need for translation of national plans
into feasible specific projects.

These two requisites for effective planning are
naturally related. While popular participation in
the widest sense is needed to give authenticity
and force to the national objectives of planning,
the most varied and fruitful participation will
presumably be at the local level, in projects di-
rectly affecting communities and organized in-
terest-groups such as trade unions and co-
operatives. At the same time, such participation
can hardly take shape without an institutional
framework and techniques for the preparation of
local projects to which the popular organizations
can relate themselves.

Up to the present, advances in macroecomonic
analyses and in national planning have hardly
affected the welfare of the low-income majorities
of the Latin American countries. Not that these
masses have remained static during the years
since development planning became an accepted
component of national policy. They have par-
ticipated in change in the only ways open to
them: in mass support of populist political move-
ments, and in mass migrations to new environ-
ments offering them some hope of a better liveli-
hood or at least closer proximity to the currents
of modern urban life. The social and economic
structures of most of the Latin American coun-
tries present formidable obstacles to organized
popular participation in planning and to wider
participation in enjoyment of the fruits of de-
velopment. These obstacles have been docu-
mented in several studies of the Economic Com-
mission for Latin America; it can be assumed
that they are not impregnable against a suf-
ficiently vigorous and well-directed strategy.

The social policy conceptions and techniques
that are relevant to the objective of converting
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“popular participation” from a slogan into a
reality at the local project level are commonly
referred to by the term “community develop-
ment”. Initiatives and schemes under this label
have proliferated in Latin America in recent
years. In this area of social policy, however,
a chronic imprecision of terminology has re-
flected conceptual vagueness and weaknesses in
the application of the basic approach to the
varied and rapidly changing local situations of
the region. One example is the use of the term
“community development programme” to denote
almost any local self-help activity. Community
development has borrowed technical terms from
several other disciplines, but iis practitioners
have rarely familiarized themselves with the
exact usage of these terms by economic planners,
public administrators and others. The outsider
seeking enlightenment concerning principles and
rationally-organized action processes is likely to
come away rather confused.

As defined by the United Nations, com-
munity development involves those processes of
social and economic change which raise levels
of living and effect the integration of local popu-
lations into national life. In spite of the apparent
differences of opinion about concepts and or-
ganization of such activities, practitioners widely
agree that the community development process
consists of two essential features. Ome is the
mobilization of local people for joint action with
government in reaching higher levels of develop-
ment. The second is the combination of numer-
ous technical efforts into a single instrument by
means of co-ordination or associated action of
these agencies at the local level. Theoretically,
the total effect in each community should be an
integrated one. A degree of programme stand-
ardization should result in areas or regions em-
bracing a number of like communities; in ad-
dition, these programmes should be directly re-
lated to the goals of over-all regional or national
plans. Due to the necessity of tailoring many
microplans to fit conditions of hundreds or thou-



sands of local groups, the process of program-
ming is inevitably tedious and complex.

Community development “programmes” have,
in general, been notably weak in techniques for
such programming. Most of the agencies ad-
ministering community development in Latin
America have had only a vague idea of their
goals, rarely have quantified their targets, and
still more rarely have used budgeting as an in-
strument of cost analysis for improving input-
output efficiency. The ability to elaborate sound
projects that can be executed rapidly and ef-
ficiently has lagged far behind needs. This last
weakness, which community development shares
with most other areas of plan implementation,
became particularly conspicuous after the Inter-
American Development Bank embarked on a new
policy of offering financial support to Govern-
ments for specific projects aimed at the achieve-
ment of urgent social and administrative changes,
only to find that most countries are unequipped
to elaborate projects meeting the Bank’s high
standard of feasibility.

Nevertheless, the community development ap-
proach has already contributed to effective ac-
tion for popular participation in at least a few
countries of Latin America, while even its
failures should reveal valuable lessons for the
future. The present paper draws upon the several
dissimilar national experiences, together with
the planning conceptions and techniques that
have evolved in other areas of economic and
social action, so as to formulate principles for
local area programming with organized popular
participation for comprehensive development.

The approach proposed here is one of plan-
ning from the bottom up, in which programming
merges into administrative processes at the local
level. The reasons for such an approach in pro-
grammes that must incorporate local resources,
leadership, organization and values are sound
and compelling. The organization of the plan-
ning and programming mechanisms, as will be
demonstrated, can be flexible in relation to the
requirements set by differing social and eco-
nomic structures and administrative conditions.

In attempting to relate community develop-
ment to national planning for social change,
one runs the risk of becoming entangled in the
problems of dealing with models and theoretical
constructs which in themselves are relatively un-
related to the modification of human behaviour
or the increase of productivity in the commu-
nities. On the other hand, undue attention to
the techniques of microplanning, community
action and operational implementation of pro-
jects may result in failure to relate these ac-
tivities to macrosocial and macroeconomic pro-
cesses. The approach here is an attempt to bridge
this gulf between central planning and commu-
nity action by relating them through program-
ming techniques,

The present paper represents a new stage in
continuing exploration of social development
policy and planning carried out by the Social
Affairs Division of the Economic Commission
for Latin America, It is intended to serve as a
guide for community development practitioners,
but in the present version a good deal of illus-
trative material and summaries of the termi-
nology and techniques of over-all development
planning now in use in Latin America have been
omitted.

Several related contributions from the con-
tinuing study have already been published in
the Economic Bulletin for Latin America. In
addition to an earlier attempt to clarify the
conceptual and methodological problems under-
lying the theme of the present paper (“Popular
participation and principles of community de-
velopment in relation to the acceleration of
economic and social development”, vol. IX,
No. 2) and a general discussion (“‘Social De-
velopment’ and ‘Social Planning’: A Survey of
Conceptual and Practical Problems in Latin
America”, vol. XI, No. 1), the relevant studies
include: “Rural Settlement Patterns and Social
Change in Latin America” (vol. X, No. 1);
“Social Service in Latin America: Functions
and Relationships to Development”, by Virginia
A. Paraiso (vol. XI, No. 1) ; and “The Housing
Problem in Latin America in Relation to Struc-
tural Development Factors”, by Rubén Utria
(vol. X1, No. 2).

SURVEY AND DIAGNOSIS

1. Characteristics of the area survey

The programming unit for a local area will
begin its work by gathering and analysing the
factual information which forms the raw ma-

terial of planning. This process of study will be
somewhat different from the diagnostic approach
of global programming. Although the area
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programming group may be able to draw a
large store of general information from the
studies which have been completed previously
for regional or national plans, little of this will
be of an order of specificity which makes it
applicable in local programming. Additional
fresh and complete data must be obtained to
make it possible for the programmers to set
specific targets by selecting the communities
and zones of action, and the instrumentation
of the specific objectives by allocation of funds,
personnel, equipment and materials in accord-
ance with certain techniques. At this level of
programming, the planning decisions involve
people who live in identifiable communities in
conditions determinred by environmental, histori-
cal and social factors. These are given situations,
and in order to begin to change them it will
be necessary to take them into consideration in
all of their complexity and heterogeneity.

The first characteristic of the survey, them,
must be its utility. The programmers want data
which are relevant in their task. They do not
want all of the facts about every community,
but only certain selected kinds of facts. One
of the most difficult traps to avoid in surveys
of this kind is that of allowing the design for
the study to become exhaustive. No data should
be gathered which are not immediately needed.
It is well to remember that data will continue
to accumulate once the programme has been
started.

The second characteristic of importance is
promptness, In most cases the area survey will
not be undertaken until action is imminent.
Time will be an important limiting factor in how
comprehensive and deep the survey can be: The
survey must cover a relatively large population
quickly and inexpensively. The purism of scien-
tific research is seldom applicable in such
circumstances

Third, the survey must be objective. That is
not always easy to achieve in the community
setting, or in the appraisal of techniques and
achievements of bureaucratic agencies already
operating in the area, Bias creeps in very easily
when the available personnel includes few—if
any—professional researchers.

Fourth, the study should be structured to fit
the programming processes, through careful
organization of the work and the advance
preparation and standardization of the instru-
ments so that they are satisfactory for regional
or national planning purposes.

The steps which will be followed in social
surveys of local areas will therefore include

t
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the following: (i) definition of the substantive
fields of information needed for programming;
(ii) delimitation of the physical area to be
covered in the survey; (iii) data-gathering by
methods appropriate to that area’s population;
(iv) interpretation and analysis of the data to
explain the situation; (v) preparation of pro-
jections of existing trends significant for pro-
gramming and future evaluation; and (vi)
drawing conclusions and recommendations for
policy guidance and programming. In some
cases the diagnostic process may require testing
and continuing observation over a period of
time, as in a pilot demonstration, in order to
verify hypotheses which have been advanced as
a basis for programming and action.

2. Definition of the subject-matter of the
diagnosis

The survey group must begin its task by
defining the subject-matter to be included in
the diagnosis. The subject-matter may be gen-
eral, i.e., covering all aspects of the life of the
people of the area in comprehensive fashion,
or topical, i.e., dealing only with specific ques-
tions such as health, education, agricultural
methods, and so on. Because of its comprehen-
sive character, the community development ap-
proach in programming interprets economic,
social, political and administrative information.
The survey will be much more efficient and
complete if all these aspects are included in
the plan of diagnosis from the begirning, Ex-
perience proves that repeated surveying of the
same villages by different agencies causes con-
fusion and misunderstandings among the peo-
ple. These reactions adversely affect the work.

Yang has suggested that a diagnostic survey
of a rural area should include the following
subjects: (i) man’s relation to the physical
environment; (ii) significant historical back-
ground; (iii) the character of the economy;
(iv) agriculture; (v) the people’s level of
living; (vi) population; (vii) the family; (viii)
education; (ix) housing; (x) health; (xi) re-
ligion; (xii) government; and (xiii) social
institutions.?

A standardized diagnostic plan for the rural
areas of the Andean region of Ecuador was
prepared by the Andean Mission in 1964, The
survey was of a general type for application
in local programming areas. The subject matter
included (i) general characteristics of the area,
including the aims of the surveys; (ii) natural

1FAO, Fact-Finding with Rural People, prepared by
Hsin-Pao Yang (Rome, 1957), pp. 71-103.



resources; (iii) sociocultural aspects; (iv)
housing; (v) health and hygiene; (vi) clothing;
(vii) nutrition; (viii) labour; (ix) education;
(x) infrastructure and services; (xi) level of
economic development of the area; and (xii)
conclusions.?

A different approach was used by the Min-
istry of Livestock and Agriculture of Uruguay.
In its 1964 national survey of the rural economic
and social situation, a sampling technique was
applied to provide a comparative analysis of
all parts of the nation. The subject matter
in the survey included (i) economic con-
ditions, ie., agro-economic zones, production,
rural enterprises, land tenure and marketing;
(ii) organization of the territory, i.e., local
areas, their internal characteristics and the pos-
sibility of communication with other areas;
(iii) population and levels of living, i.e., demo-
graphic and occupational structure, income, and
levels of living indicated by nutrition, housing,
education, health, social participation, and
religion.?

The several surveys cited above are good ex-
amples of intensive preparation for planning
by the analysis of local conditions and the tech-
nical services which exist in the area, The subject
fields of study serve to block out the rough
dimensions of activities by government and
private agencies, Each of these will be related
to a number of specific goals.

3. Delimitation of local programming areas and
regions

The approach of programming from the
bottom up requires that operational programmes
shall be elaborated first for the smallest local
areas which are identifiable in terms of (i) ad-
ministration and (ii) population and socioeco-
nomic interrelationships. The boundaries of this
physical area or unit should be carefully defined
before the diagnostic survey begins. These local
areas should combine into regions which have
been determined by the national planning office
and regional planning bodies,

The criteria for delimiting local programming
areas are fundamentally administrative. A
United Nations study of the factors which should
be taken into consideration in the programming
and execution of technical activities, especially

2 Misién Andina del Ecuador, Estudio de drea: inves-
tigaciérn de algunas comunidades de Chunchi y Alousi
(Quito, 1965).

3 Ministerio de Ganaderfa y Agricultura, Situacién
;e;ggx))’mic'a y social del Uruguay rural (Montevideo,

in rural areas, indicates the difficulties of setting
universal criteria for delimitation of local pro-
gramme areas.? The variables which should be
taken into account include the governmental
system, patterns of settlement, communications,
availability of technical personmel, the funds
available to the programme, and the kinds of
social organization influencing participation and
control. To these we can add the available in-
frastructure for technical services which already
exists in the area, and the distances which must
be covered by personnel in serving the commu-
nities. Operating teams should be located so
that they must travel no more than two hours
to rural work areas. In many parts of Latin
America the boundaries of the local program-
ming are determined by physical characteristics
—rivers, mountains, gorges and other natural
barriers to communication.

In rural Latin America this programming area
as the unit of diagnosis will usually constitute
a recognized field administrative zone, with
a population ranging from 100,000 to 150,000.5
It should have a headquarters city which is com-
monly used by all of the technical and govern-
mental services operating in the area. The size
of the area should meet the criteria of admin-
istrative and operational efficiency of all of the
collaborating agencies. The number of subdivi-
sions within the area should be as few as pos-
sible, to keep bureaucratic delays and duplica-
tion of personrel to a minimum, The area should
be selected with the possibility in mind that in
the future it will become a governmental unit
in a decentralized system of technical services
and administration.

Closely related to the programme areas are
the community networks into which they are
subdivided. These units will consist of a number
of communities grouped into the largest network
in which interrelationships exist and for which
technical services can be provided efficiently by
a number of specialists working as a team.

In Ecuador’s Integration Project in the An-
dean region, each province in the highlands
region has been considered a local programme
area. The provincial capital serves as the head-
quarters city, because most local services are
provided from this centre. The areas have been
further subdivided into “sectors”. The “sector”

4 United Nations, Decentralization for National and
Local Development, ST/TAO/M/19 (New York, 1962),
especially chapters III and V.

5Pan American Health Organization, Health Plon-
ning: Problems of Concept and Method (Washington,
1965), p. 23. However, the criteria vary considerably
for different kinds of programmes: see supra, p. 16.
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usually includes one or more small towns and
their countryside. The diagnostic surveys covered
areas in which new operating zones were to
be established. The National Indian Institute
of Mexico has also developed an area program-
ming method which is based on these principles.
Each of the Indian “refuge areas” has been
carefully defined so that the programme for
integration of its native population can be
administered from a “co-ordinating centre”.

The presence of large cities within the pro-
gramming region may also have considerable in-
fluence on subdivision into programming areas.
Major cities will of course be treated as separate
areas, since they cannot be considered to have
the same kinds of characteristics as the rural
areas. In some countries the rural hinterland is
so thinly settled that it cannot be incorporated
into the programme areas as we have described
them here, In these cases, programmers may
eliminate such areas, and they will often be
omitted from the diagnostic surveys for that
reason. This criterion would certainly not apply
to virgin lands which are being opened to settle-
ment. They should be considered project or pro-
gramme areas, even in spite of the relatively
small population which they contain. It is also
possible that in some cases, such as river basin
development projects, the local programming
areas should be defined on the basis of plans for
the future rather than present conditions.

4. Identification of communities and other
local associations

The instrumental aim of the community de-
velopment process is to convert the organized
groups of the local area into resources of de-
velopment. We take it for granted, of course,
that these populations are also the ends to which
the programme is directed.

Since in economics the structures of social
organization are not ordinarily considered to be
resources, they are not mentioned in econo-
metrics. However, in the area diagnosis for
popular participation activities, it is necessary
to attempt to classify the kinds of local groups
which exist in organized form, to estimate their
numbers and dispersion throughout the area,
and to describe their capacities in a total pro-
gramme of action.

For the purposes of programming, we shall
consider any organized local group to be an
“association”. A community (as the term is
conventionally used by practitioners) is an as-
sociation. All forms of local associations may be
classified, and those forms which can participate
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in an organized, rational and constructive series
of activities contemplated in the programme
we may term “operational social modules” of the
action. In other words, each such association,
depending upon its nature, can provide certain
functions which are necessary for the develop-
ment process.

By this definition, governmental agencies are
associations, and they should be included in the
survey for that reason. The inventory of or-
ganized groups in the area should normally be
subdivided into two main categories: (i) gov-
ernmental agencies or associations, and (ii) non-
governmental associations. The latter may be
again broken down into three sub-headings:
(i) the kinds of local associational groups which
can make functional contributions to the activi-
ties of the programme, such as organized com-
munities, co-operatives, neighbourhoods, ex-
tended families, syndicates, enterprises, clubs,
churches, and similar groups; (ii) secondary
groups which are based on status relationships
and wider forms of association beyond the local-
ity, such as towns, economic systems, political
parties, sports leagues, the church as a hierarchi-
cal system; and (iii) non-governmental technical
or service agencies which may be expected to
carry out specific activities of the programme.
These three classes of associations may provide
capital in the form of both fixed and working
assets; natural resources such as land, forests,
stone, sand, building sites; and skilled and un-
skilled labour. Depending upon their structure
and size, organized groups of many kinds may
also serve as communication channels, systems
of prestige and status allocation which can serve
as rewards to stimulate motivation in the action,
and as mechanisms of implementation.

To survey these social resources, the investiga-
tors and programmers should use defined criteria
for identifying local associations. Most com-
munity development practitioners fail to dif-
ferentiate organized groups in the area by their
form and function, and very often fail to take
into consideration the kinds of interlock or
linkage of the local groups within the wider
and more complex social system of the area.
It is therefore particularly important in the in-
vestigation to ascertain and describe how local
associations are integrated into the secondary
levels of social organization, and how status is
given to local leaders who also serve as the mem-
bers of the area associations, institutions, or
gystems.

In the analysis of the area, the problems of
gathering, coding and tabulating data on com-
munities and other organized groups will be



enormously complicated if the investigators use
any definition of “community” ether than that
of an organized locality group. This definition
implies that the community is all-inclusive of
the primary social groups living within its
physical boundaries, and incorporates every
person who lives within its defined extension. At
the same time, this definition—which is focused
on the requirements of programming through
the use of the concept of “operational social
modules” as units to be treated in scheduling—
frees us of the difficulties inherent in considering
the community in its secondary or tertiary di-
mensions as a region, a city and its countryside,
or a whole nation.

It also enables us to sidestep another problem
in programming. Although we need not go
into the sociological and socio-psychological
theories of community organization here, we
should point out that not all of the people who
live in rural areas are members of locality com-
munities. Research in Latin America shows that
with inecreasing rural migration, the adoption of
new technologies which tend to industrialize
agriculture, and the changing forms of human
settlements in many countries, the organizational
structure of social groups undergoes great
change. Other types of social groups and as-
sociations are becoming more important in the
life of rural people. These kinds of informal and
formal social organization are displacing the
locality group community through the modifica-
tion, substitution or limitation of its basic social
functions. As mass media and new occupational
opportunities permeate the countryside, it
becomes increasingly fallacious to assume that
programming can be postulated upon “standard
community units”, This problem has long existed,
and has been recognized in urban areas. The
kinds of techniques for rural and urban action
differ in community development approaches:
because of rural social change, the actions will
tend to become increasingly similar as a result
of deruralization and changing social organiza-
tion.

The technicians who are responsible for a
community development process should have
access to organized forms of local association
in order to facilitate their work. It is of course
possible to organize such associations; however,
if structured social organization does not already
exist at the local level, the attempts to organize
formal groups such as community councils,
juntas de vecinos, youth clubs, farmer associa-
tions or co-operatives may prove to be time-
consuming, costly, unpredictable and frustrating.
These problems arise out of the dynamics of

group functioning. Such processes are not as
simple as often assumed. Social groups cannot
exist without frequency of interaction, sentiments
of cohesion and belonging, and shared norms
and statuses which facilitate the activities of the
group in achieving agreed-upon goals. Attempts
to organize new groups often lead to factional
quarrels, struggles for leadership, lack of par-
ticipation and challenges to group authority.

For this reason the survey must gather repre-
sentative data on communities and other local
associations as groups having status-structures
and integrated functions. Many different kinds
of associations may provide forms of participa-
tion and resources needed for the instrumenta-
tion of targets. The community may be the best
form of association for accomplishing many ac-
tivities, but it is not the only form which is
available and it is not the most appropriate for
all of the tasks to be carried out. In many kinds
of community development activities, the mecha-
nisms will be inter-communal, while in others
the technicians may be working with interest-
groups or age-groups within the community.

5. Data-gathering

It is a rare researcher who records even a
considerable part of what he observes. Therefore,
once the survey plan or outline has been pre-
pared, the organization of data-gathering should
employ methods which provide a number of
checks against loss of information which ought
to be considered in programming. The first
check is the survey guide or instrument itself.
It should be prepared with the expert assistance
of specialists who are familiar with the methods
and problems of research in each of the subject
fields. If possible, they should continue to act
as an advisory group of consultants during the
course of the survey, going into the field as
often as possible.

However, data-gathering must often be done
without the direction of professional inves-
tigators. It is then necessary to have a team
composed of technicians from the subject fields.
These should have a period of training and
“warm-up” before the survey begins. The same
technicians should stay in the area and undertake
the operational activities once the survey has
been completed. This procedure insures that
much of the unrecorded data which is absorbed
through observation, the political and community
contacts, and the experiences in solving many
problems in the analytical phase, are carried
over into the operational programme.



It also implies that in those cases in which
relatively large financial resources become avail-
able within a short time, requiring a rapid
start-up of the programme, area diagnostic
surveys can be undertaken in many areas or
regions concurrently. In this way no loss of
enthusiasm or momentum will result while new
personnel are recruited for the activation phase.
Sometimes it is preferable to simplify the survey
instrument in order to make it operationally a
component part of the action programme by
making it applicable by local personnel.

We are of course referring here to survey
methods as differentiated from pure research for
scientific purposes. The aims of a diagnostic
survey as a fact-finding phase in operational
programming are altogether different from re-
search. However, if information is known to exist
about the programming area as a result of re-
search, it should be utilized. In a few cases, it
may be possible to obtain the help and participa-
tion of university professors or advanced stu-
dents who have been doing research in the same
area to enrich the survey findings.

Another important characteristic of the data-
gathering process will be its reliance upon much
locally-available information which has been
prepared over a long period of time. Records of
the technical services, government offices, census,
and local professionals and technicians are
usually accessible to the survey team. In many
cases these findings cannot be obtained by
surveys but only by soliciting the information
from those who have patiently gathered it over
the years. It is not unusual to find that local
plans and aspirations have led to a study of
many of the technical problems of agriculture,
education, health, or housing in years gone by,
but that resources were not then available for
their execution. In any case, the psychological
and administrative advantages of asking for this
kind of information are so great that consid-
erable time should be spent by the survey team
in going to local authorities and leaders for their
views and accumulated information. In some
areas it may be possible to use the techniques
of community self-surveys.

The methods used in data-gathering are prin-
cipally those of observation, sampling, inter-
viewing, questionnaires and schedules, case
studies, gathering of information from secondary
sources, and pilot or demonstration applications.
The programming unit should, of course, par-
ticipate in the process of surveying, control the
quality of data being gathered, and insure that
it will be utilized in the programming and
policy-making processes.
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In the collection of data about resources
available in the area, the investigators should
organize their information so that it will be
possible to determine how efficiently these re-
sources are being used, and how this efficiency
could be increased. In order to do this, it will
be helpful to break down data about resources
into categories of instruments, tasks, and tech-
niques.

In order to make comparisons of alternative
programmes or of their component parts, it will
be necessary to calculate the cost of instruments,
and to relate them to techniques. We define a
task as the actions performed to achieve a
target, which is a specific objective accomplished
in a given time period. The cost of the instru-
ments which are needed in the performance of
that task can be accurately calculated. In most
cases, tasks will be performed in sequences and
varying combinations by the same personnel.
The term technique refers to the methods used
in a combination of tasks aimed at achieving
the targets of a particular activity. The investi-
gators should try to identify the kinds and
amount of resources allocated to specific instru-
ments and combined by techniques. For this
reason, we mention the importance in the data-
gathering phase of a classification of data on re-
source-use in this manner.

6. Interpretation and analysis

The raw data gathered in a survey are rel-
atively meaningless until interpreted and ana-
lysed. Although the subject-matter of the diag-
nosis has been divided into categories in the
survey plan, the investigators must apply the
concepts which give coherence to the findings.
In the approach proposed here, the analytic
process should involve the use of four such
concepts as interpretative devices to reach con-
clusions for setting policy and making decisions
about the programme. These concepts are (i)
objectives; (il) resources; (iii) codes of be-
haviour; and (iv) conceptions of administrative
and technical rationality. This frame of reference
is operational. It supplements the theoretical
frame of reference which includes theories of
development, social change and community
dynamics. The operational frame of reference
focusses on the local programming area as a
socioeconomic system. The purpose of the an-
alysis, then, is to discover some of the essential
characteristics of this area system by looking
at each of the four aspects we have just men-
tioned.

The findings of the surveys can be expressed
primarily in two ways, either (i) quantitative



or numerical; or (ii) qualitative. After the in-
formation has been classified in relation to the
survey outline, the investigators will tabulate
and summarize it. In the process of summariza-
tion, numerical expression is to be preferred
whenever it can be used. Tabulation and analysis
should be a joint effort of the field investigators
and the personnel of the programming unit.
Much of the data will be useful to the central
planning office as well; therefore, it will be
advisable to occasionally review the pregress
of the work with specialists in national sectoral
programming. At this stage of the diagnosis it
will be necessary again to insist upon careful
editing and supervision in the analysis of the
data, for accuracy, objectivity, consistency and
completeness. During analysis unanticipated re-
sults or gaps may appear; in such cases the
investigators may have to return to the field
to gather additional information, or they may
have to reclassify some of the data. In the area
survey this is always possible, because the in-
vestigators remain in touch with their sources
of information.

When skilled researchers are participating in
the survey it may be possible to use statistical
methods in analysis. In general, however, the
most significant findings of an area diagnosis
are not statistical in nature. They can usually be
expressed in terms of sociological, economic and
administrative generalizations. We can see at a
glance that the four interpretative concepts will
imply a certain amount of difficulty in quantifica-
tion of the summaries. Objectives are reducible
to numbers by expressing them as targeis
through procedures which will be discussed
below. Most resources can be converted easily
to monetary terms. However, codes of behaviour
and concepts of planning or administrative
rationality are value-laden and values have so
far failed to yield to quantifications. Therefore,
we can anticipate that our approach, which is
focussed on values in several respects, will not
always give us results which can be coded or
converted to common quantitative denominators.
In the analysis of behaviour and administrative-
technical concepts, then, the diagnosis will be
essentially descriptive.

Yet much of the data can be expressed numer-
ically, and thus can be presented in primary and
summary tables, charts, graphs and other similar
forms. Since the diagnosis of a programming
area should be functional, it will be more im-
portant that the conclusions be fresh and timely
than that the survey be published as an opus
magnum with endless correlations of variables.
The administrator wants guidelines for action

which he can use immediately. In fact, the most
valuable surveys are those which give tech-
nicians and administrators a sense of direction,
urgency, and enthusiasm for implementation as
the results are crystallizing. Presentation of the
diagnosis should never be an end in itself.
Rather, it is the beginning of action.

7. Projeciions

The diagnosis should serve as a useful guide
for setting policy and making rational decisions
about priorities and techniques. Consequently,
the way in which the findings are presented to
policy-makers and administrators should clearly
call attention to the problems which are foreseen
and the kinds of alternatives which ought to be
considered.

The projection is a very useful device for this
purpose. Everyone knows that changes will occur
in the area situation. But the demonstration of
how these changes will affect the population in
the future offers the most convincing argument
for reformulating policies, revising present
strategies, or allocating more resources for
specific programmes. By assuming that existing
policies are maintained for five or ten years
more, the projection would be based upon the
present trends in budgeting the distribution of
funds among programmes or activities, tech-
niques employed, and the actual efficiency, cost,
concentration and coverage of instruments.

From the analysis of the resources, needs and
interests of the population, the characteristics
of that population and its disposition to change,
the diagnosis should indicate what objectives
might feasibly be proposed. From the analysis
of the available instruments, the diagnosis should
indicate the limitations and scope of future ac-
tivities, Out of this combination of variable
factors, it should be possible to compare the
present policies against alternatives for which
projections can also be made. Secondly, it should
be possible to use the projections in program-
ming for setting targets in those activities to
which highest priority has been assigned. The
projections thus have a double utility.

Most projections in some way relate alter-
native combinations of instruments to a known
population increase. Whether in education,
health, nutrition or housing, the normal ap-
proach is to extrapolate the population increases
and then project against these trends the known
rates of change in other indicators. It is very
difficult to refute conclusions which are drawn
from such projections, yet it is amazing how
little these relatively simple devices are employed
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by agencies in making their plea for the more
efficient use of resources, or for the allocation
of larger amounts of resources for programmes
which are critically needed.

8. Preparation of conclusions and
recommendations

Out of the analysis of the area situation, the
investigators and programmers should formulate
generalizations based upon the information
which has been gathered, tabulated and inter-
preted. Wherever it can be done co-operatively
the process of preparing conclusions and recom-
mendations should represent a synthesis of
sectoral or technical viewpoints of all of the
agencies and organizations that will collaborate
in the programme. In many cases, this criterion
means that available surveys, studies and diag-
nosis can be integrated into the area survey.
This approach will lay the foundation of inter-
agency co-ordination of activities in the action
phases. If the size of the survey group and its
level of competence is adequate, the conclusions
should also be related to theoretical frames of
reference of development theory {which could
be taken in part from regional or national

plans), explanations of processes of social change
which have been observed, and community
dynamics which will be helpful in the formula.
tion of techniques in programme execution.

Since programming is in many ways a prob-
lem-solving process, the diagnosis should have
the function of defining the nature and scope
of the problems to be attacked. There must be
a body of information sufficiently complete to
permit a rational judgement of what can be done
within the limits of resources, time and struc-
tures available. The conclusions can usefully
focus on the four interpretative concepts which
we have mentioned. The diagnosis should point
out clearly what are the kinds of objectives to
be reached in the various phases of the pro-
gramme; what the limits of resources imply
as to definitions of priorities and strategy; how
the attitudes and values of the population and
technical services influence the selection of in-
struments for the programme; how the bureau-
cratic, political and social structures affect the
kinds of action which may be undertaken; and
how the existing and anticipated policy guide-
lines of the programme are related to these
questions.

PoLICY AND VALUES IN LOCAL PROGRAMMING

1. The role of values in policy

Programming is a method of presenting ac-
tion alternatives to policy-makers. The first step
in a rational approach to policy-making includes
the survey and diagnosis which we have just
described. The second step is that of formulat-
ing, modifying or adapting policies by which
the programme may be guided, using the infor-
mation and conclusions of the diagnosis.

We may define a policy as a set of values for
the determination of the principal variables of
the programme. Policy is fundamentally con-
cerned with the ends and means of action. The
key policy variables to be defined in local ac-
tivities are no different from those debated at
higher levels. They include: (i) the definition
of objectives; (ii) allocation of resources of
various kinds to achieve those objectives; and
(iii) specification of the ways in which those
resources are to be used by organized enter-
prises applying certain techniques.

It is often assumed that local programming
is no more than the breakdown or disaggrega-
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tion of a global plan. This assumption implies
that the policy questions for local implementa-
tion have already been resolved at higher levels,
and that local programming units will not have
to take into consideration the difficulties of
formulating policies by proposing alternative
courses of action. If this were so, the question
of value preferences about the nature of goals
or the most desirable means of action would
presumably not arise in local programming,.

Unfortunately, this is not true. Policy ques-
tions do arise in local programming. As Gunnar
Myrdal has pointed out, “In any human valua-
tion means have, in addition to their instru-
mental value, independent values as well. The
value premise which has to be introduced in
order to allow policy conclusions to be reached
from factual analysis has therefore to be a
valuation of means as well as ends. Furthermore,
in reality, of course, a desired end, if reached,
is never attained in purity. The dynamic social
process initiated by the means results in many
other changes besides the positive achievement
of the end. These accessory effects of the means



have also to be taken into account in the chosen
value premise.”®

One of the objectives of a community de-
velopment programme is popular participation.
The nature of this objective itself becomes a
conditioning factor in the continual changes of
evolving programme goals and the instruments
of action. In such a dynamic process, which
obeys myriad influences of local as well as re-
gional or national groups, policy cannot be
static or finalized. It cannot be set from above,
for, if it were, the very programme itself would
be a denial of basic principles of local participa-
tion. This problem of po%cy-making has been
discussed by economists in relation to the at-
tempts to define the welfare function (W) of
a model for the economy: if this variable could
be fixed, then all decisions on ends introduced
into the analysis could be managed in terms of
a given scale of values which would indicate
the optimal use of resources and techniques. But,
in Arrow’s paradox, a mathematical application
of this method of formulating social ends was
shown to be unresolvable.” From a theoretical
viewpoint, the rational-deductive or utopian ideal
of fixing a single set of values in the plan must
be dismissed. It is not possible to define a
“welfare function” or a unitary “public interest”
by which planning from the top down can be
applied.®

In any comprehensive programme of local
action, problem-solving and decision-making will
be live questions. Far from having a given
policy which can be applied, the administrators
and programmers will be constantly confronted
with new choices of which objectives to pursue,
and how best to reach them. Inevitably questions
of preference will arise, and some combination
of values will have to be chosen and inserted in
the programming processes in order to make
it possible for the programmers to reach policy
conclusions which reflect a consensus of those
engaged in carrying out the programme. Such
policy guides will reflect basically three points
of view: (i) the strategic goals of the national

6 Gunnar Myrdal, Value in Social Theory, Routledge
and Kegan Paunl (London, 1958), p. 49.

7Kenneth J. Arrow, Social Choice and Individual
Values (Wiley, New York, 1951).

8The problem is discussed in David Braybrooke
and Charles E. Lindblom, 4 Strategy of Decision (Free
Press, Glencoe, Illinois, 1963) ; in James M. Henderson
and Richard E. Quandt, Microeconomic Theory: A
Mathematical Approach (McGraw-Hill, New York,
1958), chapter 7; and in J. S. Coleman, “The Pos-
sibility of a Social Welfare Function”, American Eco-
il%gicﬁ Review, vol. LVI, No. 5, December 1966, pp.

and regional plans which determine in broad
outlines the priorities in allocating funds and
technical personnel; (ii) the rational judgement
of administrators, technicians and programmers
at the local level who must make the programme
operationally effective; and (iii) the codes of
behaviour, attitudes and values of the local as-
sociations and other decision-making networks
in the area society. The programming unit and
administrators must therefore be aware of the
need to reconcile these three types of values in
the policy, since they are in fact engaged in
introducing extraneous standards of “moderniza-
tion” and legitimizing these with the authority
of the state.

This method is so essential to the basic ap-
proach of community development as an instru-
ment for developing popular participation that
we must explore it further.

As mentioned earlier, the local programmers
must work within a frame of reference which
serves as a valuational approach in initiating
effective local processes of change and growth.
These values focus on actions of government as a
system of technical services and agencies jointly
with the people designed, by successive ap-
proximations, to bring about the solution of
specific problems of raising levels of living. The
participative nature of this process involves the
population directly and deliberately in a process
of social engineering. In this process the limits
of local competence are candidly recognized.
The reforms and adaptations of existing tech-
nologies, systems of production and distribution
of goods and services at the community level.
will be piecemeal and uneven. The changes will
be modest in scope and not always consistent
in their effects. Yet it is assumed that reality
of demands and interests of the affected groups
will permit continuity in the interrelated changes
which gradually begin to produce a multiplier
effect, and that experience in accomplishing
limited objectives will stimulate the participants
to build a body of social experience in identify-
ing, analysing and overcoming their problems.

Because this set of values does not yet seem
particularly significant in the grand designs of
macro-planning, it is commonly dismissed as
being relatively unimportant for national or
regional development. The problem-solving or
incremental approach seems to be a denial of
the application of rationality as the basic
ideology of planning. One can argue that to be
concerned with the empirical quality of local
situations introduces muddle into what should
be a precise and logical method of defining over-
all priorities. However, reallife situations in all
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developing societies do have a way of being
entangled; inconsistent and perverse. Experience
shows that if the local programme is not basically
concerned with the visible confrontation of con-
crete problems and needs, it will very soon be
scrapped as impractical by administrators and
political leaders.

Friedmann has analysed the benefits of “crisis
planning” in Venezuela, and points out that
while it may be less elegantly rationalistic and
simplistic than in the textbook versions, it has
proved to be preferable as an approach not
only in local but in national programming:

“The birth of national planning in Vene-
zuela under conditions of crisis had two im-
mediate consequences. First, it put a very
high premium on its effectiveness. At the very
least, this meant that government was willing
to give active support to the establishment
of a workable planning process and would
make use of it in ways that seem politically
opportune. Second, it meant that short-term
problems would be given priority attention.
Long-range speculation on alternative goal
possibilities is a luxury in which planners
can indulge only when there are no problems
of great urgency to be met or when planners
forgo whatever chances they may have found
for influencing major decisions. A second
paradox of planning, therefore, is this: when
planning is least needed—as under conditions
of relative calm and stability—it can afford
to be ‘rational’; but when level-headed ration-
ality is desperately wanted—as under pressure
of an extreme crisis—planning is given the
least scope for exercising its manifest func-
tion.

“This raises an interesting issue for plan-
ning theory. If the paradox stated holds true,
planning typically occurs—and receives po-
litical backing—under conditions of crisis.
The rationality of planning practice must
therefore be adapted to its conditions: it must
sacrifice comprehensiveness to the urgency of
overcoming specific bottlenecks; it must be-
come more problem- than goal-oriented; it
must be piecemeal and fragmented rather than
co-ordinative.”®

The introduction of the values and rationality
of programming into local situations must be
considered an innovation little different from

9 John Friedmann, Venezuela: From Doctrine to
Dialogue (Syracuse University Press, Syracuse, New
York, 1965), pp. 28-29. Crisis as a factor in the adop-
tion of innovations has been analysed by H. G. Barnett,
Innovation: the Basis of Cultural Change (McGraw-
Hill, New York, 1953), pp. 80-89.
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other kinds of technological change. The dif-
ference is one of level and the nature of the
techniques which are being introduced. The
programmers will be working with village lead-
ers and people, as well as with bureaucrats and
political leaders. Yet the transformation of at-
titudes, routines and administrative structures
are quite similar to other kinds of developmental
processes.

In normal situations the local governmental
officials or the decision-making elites may not
find changes to be convenient, desirable or
practical in terms of their ends. However, in
the crisis situation, the innovation of program-
ming techniques becomes a symbol of the de-
velopment “mystique”, and merits more serious
consideration by these groups. Urgent need for
solutions heightens the probability that new ideas
will be tried which in other circumstances would
have been rejected. The psychology of adoption
of new techniques will normally involve a period
of testing, adapting and gradually reaching a
workable version of programming techniques
and mechanisms which satisfy the various in-
terest groups in the area. In these problem
situations, the values which are relevant as
premises for policy-making will also be under
discussion. The two aspects—policies and the
values by which policy preferences are set in
decision-making—cannot be separated.

2. Objectives

In the community development approach to
local area programming, the planning group
faces the task of integrating many different
governmental and community activities into a
performance system whose elements are inter-
dependent. The formulation of the objectives
of the programme involves reconciling and in-
tegrating the policies already announced by
central planning bodies and technical services
with the interests of the local population. The
programming process serves as a means of trans.
mitting locally-oriented objectives to the par-
ticipating public agencies so that they may
consider the formulation and/or revision of
policy from the bottom up.

We may divide the objectives within the com-
prehensive programme into three categories,
merely for purposes of our discussion here. Each
of these categories of objectives will reflect a
policy-orientation, either local, technical-sectoral
or strategic. Each of the categories offers a basis
for considering certain community development
principles which are related to the kinds of ob-
jectives appropriate to that category.



(a) Locally-defined objectives, or “felt-needs”

The philosophy of community development
has long paid a great deal of attention to the
“felt-needs” of the community as a first ap-
proximation of programme objectives. The in-
terests and goals which are reflected in the
concept of “felt-needs” were considered to be
a kind of unsophisticated policy guideline that
set out the value-orientations of the people. The
programming method consisted in defining the
objecis of action by ascertaining what the com-
munity wanted, and providing the necessary
kinds of assistance in getting it. The justifica-
tion for this approach was that motivation could
be most easily stimulated and resources could
be most easily mobilized when the community
saw that programme objectives coincided with
their own interests.

The “felt-needs™ usually led to such tangible
improvements of community infrastructure as
roads, wells, schools, irrigation works, churches
and community meeting places. In many villages
the programme personnel assisted in the or-
ganization of interest-groups, councils and com-
mittees which took responsibility for mobilizing
local resources for the tasks. Government ser-
vices related themselves to this process of com-
munity action rather haphazardly as they were
needed and called upon by each community or
the promoters of community development. It was
difficult for them to anticipate what demands the
villages would present. A national effort based
on the “felt-needs” approach usually had the
over-all goal of making the people feel that
government was interested in their problems by
giving them a role in, and an identification with,
a national development ideology.

In its unmodified form, the “felt-needs”
method of setting objectives for the communities
and the agencies leads to unsystematized and
random activities. Although the coverage of a
local area may be organized more or less pre-
dictably, the content of the action has no ordered
pattern and may be quite unrelated to the ra-
tionally-conceived objectives of a comprehensive
and integrated development. project. Although
it serves as a useful device for inserting the
value orientations of the communities into the
formulation of objectives and policies, the con-
cept of “felt-needs” is in fact seldom used ex-
clusively. In most programmes which involve
the community development approach, supple-
mentary value premises are pragmatically in-
troduced into the formulation of objectives: in
some cases, these other criteria are given more
importance than “felt-needs” in programming.

(b) Technically-defined objectives, or “real”
and “induced” needs

Because “felt-needs” are not usually regarded
by technicians, administrators and planners as
an adequate and satisfactory basis for setting
the objectives of a programme, other formulas
have been created for introducing value premises
into the policy. The device of “real” or “in-
duced” needs was introduced to enable the tech-
nical services to sensitize and induce the com-
munity to recognize its “real” needs, which the
agency is organized and equipped to meet. The
justification for this approach was that the needs
were really there, but that the community should
not only perceive them, but “feel” them as well.
This is a simplified way of saying that the
community should change its scale of values, so
that the people would participate actively in
achieving the objectives appropriate to that
particular agency. The earlier method was in-
verted: the community values were remoulded
to fit the needs of the agency. If many agencies
were at work in the same local area, community
development was reduced to a method for ob-
taining community participation in the work
of each agency.

The introduction of technical value premises
into the objectives of the programme need not
be so complicated. Most communities are quite
willing to accept their responsibility in assisting
a technical agency which undertakes projects on
their behalf. There is no necessity for the
mumbo-jumbo of “real” or “induced” needs.
However, rationality in programming should
lead to a consideration of the questions of
balance, overlap and fragmentation among the
total range of technical services in the local area.
Each technical service should see itself as a
sector, and not as the whole. Each should con-
tribute specific objectives to the total pro-
gramme. These technical activities can be com-
bined into a substantive programme framework
when the limited objectives of each agency or
service are interrelated and made to coincide
with the total needs of the community.

This is the approach used in setting objectives
for the Andean Indian Programme. The com-
prehensive design of the action consists es-
sentially of structuring the separate technical
activities into an integrated system which in-
cludes objectives in agricultural development,
stock-raising, afforestation, vocational training,
handicrafts and small industry, co-operatives,
nutrition, housing, home improvement, health,
education, community organization, recreation,
construction of infra-structure and facilities, re-
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search, training and preparation of leaders and
auxiliary personnel.

However, two problems arise. The sum of
objectives for all communities in the area or
nation may result in a total demand for services
which the existing agencies are incapable of
meeting. Secondly, there is no inherent evidence
which leads one to believe that the combined
services add up to the most efficient development
instrument. In other words, the co-ordination
and integration of many technical services in a
single programme seems incrementally logical,
but still leaves unsolved the problem of which
needs should be attacked first, and how resource
inputs should be made preferentially in order
to get the kinds of structural changes which
neither the communities nor the technical ser-
vices can evaluate.

(c) Strategic objectives

The problem of strategy may be restated as
the interrelation of the global plan with local
programmes. Macroeconomic and macrosocial
diagnosis focuses on questions of priority among
the total range of objectives which can be con-
sidered for the society. As the decision-making
about many alternative goals becomes extremely
complex, the most promising approach for ob-
taining solutions is that of applying mathe-
matical methods. The standard approach is simu-
lation by model-building, in which some factors
in a situation are taken as given (constants)
and equations are formulated to manipulate
the key variables and interrelations within the
system. As we have mentioned above, the prob-
lem of social functions in the model is that of
quantifying the valué premises so that they can
be introduced into the model. Since this is im-
possible as yet, strategies and priorities are still
determined in national plans by expert guesses
as to what will happen in the future: as Lewis
has commented, “the work (of preparing a plan)
is subject to much error; its quality depends
more of flair and judgement than it does on
technical arithmetic”.10

Yet the mathematical model of the national
economy can be, and is, used as the “hard core
of programming”,"* and increasingly all of the
methods of policy analysis and programme deci-
sion-making are related to it. The method of
“successive approximations”, or planning by
stages, offers the advantage of making over-all

10W. Arthur Lewis, Development Plannirg, George
Allen & Unwin (London, 1966), p. 147.
11 Jan Tinbergen and Hendricus C. Bos, Mathematical
Illggge):ls o,f9 Economic Growth (McGraw-Hill, New York,
» P 7.
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programme decisions on the basis of strategy
with the help of knowledge obtained from mathe-
matical - methods, and the subsequent filling in
of programme and project objectives in terms of
their probable effects on the functioning and out-
put of the economy. Incrementalism or planning
from the bottom up is consistent with this ap-
proach. The community development process
can be related functionally to economic develop-
ment by its impact on certain of the variables
which have been considered crucial by econo-
mists as a result of model-building. These may
include, for example, private consumption, un-
employment rates, current government expendi-
tures, gross marginal propensity to save, and
annual increase in labour productivity.

We see, then, that the elaboration of a local
action programme using the community develop-
ment approach can be rationally related to the
global development plan. At this level of
strategy, the local programmes in combination
can be regarded as instruments for achieving
global goals. One such goal which has been ac-
corded growing attention is that of popular
participation. Another relates to the “inward
growth” of the economy.!? In social planning
the strategic goals which have been identified
include redistribution of income, population
control, human resource development, and ur-
ban and rural development.!?

The area programming team can seize upon
these key goals for the society as the broad
guidelines for structuring activities in relation
to the national plan. Strategic objectives have in
fact provided the basic points of orientation for
implementation of rural development, agrarian
reform, integration and regional development
projects in many Latin American countries. It is
in the context of these larger designs for de-
velopment that the local area programme be-
comes significant not merely for the sum total
of its co-ordinated activities in the villages, but
for its impact as a needed instrument in na-
tional modernization and nation building.

Finally, then, the integration of the locally-
defined objectives with those of the technical
services within the design of strategic goals for
the nation can be given rationality by the pro-
gramming process and by a frame of reference

12 See Anibal Pinto, “Concentracién del progreso téc-
nico y sus frutos en el desarrollo latinoamericano”,
El Trimestre Econémico, vol. XXXII (1), No. 125,
1965, pp. 3-69.

13 ECLA, “ ‘Social Development’ and ‘Social Planning’:
A Survey of Conceptual and Practical Problems in Latin
America®, Economic Bulletin for Latin America, vol.
X1, No. 1, 1966, pp. 42-70.



which we call the community development ap-
proach. One aspect of the problem of integrating
different levels of objectives therefore is or-
ganizational: the process of programming must
be set up so that all points of view can be rep-
resented and a consensus can be reached as to
policy and implementation of the programme.
The second aspect will be a conceptual basis for
comparing and interrelating the objectives so
that they can be instrumented most efficiently in
the local situations which prevail in different
parts of the country. The assumptions which are
inherent in the community development ap-
proach, and which introduce its value premises
into policy-making, include the following:

(i) The objectives of the programme should
include the formation of local voluntary associa-
tions, and provide for their dynamic integration
into the wider-area secondary community;

(ii) The objectives should be problem-
oriented, reflecting as much as possible the kinds
of priorities which are preferred by local groups;

(iii) The objectives should be coherent and
consistent as between central and local pro-
gramming;

(iv) The objectives within the performance
system at the local level should be interdependent
and mutually facilitating in their effects;

(v) The objectives should be structured as
to content, and in space and time, to accelerate
sustained development in the programming area.

3. Resources as a policy variable

It is a truism to say that scarcity of resources
is the most severely limiting factor in develop-
ment. These scarcities are of three kinds: mate-
rial, human and organizational. However, it has
also been noted many times that it is the coun-
tries with poorest resources that make the least
efficient use of those available. Justifiably, then,
planners and administrators of development
programmes tend to feel that the key of develop-
ment is rationalization of resource use, and to
assume that knowledge or expertise can solve the
problems of development. Certainly it is ex-
tremely important for a developing country to
have access to scientific, technological and ad-
ministrative information. But a small pool of
expertise does not compensate for massive scarci-
ties of funds, equipment, materials, well-trained
technicians and the all-important organizational
structures within which these human and capital
resources can be employed efficiently.

The problem of lack of resources therefore
must be recognized very realistically at the be-
ginning of the programming process. Although

we have approached policy problems from the
side of objectives of the programme, it would
probably be much more appropriate to begin
any discussion of policy from the point of view
of the resource inventory. The questions of what
goals to set then take on an entirely different
character.

Moreover, the question of resources has a
double dimension. The kind and amounts of re-
sources is one aspect. Certainly capital, labour,
natural resources and organizational resources
are crucial elements, for they are related to the
matter of priorities when resources are scarce.
The second aspect of the resource problem is
that of instrumentation. Various types and quali-
ties of resources must be combined into instru-
ments before they can be used in attaining the
indicated objectives through programme activi-
ties. It will be of little use—as many develop-
ing countries have seen—to receive massive doses
of funds from foreign aid, if they do not at the
same time possess the skilled technical and ad-
ministrative manpower to utilize the capital.
Conversely, expensive training programmes in
the country or in other countries for technicians
do no good if they must return to an agency
which lacks operating funds for its work.

An inventory of separate resources can there-
fore be quite misleading in setting targets,
unless care is taken in programming to focus at-
tention on the policy problems involved in utiliz-
ing resources as instruments, As we have already
noted, instruments are combinations of certain
resources in certain proportions, according to
certain standards, for attaining one or more
targets. The existence of an instrument will have
been determined by the nature of the specific
objective for which it is designed, and therefore
the definition of objectives ordinarily precedes
the determination of appropriate techniques and
instrumentation.

The programmer is faced with two very speci-
fic questions in the evaluation of the combina-
tions of resources available. First, do the right
resources, in the right proportions, with the
right standards, already exist as instruments to
be deployed in the proposed programme? This
question carries with it—if the answer is “yes”
—the matter of determining how rapidly exist-
ing instruments may be multiplied for an ex-
panding programme.

However, since the answer to this first question
is usually “no”, the second question follows:
what kinds of resources, in what proportions, at
what standards of quality do in fact exist? This
question must then be amplified by also asking
how these existing resources can be combined
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into effective programme instruments. In this
second case, we have left the basic assumption
that it is possible to make better use of existing
resources pretty much as we find them. We are
now embarked on the difficulties of trying to
settle questions of priority within the area of
instrumentation. This probably reflects fairly
the situation in most countries, in so far as
programmes of local development are con-
cerned: the instruments do not presently exist
for easy mobilization of popular participa-
tion, and, to make matters worse, the component
resources of labour, capital, natural resources
and organizational structures are frequently lack-
ing or inefficiently distributed among pro-
grammes.

4. Alternative patterns of organization

Area programmes for the mobilization of pop-
ular participation are always organizationally
complex. Because of the comprehensive nature
of the action, many agencies may be collaborat-
ing, co-operating, or co-ordinating their efforts
in the lateral sense, while various levels of these
organizations may also be involved in the vertical
sense. Programmers and policy-makers have a
number of choices open to them in the organiza-
tion of the programme. For this reason, the pat-
tern of programme organization is a variable
which will be conditioned by the structure of na-
tional development programmes, as well as the
characteristics of operating instruments and local
government in the programming area.

A rather wide variety of organizational pat-
terns appears in the community development
approach in Latin America, These can be classi-
fied in terms of relative complexity, considering
the variations from the simplest to the most
complex. If we consider the functions of the
organijzations, we can divide them into four
types: (i) organization for planning or pro-
gramming which is basically policy-setting and
not operational; (ii) organization for opera-
tional co-ordination, in which agencies of vari-
ous kinds attempt to act jointly; (iii) integral
operating organizations for comprehensive pro-
grammes; and (iv) the sectoral use of the
community development approach as a “pro-
gramme”. The latter must be considered sepa-
rately, because of its inconsistency with the
principle that programming for popular partici-
pation in local areas should be comprehensively
organized.

The organization of a central planning or co-
ordinating council in Latin America is usually
an extension of Presidential authority. The nor-
mative approach therefore emphasizes central
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direction in a planning process which inter-
relates the structures of technical services with
local government, The policies which prevail are
those of getting national planning goals com-
municated to and accepted by the local groups,
efficiently implementing the targets of the pro-
gramme by the use of existing instruments in
the areas affected, and encouraging or assisting
the local agencies to create programming units
for planning from the bottom up.

One of the difficulties encountered in the or-
ganization of central co-ordinating bodies is
their lack of authority in getting implementa-
tion of programmes. The solution often proposed
is one of combining the normative function of
making plans or elaborating projects with au-
thority to supplement the activities of technical
services in the attainment of goals which are
newly announced. In other words, mechanisms
which are initially co-ordinative tend to become
operational. Organizations tend to slip out of
the first category into the second.

The second type of organization, therefore,
will have mixed functions. Policy-making and
planning represent one kind of function. Opera-
tional implementation of the programme may be
regarded as another., In combining these two
functions, several countries have established or-
ganizations which have a dual character: thus
Acciéon Comunal in Colombia, Promocién
Popular en Chile and Cooperacién Popular in
Peru began as Presidential programmes in which
policy-making and co-ordination were mixed
with operational responsibilities. It is from ex-
periences of this kind, in which an operating
organization also has responsibility for making
policy affecting other agencies, that much of the
resistance to co-ordination has arisen, Compre-
hensive programmes seem politically and ad-
ministratively to be an exaggerated centraliza-
tion of power. They threaten existing divisions
of functional responsibility. Resistance by sec-
toral agencies obliges the Governments to incor-
porate these organizations into existing minis-
tries. No country of Latin America has launched
a community development ministry, and none
has had an operational Presidential programme
which lasted for more than a few months, In the
present Chilean case Promocién Popular con-
tinues to have a temporary existence as Congress
debates its legal creation in the Presidency.

It seems correct to draw two conclusions from
these experiences. First, the responsibility for
policy-making and planning of comprehensive
programmes must be kept separate from the
responsibility for implementation., For this rea-
son, we have suggested here that the local pro-



gramming units should be representative of both
planning and operational mechanisms in order
to find common grounds for intersectoral co-
ordination of action. But the function of such
units should be exclusively normative (i.e., pol-
icy-making and programming). Secondly, inte-
gral operating programmes under the direction
of some high authority in government, such as
the President, are structurally unstable because
they interfere with the functioning of many
other ministries and agencies, which sooner or
later will revindicate their rights.

On the other hand, the nature of bureaucratic
rigidities is such that a number of autonomous
agencies have been created for the implementa-
tion of integral programmes. These may exist
under the sponsorship of existing ministries, or
separately. Generally, they result from the ur-
gency for attacking specific problems of mar-
ginal populations.

A fourth type of comprehensive action may
result from sectoral programmes which use the
community development approach. These actions
may occur apart from a national policy of com-
munity development or popular participation.
Ordinarily such actions do not relate to a na-

tional or regional development plan, and are
limited in regard to their degree of intersectoral
co-ordination. Finding themselves required to
undertake comprehensive programmes as a re-
sult of the introduction of community develop-
ment concepts, some sectoral agencies have
themselves initiated intersectoral actions in which
they employ personnel and techniques of other
sectors. These activities have led to conflicts of
concept and fragmentation of community devel-
opment in Latin America.

In summary, the policy guidelines should
establish the organizational structure of the area
programme in three fundamental aspects: (i)
by providing for the creation of a policy-making
and programming unit, whose mechanisms can
be kept separate from those of implementation,
and responsible primarily o political authorities
at the regional or national level; (ii} by giving
each of the collaborating agencies a role in co-
ordination of the programme by the establish-
ment of a co-ordinating council; and (iii) by
conceiving of all of the action agencies in the
area, whether governmental, semi-public, or
private, as potential instruments for the execu-
tion of the programme.

HI

CONCEPTS AND METHODS OF PROGRAMME ELABORATION

From their diagnosis the programmers will
have obtained information about the character,
needs and interests of local groups. They will
have defined the area of action in physical and
social terms. They will have analysed possible
objectives and the resources available in terms
of their possible new combinations into instru-
ments of area action. They will have studied the
forms of economic and social organization at
the local level to identify the modular units of
the different kinds of activities of the pro-
gramme. Finally, they will have reached a con-
sensus among agencies, people and leaders about
policy guidelines and the organizational pattern
of the programme.

All of this work will have been necessary
in order to draft the programme as an opera-
tional document which fixes targets, the form
of organization and the instruments which will
be used in carrying out the activities. The pro-
gramme will be a system of interrelated parts
having a structure and capable of producing
the kinds of outputs which are necessary to ac-
celerate the development of the population in
the area. The concept of the programme as an

input-output system implies a certain sequence
of activities over time which should be stan.
dard in their effects. The principles of adminis-
trative and technical rationality require that
the inputs be spread over an optional time
period which has already been studied in the
diagnosis. For greatest efficiency of resource use,
the operating agencies will synchronize their
activities in each community or area by the
breakdown of the total time period into phases
and sequences in which tasks are rationally or-
dered.

The concepts and methods of programme
elaboration which are described here have been
used in the rural development and integratien
programmes of Ecuador and Bolivia, and in the
scheduling of operations in agrarian reform set-
tlement projects in Venezuela. They are intro-
duced here as a method for introducing ra-
tionality into programming. They are not
intended to be dogmatic or inflexible rules. They
represent procedures for converting conventional
sectoral or community development services into
instruments of an action system. This system
should be capable of achieving measurable ob-
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jectives with highly specific inputs of resources
in such a way that it can be continually read-
justed for greater efficiency through cost analysis,
evaluations and administrative controls. As we
have mentioned in the Introduction, these are
the techniques which are so much needed for
the preparation of area development projects
which can meet given standards of feasibility.

1. Trajectory of coverage

In the diagnostic process an inventory can be
made of all of the classes and total quantity of
modular operational units. This total of all of
the communities, groups, associations and other
organizations to be attended during the imple-
mentation of the area programme will predeter-
mine all of the other factors in programming.
The rate at which the programme can cover the
modular units will probably not be constant,
Due to start-up difficulties such as lack of per-
sonnel, adjustments of techniques and the crea-
tion of new instruments, the operation begins
slowly and accelerates its speed over the years.
This accelerating rate of coverage is the trajec-
tory of the programme.

The trajectory can be graphed as the num-
ber of communities or other units to be attended
over the duration of the programme. An exam-
ple of this process is found in the Rural De-
velopment Programme of Ecuador, which in-
creases from 96 communities to 1,572 in a
period of 10 years, with a total coverage of 35
per cent of all modular communities.’*

The failure to set a trajectory in a programme
of popular participation can lead to serious
difficulties, for it may result in demands for
coverage which were not foreseen and which
cannot be met. For example, Llosa reports of
Peru, “Once the will of the peasants has been
mobilized in a process which tends to improve
their living conditions, the demand acquires a
very accelerated growth. As a result, the requests
sent up by the communities have augmented
day by day, surpassing the technical and mate-
rial capacities of Cooperacién Popular. But if
the expectations which have been created are not
met (at times, through the work of the opposi-
tion, these have been stimulated by exaggerated
suggestions), the peasants feel deceived, believ-
ing that their real desires have not been taken
into account. The consequences of this situation
can be grave, not only for Cooperacién Popular
but also for future social development.

14 Fcuador, Junta Nacional ds Planificacién v Coor-
dinacién Econémica, Plan General de Desarrollo Eco-
némico y Social, Tomo VI, Libro Primero, “Programa
Nacional de Desarrollo Rural” (Quito, 1964), pp. 27-28.
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“In effect: between August 1963 and Au-
gust 1964, the field headquarters of Coopera-
cién Popular received 1,538 requests from the
communities, of which they attended only 665,
This means the reaction of the peasants to the
mobilization initiated by Cooperacién Popular
exceeded the present capacities of the organ-
ism by over 100 per cent. The accelerating
demand, especially in view of the fact that
the resources of the programme are not being
increased but reduced, may lead awakened
desires to turn against the organization which
in their view is frustrating them.”15

Through the joint action programming of the
Consejo Nacional de Desarrollo Comunal, these
difficulties are being overcome. With the incorpo-
ration of Cooperacién Popular into the com-
prehensive integration project, its areas of
coverage have been concentrated in seven zones,
and some of its substantive responsibilities are
being shared by other agencies.

Coverage must be scheduled on the basis of
the instruments available. The question of
priority for areas and communities will in turn
depend upon the nature of the targets and the
intensity of activities, The problems of geo-
graphical concentration and selectivity occur
within the country as a whole in the assignment
of priority to certain regions and areas. It also
appears within the programming area. We have
already indicated that the Andean Mission in
Ecuador follows a policy of selecting strategi-
cally located and influential communities in a
plan of penetration of the area. Selected com-
munities are given first priority in the sched-
uling of coverage in order to obtain early de-
monstrable effects which should increase the
motivation and interest of the more backward
communities. The instruments of the programme
have been developed around “minimal targets”,
i.e., critical activities which achieve the most ef-
fective results in terms of development goals.
The Andean Mission does not attempt fo re-
spond to any sort of request from any com-
munity in the area. Its targets and activities in
the area, and in each community, follow a ra-
tional sequence based upon the strategy of bal-
anced economic and social change.

In the programme of the National Indian In-
stitute of Mexico, the approach to scheduling
coverage is much the same. The Institute gives
priority to four basic targets: (i) roads; (ii)
credit; (iii) sanitation; and (iv) education. In

15 Jaime Llosa Larrubure, “Cooperacién Popular: Un
nuevo enfoque del desarrollo comunal en el Peri,
Revista Internacional del Trabajo, vol. 74, No. 3, 1966,
p. 269 (translation by author).



the areas of refuge it also follows a strategy of
penetration. The principal installations are in
the administrative and trade centre of the area,
which is usually a mestizo city having many
related services which collaborate with the
Institute in the programme. Within the pro-
gramming area, priorities and targets are as-
signed to two kinds of zones. These include the
demonstration zone, which enjoys a permanent,
constant and direct contact with the programme.
“In this demonstration area are installed educa-
tional, sanitary, medical and agricultural dem-
onstration services, as well as others, whose use
is stimulated; but the most important installa-
tions consist in the organization of economic
development projects which aim at showing the
modern techniques for exploiting the resources
of the habitat: soils, pastures, forests, rivers and
lakes.”18

The second area is one of diffusion or exten-
sion of the programme, It is the zone which can-
not be reached in direct action. Certain oc-
casional services are provided in the area of dif-
fusion, such as sanitary campaigns, legal aid,
and promotion based on the demonstration of
rising standards of living and development in
the first area. A third zone is called the area
of migration, to which the Indians are taken as
paid labourers. It lies outside the area of
refuge, and in this case the local co-ordinating
centre of the Institute serves only as a super-
vising agency. A fourth area is that of resettle-
ment, in the event that population densities in
the area of refuge are so high as to require
such measures. In projects of resettlement, the
Institute acts as one of the collaborating agen-
cies through its co-ordinating centre in the area
of refuge from which the Indian people are
migrating. The programming of such resettle-
ment projects, which may involve many govern-
ment agencies, is done at the national level. We
see here the way in which activities in one pro-
gramming area may be rationally related to
those of other areas, through co-ordination and
central planning of a number of integral pro-
grammes or projects for different programming
areas.

The programming by the Rural Development
Institute of Bolivia, the Venezuelan Community
Development Programme which operates in se-
lected communities within state programming
areas, and the agrarian reform programmes of

16 Gonzalo Aguirre Beltrdn, “El Desarrollo de la
Comunidad en las Regiones de Refugio” en Jornadas
de Financiamiento Agricola en América Latina, Banco
Interamericano de Desarrollo-FAQ (Vihia del Mar,
Chile, 1965), pp. 22 ff.

many countries—including Chile, Paraguay,
Brazil, Ecuador and Peru—include some ele-
ments of this area coverage approach. The same
principles can also be applied in urban areas.
In urban renewal and community development
projects of the Foundation for Municipal De-
velopment in Venezuela, project areas were se-
lected and activities were programmed to achieve
coverage within a number of these over a period
of several years,

The scheduling of coverage in the local area
should of course be based on the conclusions of
the diagnosis, The analysis will have determined
the feasibility of certain kinds of activities, and
should make it possible to assign specific priori-
ties to the communities in line with the tactics
of utilizing existing patterns of communication,
social organization and local leadership. How-
ever, a longer-term schedule of coverage for the
programming area should be constantly evalu-
ated and revised in the light of experience. The
difficulties of Peru’s Cooperacion Popular are
very likely to occur elsewhere. It is probable
that once action begins, other communities in
the area—or other regions—will demand similar
technical services. This may lead to a situation
of crisis, if the agencies are incapable of re-
sponding with the amount of resources available.
Such demand by the communities may lead to
modifications not only of trajectory of coverage,
but of policy, as mentioned above. It may be
possible to increase the input-output efficiency
by changing the coverage: some communities
are likely to respond more positively than ex-
pected, and those which were given highest
priority may need a longer period of assistance
than the programmers originally estimated.
These changes in the schedule of coverage for
the area will directly affect the phasing of activi-
ties, to which we now turn.

2. Phasing of activities

In the discussion of diagnosis, we have seen
that the programme or project can be broken
down into many activities, all of which are in-
terdependent and form combinations of tasks. In
each community or other form of modular group,
the operational process becomes very complex
as the personnel of a number of different techni-
cal subprogrammes work in harmony with the
people. The tasks and activities must be synchro-
nized and scheduled throughout the area in order
to determine the total inputs in a given num.
ber of years. For programming reasons it is
helpful to divide activities into three phases:
promotion, implementation and consolidation.
Phasing is a method of standardizing techniques.

19



Certain kinds of targets, and their corresponding
tasks, will be grouped in time sequences in the
communities to make most efficient use of per-
sonnel.

Promocién, motivation, animation or senstbi-
lizacion are different terms which have been
used to describe the first phase of the action.
The activities included in this phase may take
many different forms, but all are aimed at estab-
lishing contact with the modular groups to be
covered by the programme, and to stimulate and
orient them in participating in the development
process,

The most effective techniques, as well as the
relative emphasis to be given promotion, should
be analysed in the diagnosis. If no experiences
exist in the programming area, pilot projects us-
ing different experimental approaches in promo-
tion should be tried out to see how the people
react.

Promotion should create among the people a
“development ideology” which encourages the
community to identify itself with the national
development process. At this stage the people
should make a decision to participate voluntarily
and to begin preparing their own microplan for
collaborating in the activities, The community
may begin to organize formal groups and its
council or local government during this phase.

In some areas already undergoing rapid social
change promotion may not be necessary. The
prevailing differences of cultural values, social
organization and relative integration into the
socioeconomic system of the programming area
may also call for different promotional ap-
proaches within the same local area, especially
in countries where Indian, mestizo, Iberian or
African ethnicity exists. Since the promotion
phase should stimulate each modular group to
make a decision as to its participation in the
programme, the techniques employed should ac-
celerate the development process as much as
possible from the outset. Promotion may take
the form of educational activities, as in the
Puerto Rican community education programme.
It may emphasize the organization of local coun-
cils, as in Colombia’s Accién Comunal. Or it
may attempt to slowly reduce barriers of social
distance, isolation and ignorance through visual
aids, the use of native languages by technical
personnel and other techniques in combinations.

Promotion should be concentrated in a limited
area as foreseen in the schedule of coverage.
It is possible and advisable to combine the
diagnostic survey of the local area with cov-
erage. The survey team may include techni-
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cians who will work in the villages after the
diagnosis is complete. The organization thus
derives the maximum benefit from the rappors
and personal contacts established in the survey
period.

Once the traditional barriers have been over-
come and a climate of positive concern for
progress has been created, the people are impa-
tient to see tangible results. At this stage it is
already too late for programmers to begin think-
ing of the acquisition of resources, the co-ordina-
tion of different sectoral activities and the or-
ganization of an administrative apparatus
capable of delivering services in the area. These
operational mechanisms must exist before pro-
motion begins, or at least must be in the last
stages of activation concurrently with promo-
tion.

Promotion cannot be a self-help process.
Therefore, the use of mass media or political
promotion for stimulating the people must be
rapidly followed up by technical orientation
and assistance to help the people understand the
nature of the programme and their role in it.
Promotion should also be directed at groups net
directly involved, as political and power elites
in the cities, whose support is essential for the
success of the programme. A period of from six
months to a year may normally be assigned to
the promotional phase in each community. As
we have indicated, the exact nature of the activi-
ties and the timing will have to be adjusted to
the Iocal situation,

Implementation, as the term indicates, is the
phase of intense activity by the community in
the achievement of the tasks which have been
jointly planned by the local group and the
programme organization. This phase usually
lasts for more than two years. Again, it is vari-
able, depending upon the rate of change which
local populations are capable of sustaining,

The actions result in the attaining of sequences
of targets which are the objectives of the pro-
gramme. These may include the development of
infrastructure, new institutions and forms of or-
ganization, integration of local groups into
wider social and economic systems, increases of
production, accumulation of capital and rising
levels of living. This phase of the programme
should produce measurable growth and change.
From the baseline statistics and analysis of the
diagnosis, it should be possible for the pro-
gramme to quantify this progress. More than
anything else, the implementation phase is im-
portant because the will and the means of self-
sustaining improvement are “built into” the
community system.



Consolidation refers to the phase in which
the programme reduces the intensity of its activi-
ties. The community has begun a process of
change and growth. It will be able to maintain
a certain impetus with decreasing inputs by the
Government. In this phase of devolution of
responsibilities for progress to the local group,
the rhythm and intensity of services by technical
agencies become normal, i.e., similar to that
offered to the more developed communities. The
programme is still supportive of the continuing
development process and responsive to the needs
and interests of the community. The number of
programme tasks and the instrumentation of
specific objectives decline to a minimum as other
institutions and local government assume in.
creasing responsibility for continuing activity.

The consolidation phase may require one to
three years in countries or regions having well
organized government and community services.
If the local governmental services are weak, and
continued attention to the local programming
area is required through the joint action pro-
grammes, the consolidation phase may be longer
than three years.

3. Action fronts

Phasing is a method for grouping targets into
combinations requiring similar instruments. Ac-
tion fronts, as we refer to certain classes of
activities, is a related concept which is useful
in the achievement of balance in programme
content.

The front of organization for development re-
lates to those targets and activities which focus
on the human factors and the organizational
structure as a kind of social infrastructure for
development. In this area the objectives of an
intangible kind, such as promotion, motivation,
social attitudes, co-operativeness, participation
and group functioning are uppermost. In the
programming guide used by CORDIPLAN for
agrarian reform settlements,!” the activities
which are included in the organization front are:
(i) promotion, both individual and collective;
(ii) community organization; (iii) leadership;
and (iv) community integration, with emphasis
on rights and freedoms, inter-community inte-
gration and social services.

The front for improving production, or
economic development, concerns the processes
which raise the outputs of all types of local

17.Bubén Utria, Algunos elementos pare la progre-
macién de actividedes del desarrollo de la comunidad
¥ participacién popular en la consolidacién de asenta-
mientos campesinos, CORDIPLAN, Caracas, 1965, p. 39.

economic activities, by improving the technology,
bettering the forms of marketing, and promoting
entrepreneurial or management skills for the
exploitation of local resources. The objectives in
this class of activities also include capital ac-
cumulation by saving and development of pro-
ductive facilities, as well as the organization of
economic enterprises, the use of credit, and the
development of human resources.

In the programme referred to above in Vene-
zuela, the activities of this front include: (i)
training for production, including collective and
individual instruction as well as marketing skills;
and (i) production stimuli, which fall into
categories of campaigns, and of production con-
tests and shows.

The front for raising levels of living, or social
development, focuses on processes of develop-
ment which increase the goods and services
available for consumption and influences the
quality of living through the elevation of the
cultural level. In so far as the “aspiration effect”
generates demand for new goods and services,
it stimulates increased efforts and enterprise,
as people fulfil their aspirations. The aims of
social development should also include activities
which tend to reduce the exaggerated differences
between social classes which may lead to feelings
of deprivation and inferiority. In this way the
front of raising levels of living specifically in-
cludes the psychological effect of integration,
thereby diminishing the conditions which create
or maintain social and economic marginality.

In the Venezuelan programming guide which
we use as our example, the social development
front includes the following: (i) promotion of
health in its preventive, nutritional and treat-
ment aspects; (ii) housing and home including
community services and amenities; and (iii)
education and culture.

4. Instrumentation of targets: sub-programmes
and activities

The programme in its elaborated form synthe-
sizes all of the information which has been pro-
vided in diagnosis and policy guidelines. As we
have mentioned, it must give the administrators
and technicians a basis for activation of a sys-
tem. The place where all of these diverse fac-
tors come together—and the spinal column of
any operational programme—will be the instru-
mentation of targets.

When the programmers approach the task of
instrumenting the specific objectives which have
been agreed upon—or are still being agreed
upon as programming proceeds—they will have
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a limited quantity of resources upon which to
draw. If a number of different agencies are col-
laborating in a programme of interrelated joint
actions, it is necessary to subdivide the pro-
gramme so that the funds and personnel of each
agency can be channelled into specific activities
and tasks. Each sub-programme can be assigned
to a single agency, or to several agencies by
again subdividing it into activities and tasks.
The instrumentation of certain targets may be
rather complex, as several different sources of
resources and techniques are required. Never-
theless, funding can be calculated and imputed
no matter how many or what kind of organiza-
tions are involved in the system. The total for the
programme can be determined, as well as the
subtotal for each agency and the contributions
by the communities.

Through the use of unit cost estimates for
each task or instrument, the programmers can
calculate the costs of each target. The resource
limitations will therefore be a parameter for
determining the number and kinds of targets
which can be achieved each year. The policy of
the programme will determine which phases
and fronts should have priority in the alloca-
tion of the available resources. Therefore, the
relative costs of instrumentation of the targets
will be considered in determining the nature and
scope of sub-programmes and activities, and in
phasing these.

If costs are carefully analysed for each target
and instrument, it may be possible in some ac-
tivities to measure outputs so that cost/benefit
ratios can be calculated, However, in human re-
source and social development, the procedures of
determining the cost of an instrument in terms
of the person benefited may be either too com-
plex or prolonged to make it useful as a pro-
gramming method, at least in the first years of
the action. For that reason, the method of unit
costs/target is preferable, if we consider that a
target should refer to the attainment of some
activity or task, based on certain standards,
which provides goods or services which are
measurable objects. The cost of each instrument
will be lowered if it is combined with other tasks
or activities, and if administrative costs can be
reduced by joint action.

The programming method which we have just
outlined can be understood better if we take a
specific example of the instrumentation of targets
and the related unit costs/target method.

As we have seen above, the Andean Mission
administers a project of the National Plan which
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represents the initial implementation of the na.
tional Rural Development Programme. The ob-
jectives of the Programme are therefore related
to the attainment of strategic goals of the Na-
tional Development Plan. The Andean Mission
has broken down its Programme into ten sub-
programmes.

Each year the agency sets targets with each of
the communities covered. The kinds of targets
are determined by the interests and needs of the
community as disclosed through participative
programming in which field personnel, local
groups and a central office programming unit
work together. Availability of instruments, in
the form of funds, equipment, personnel and
techniques, determines the coverage of the pro-
gramme as a whole as well as the kinds of
activities which can be undertaken in each
community.

Within each sub-programme, the agency speci-
fically schedules all targets and their instru-
mentation. For example, the agricultural de-
velopment sub-programme is broken down into:
(i) supervised agricultural credits; (ii) agricul-
tural extension (demonstrations); (iii) school
gardens; (iv) family gardens; and (v) small ir-
rigation works. The instruments for attaining
targets in each of these activities have been
specified as a result of practical experience with
Indian people. The average unit cost of each in-
strument for each task is calculated by cost
analysis. The agency knows the average amount
it must allocate in its budget for supervising
each farm credit, constructing each kilometre of
small irrigation canals, developing each school
garden, and so on. Through the use of this
method of unit costs for tasks and activities,
which is under constant review and analysis, the
agency can rationally relate its resources of per-
sonnel, equipment and funds to the targets to be
achieved each year in its total coverage of rural
communities. It is also able to determine the
support of each collaborating agency for a speci-
fic set of objectives. The three-year financial plan
of the Programme is based on the coverage of
communities and the projected costs of opera-
tion and investment for each of the sub-pro-
grammes.

The subdivision of programming areas into
sectors served by interdisciplinary teams is used
as the basis for rationalizing inputs of personnel,
equipment and techniques. The number of teams
determines the cost of instruments for the pro-
gramme, and limits the coverage of communities
per year. The concept of “minimal targets” in
each technical activity has been applied to re-



duce the programme content to conform with
priorities. It should not be assumed that this
method of programming is rigid, and that tar-
gets are completely standardized. In practice it
is quite flexible: many communities are assisted
in reaching goals which are purely local in na-
ture, because the field personnel are free to
use instruments in a variety of ways so long
as no additional resources are needed.

The concepts and methods of programming
by instrumentation of targets are still imperfect.
Many improvements will be made in years ahead.
However, we are interested essentially in show-
ing here that a programme can be conceived as
an input-output system, in which the instru.
mentation of targets can be rationally organized.
By this method costs can be more accurately
predicted than in the lump-sum budgeting ap-
proach of conventional technical services. The
programming method makes it possible to deter-
mine the feasibility of the proposed actions in
relation to interests and needs of the popula-
tion, considering the resources of funds and per-
sonnel which are available. The rational struc-
turing of the interagency system marks an
important step forward for the more efficient use
of resources to attain specific development ob-
jectives.

5. Co-ordination of technical services

In the past few years many government
agencies have become very much concerned
about co-ordination of their activities. The
attempts to create community development co-
ordinating mechanisms in Peru, Colombia and
Chile at the Presidential level show the urgency
with which this problem is being treated.

If the agencies in the local area continue to
operate as conventional services, they will have
difficulty in co-ordinating their activities. In
such cases each agency must separately reach
agreement on many programme variables with
all others. Without a programming unit which
can analyse differing standards, codes of be-
haviour, resources and objectives, the desired
co-ordination remains primarily a matter of con-
venience for each agency in terms of its own
interests. Duplication and rivalry are the inevita-
ble effects of a fragmented and unsystematized
aggregation of public and private services.

The conception of the area programme as a
system of interdependent and mutually respon-
sible parts offers an alternative to present at-
tempts at unprogrammed co-ordination. Through
participative diagnosis and programming in

which agencies can achieve consensus on policies
and instruments, the organizations can operate
more rationally at the village level where the
greatest savings can be made through joint
action. The area programme reflects the needs
and interests of all of the agencies, as well as
those of the communities: it is no more than a
highly specific agreement in which the activities
of the collaborating agencies are synthesized
in an integrated schedule of operations.

We do not mean to imply that programming
is a kind of magic wand which will resolve all
of the problems of co-ordination. It certainly
will not. But the experiences of a number of
agencies in different countries clearly prove
that it is possible effectively to interrelate in-
struments, activities and tasks in a common
system.

CORDIPLAN’s experience has been summa-
rized thus:

“At the time of its inception the National
Programme had no budget of its own at the
local level. The pilot projects were financed
by co-ordinated effort at the local level. Simi-
larly, the technicians who co-operated on
these projects were made available by various
agencies. This made possible the co-ordinated
use of various types of services in the Pro-
gramme, and infused each participating agency
with the idea of complementarity in commu-
nity development. The success of these projects
led the regional authorities to allocate funds
in their regular budgets for community devel-
opment. From the standpoint of the national
budget, the advantage of this procedure is
that the overall advance of the programme
is not hampered by budgetary limitations.
Thanks to co-ordiration . .. the resources are
constantly being expanded as new pro-
grammes, new sectors, and volunteer tech-
nical personnel are incorporated into the com-
munity development projects.”!8

However, there is more here than meets the
eye. One of the secrets of effective co-ordination
is outstanding leadership: certainly in the in-
stances mentioned above, national agencies or
co-ordinating groups have owed the success of
participative programming and operational co-
ordination as much to the initiative and expertise

18 Carola Ravell, “Community Development in Vene-
zuela”, Inter-American Development Bank, Community
Development: Roundtable Documents, presented at the
8th Meeting of the Board of Governors, Mexico City,
1966, p. 26.
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of certain key officials as to the methods they
have used in formulating programmes. This fact
leads one to conclude that while a national or
regional policy of joint action and co-ordination

Iv

is an essential first step for participative pro-
gramming, it should not always be expected to
have effect unless unusually capable adminis-
trator-planners take charge.

THE RELATION OF PROGRAMMING TO EXECUTION

A good programme is one that can be effec-
tively executed. The programming group must
therefore take into careful consideration the
administrative and operational capabilities of
the organisms responsible for implementation.
It is evident that a modern and efhcient admin-
istration is a sine qua non of execution: W.
Arthur Lewis has written that, “Without a rea-
sonably competent administrative machine, there
is no basis for development planning.”*® If the
mechanism of implementation does not exist, it
must be created. In this case, programming will
also have to be applied to the processes of ad-
ministrative organization.

The question of the relationship of program-
ming to implementation by existing technical
services and agencies acting jointly is one of the
most vexatious for planners, What is the role
of planners in the execution, supervision, evalua-
tion and control of the programme? This prob-
lem takes the form of a dilemma for them.
Should they remain aloof to administrative
problems and resist direct involvement in the
process of doing? Or should they regard plan-
ning and doing as essentially one action in
which they must share administrative and op-
erational responsibilities? The answers to these
questions differ, and valid reasons have been
given for both alternatives. In taking either
position, the programmers must pay the price
of certain disadvantages for themselves and for
their degree of authority and power.

For example, if they prefer to disclaim re-
sponsibility for programme execution, the plan-
ners must entrust implementation of the com-
pleted plan to other officials. In such a situation,
they can only hope that the administrators and
technicians understand and share the develop-
ment jdeology and the goals of the programme.
In these situations, the warning of Lewis cuts
very deeply against the logic of preparing
elaborate directive or comprehensive plans.
When administrative and technical competence
for implementation are weak-—as they so often

19 Lewis, op. cit., p. 21.
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are at local bureaucratic levels—it may be much
more sensible for the programmers to simplify
their work, and to prepare programmes directed
only at the solution of certain key problems.
The price for completely separating planning
from execution is likely to be very high if the
execution of the plan breaks down as a result
of this separation, because the operating agencies
are not capable of following through with the
elaboration of specific area projects.

The alternative seems no better- to most plan-
ners. For on the other horn of the dilemma
they are caught in a participative process in
which programming may be subjected to many
pressures from administrators, technicians, po-
litical leaders and community groups. The price
to be paid in irrationality, inefficiency and the
loss of technical planning control may also prove
to be high.

Although it is popular at present to criticize
planners for their failure to elaborate a stockpile
of projects which can be executed expeditiously,
the crucial question of how these are to be im-
plemented is a factor in their preparation. The
dangers of combining programming and admin-
istrative functions are very real. Planners have
three objections to doing so. First, they are
apprehensive of surrendering authority at the
centre to the periphery. Participative planning
and joint executive control means dispersion
of authority. Planning has won power and au-
thority very slowly. Planners who now have
power of decision-making at high levels feel that
they will be exposed to attacks and adverse
influences from many quarters if they allow
peripheral political and bureaucratic factions
to reassert their authority in planning for the
local areas.

Secondly, planners fear that the value and
interest differences are too great between them-
selves and peripheral pressure groups on basic
planning principles such as rationality, organi-
zation, co-ordination and objectivity in policy-
making. The problem they see is that of dual
bureaucracies, one at the centre which is modern
and rational in objectifying its functions, the



other at the periphery which is traditionalistic,
irrational, fragmented and subject to special
interests of local caciques and factions. Under
such conditions, the planners can hardly be
blamed for hesitating to venture out of the
central circle of modern bureaucratic behaviour
and organization which supports their planning
ideology.

Thirdly, the planners suspect that by partici-
pating in programme implementation they will
be caught up in local processes of “patchwork”
administration and constant programme read-
justments. When such measures fail and the
execution of the activities goes wrong in the
field, they will be held responsible for the fail-
ures and will lose face and authority as well.
In a sense, this third point represents a fear
on the part of many programmers that political
leaders will pressure the planning group to carry
the bulk of administrative responsibility and
details, while denying sufficient authority to
really make the programme work.

Yet the dilemma 1is a real one, and the funda-
mental consideration must not be one of profes-
sional status, sharing of power and authority
by planning systems, or an illusory division of
labour which separates “thinking” from “doing”.
The goal of planning is guided development.
It will be impossible to get the processes of
change and modernization started in the tradi-
tional sector of the dual bureaucratic structure
unless programming sets up certain conditions
in the administrative and operational mecha-
nisms to be employed as instruments of execu-
tion.

These patterns of interrelation between pro-
gramming and execution will fall largely within
the area of administrative organization of the
programme. They will involve three levels at
which the relationships between planners and
administrators must be defined. If we recall that
the programming process must in principle be
participative in order to (i) gather information
needed for planning from all relevant sources;
and (ii) move towards consensus on means and
ends among groups affected by the programme,
then the kinds of relationships between pro-
grammers and implementing personnel can be
different at each of these levels. The central
planning office at the top must have a high
degree of autonomy. Planning bodies in the
ministries, regional development agencies and
autonomous organisms at the middle level can
also operate effectively without taking respon-
sibility for the functions of execution. But at
the local level, the purposes of programming
will be frustrated unless the politico-bureaucratic

and popular organizations are influenced by the
planning ideology, with its conceptions of ra-
tionality, objectivity, hierarchy and interdepend-
ence. Obviously, the best means of achieving
this diffusion of the new values and ideology
will be to place its carriers—the programmers—
right in the executing mechanisms. Thus, what-
ever the conditions may be at higher planning
levels for participation of administrators in
planning, and for planners in programme execu-
tion, our thesis here is that in the local areas
programming and administration must be built
into operating mechanisms as a joint function
of guidance and control.

In order to understand better why this is so,
let us consider all of the objections which plan-
ners usually cite for not mixing planning and
execution, as we have summarized them above.
Those refer to the manifest functions of plan-
ning, conceived as the ordering of inputs and
outputs for development. But planning also has
latent functions. Friedmann has pointed out that
in Venezuela the planning ideology has been
used “as a lever for achieving results which
for both the public and many technical planners
remained largely invisible”:2° planning fulfils
these functions in serving as a popular symbol
of the development society, stimulating public
confidence, contributing strength to the stabiliz-
ing consensus that government should act ra-
tionally for nation-building and progress, and
promoting rational adaptation and change in all
sub-systems of the society. Included in the last
are those politico-bureaucratic structures at the
local level that appear to be obstacles to the
execution of programmes.

The nature of a community development pro-
gramme aimed at achieving a high degree of
popular participation in development is such
that these so-called latent functions of planning
must be placed at the head of the list of desired
goals. The integration of local social and eco-
nomic systems, which are inevitably somewhat
isolated and closed, into a single nationally in-
terdependent system will require a high degree
of deliberate and rational action by the people
and local organizations. Such a process of in-
tegration and participation can hardly be secret.
It must be voluntary and charged with motiva-
tions and attitudes which are consistent with
the nation-building process. This sense of direc-
tion can only appear, as Friedmann argues,
when regional and local planning mechanisms
themselves become instruments for the trans-
mission of the development ideology by direct

20 Friedmann, op. cit., p. 56.
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participation in the processes of change. The
dialogue between planners and all of the groups
involved in action will become the locus of
decision-making, and the beginning point of
planning from the bottom up. Where the most
intensive sharing of information for reaching
consensus occurs, programming must necessarily
be inseparable from the practical questions of
execution.

In order to offset the dangers of those tend-
encies which run counter to the stated principles
of planning, six functions should be provided
for in the executing organizations within which
programmers will have to work at the local or
regional level. These include: (i) administrative
direction oriented to planning ideology; (ii)
technical supervision of operations; (iii) pro-
gramme or system budgeting and cost analysis;
(iv) evaluation of outputs; (v) training of per-
sonnel; and (vi) programming as a continuing
tunction.

1. The nature of administrative direction

Of the four kinds of alternative organizational
forms which have appeared in Latin American
community development programmes, we noted
that several had been unsuccessful as attempts
to unify the functions of programming and ex-
ecution. In other countries, or even in other
programmes in these same countries, successful
combination of programming and execution has
been accomplished. In general, these successes
have occurred either in co-ordinative or joint
action programming of a number of services
at the local level, as in CORDIPLAN-ORDEC
community development projects of Venezuela,
PINA in Colombia, and the National Council
of Community Development and its associated
agencies in Peru. Or the combination of local
planning and execution has been a part of the
organizational structure of an integral agency
with many sub-programmes, as the Instituto
Indigenista of Mexico, Andean Mission of Ecua-
dor, or the Rural Development Institute of
Bolivia.

The organizational form of the executing
agency determines to what extent it will be pos-
sible to apply principles of programming and
administrative rationality in its functioning.
Similarly, the administrative authority of the
management officers of the programme will be
set by these structural characteristics of the
agency. Two factors are crucial. The first is
the degree of rationality or expertise which
governs the selection of these executives. The
second is the scope of their authority to bring
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the organization into systematic conformity with
objectives which are rationally set.

In the autonomous agencies this administrative
authority is patterned after that of a business
corporation, in which the chief officer responds
to a board of directors, and is himself the
channel of authority from that group to all parts
of the organization. A number of community
development, agrarian reform, housing and vo-
cational training institutes in Latin American
countries have this structure. In these organiza-
tions it is not only possible to maximize the
implementation of the principles of administra-
tive rationality, but also to set up planning
groups at the central level which are respon-
sible to the chief executive of the agency, and
have access to information, authority and the
communication systems for developing con-
sensus. Such an agency can usually present
a tightly-consistent programme to higher au-
thorities for funding, and can structure the ad-
ministrative and planning controls so that all
parts of the organization work harmoniously
in their internal and external relationships. In
such organisms the chief executive is usually
subjected to auditing and technical review
through evaluations, and his administrative au-
thority may be diminished by structural dele-
gations of authority to key subordinates in
programming, administration and finance, tech-
nical operations and other functions. Without
major exceptions, the management personnel in
such agencies are chosen for their professional
experience and skills, and it is customary for
central planning bodies to prefer these agencies
as executing agencies for development pro-
grammes and projects because of their planning,
administrative, and technical competence.

Political leaders usually prefer those forms
of organizational structure and executive per-
sonnel which respond to their interests. This
is of course true at all levels, and affects the
kind of authority and adaptations or modifica-
tions or organizational functioning which these
administrators can introduce. In many Latin
American countries, the forms of bureaucratic
structure and functioning are regulated by law
and even by constitutional provisions in complex
and detailed ways. Their relative inflexibility
because of the legislative processes of modifica-
tion often makes it more convenient to create
new structures than to amend or reform the
old. This accounts in large part for the tendency
to set up -parallel or overlapping agencies,
thereby creating further difficulties: of co-ordina-
tion, collaboration and co-operation by govern-
ment ministries and agencies.



In these structures executive authority has
usually been reserved for high political office:
ministers, governors, mayors and presidents are
those who can cut the Gordian knots—if anyone
can—for bringing a number of different sec-
toral or area actions into concert. Here the
expertise of the programmer or professional
manager may often be sharply limited in its
application, and he is usually a co-ordinator,
an adminisirative assistant or a junior officer
to a political figure. We have already sketched
some of the problems which result from the
differing codes of behaviour and values of the
politician-administrator.

The contrast of these two may have other
effects. Agencies with autonomy usually feel a
need to decentralize their authority. The local
administrator of a regional or area programme
is a “line” officer whose expertise can be sup-
plemented by “staff” professionals who watch
over his shoulder and guide him from the central
office. Ministerial or government service “staff”
have a reduced range of authority, since their
expertise may be regarded as interfering with
the authority of some lower echelon political
figure whose interests and administrative orienta-
tion may not conform to the objectives of a
central or hierarchically superior unit. This
fragmentation and division of political authority
into many descending spheres closes the lines
of communication, consensus and co-ordination.
In these conditions, the community development
official has very limited control over the con-
tinuing rationality of development activities as
efficient means-ends instruments. Needless to say,
personnel for these positions are not always
selected upon the basis of professional expertise.

Yet it is important to recognize in program-
ming that the local administrators are the prin-
cipal point of contact for incorporating plan-
ning principles and rationality into operational
mechanisms. They are the focal point of com-
munication with higher and lower units of the
administrative hierarchy. The latent functions
of planning are applicable to these situations,
and it is important to encourage political ad-
ministrators to enter into the dialogue of in-
novating goals and techniques. Many political
authorities have already recognized the symbolic
appeal of establishing the beginnings of a plan-
ning system in their organizations. Through
these steps in regional and local planning, tenta-
tive and imperfect as they are, the influence of
the latent functions of planning will definitely
lead to improvements in administration which
will be convincing to political authorittes. An
increasing number of municipalities, states and

provinces are desirous of joining forces with
development planners. In most cases, the first
effective contact in what may be a long and
useful relationship is to provide them with
guidance in the programming of joint action by
existing services.

2. Technical supervision of activities

Supervision has been given relatively little
attention either in local programming or in
community development activities. One still finds
occasional assertions that community develop-
ment processes cannot be systematized, but only
learned in practice. In the area programming
approach, however, instrumentation of the spe-
cific objectives is a method which draws from
a wide variety of disciplines concerned with
local development processes. The techniques em-
ployed in the instruments are not those of com-
munity development; rather, they are techniques
commonly applied in technical services such as
agriculture, education, health, housing, and so-
cial services. Community development is the
approach used in the application of these in-
tegrated techniques with community collabora-
tion. For this reason the supervision of the
various sectoral aspects of the joint action pro-
gramme must be done by experts in technical
fields. A number of community development
actions also provide for supervision by interna-
tional advisers in all aspects of organization
and operations of the programme.

Essentially, supervision will consist of quanti-
tative and qualitative control of the activities
performed by programme personnel in assigned
tasks and activities. This means that if pro-
gramming has been done in the manner de-
scribed here, the supervisor in each related
service will go into the field knowing what he
should find. He will have the programme guide-
lines for the modular units to be covered by
the operations, and the targets which have been
quantified for each of these. He will know by
unit cost estimates what amounts of resources
are required for the completion of the various
tasks and activities. He can draw from his pro-
fessional or technical knowledge in determining
whether the instruments are satisfactorily pro-
ducing the desired effects in terms of both
quality and quantity of outputs. Since he will
be familiar with the techniques being applied
in his substantive field, he should be able to
make corrections, suggestions and on-the-spot
evaluations of the most desirable ways of ap-
plying such technical skills. In short, the basis
exists in the programme for an objective judge-
ment of problems and progress, so that super-
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vision becomes an effective tool for the rational
administrative control of the activities.

In an integral programme, supervisory person-
nel fulfil a staff function from the centre. They
are often assigned to work under an operations
or technical director, In joint action programmes
of many agencies in co-ordination, each of the
participating services would of course provide
its own supervisory personnel. Operational and
planning agencies can both fit their personnel
into this supervisory system because of its di-
rect control over programme execution.

3. Budgeting and cost analysis

Although the procedures are well known, com-
munity development programmers seldom apply
performance and programme budgeting as an
integral part of the administrative mechanisms
which they establish in organization of pro-
grammes, They customarily conceive of the pro-
gramme, whether of an integral or a joint action
type, as another conventional service in which
all costs are lumped in the object-cum-organiza-
tional classification of expenditures. Sometimes
these classifications are arbitrarily subdivided
into categories which have no relationship to
output objectives, thus making it impossible to
determine accurately what the different objects
have cost. This approach to budgeting makes ac-
curate analysis and control of costs impossible.
It nullifies any attempt at rational program-
ming as a technique for assuring optimal ef-
ficiency.

The purpose of a programme budget is that
of facilitating administrative management which
must in turn account for results in terms of the
development programme. The division of the
budget into object classifications which cor-
respond to programmes, projects, activities and
tasks makes it possible to determine the costs
of each of these units or aggregates separately.?!

21 A standardized breakdown of programmes into
their component categories has been given in United
Nations, A Manual for Programme and Performance
Budgeting, ST/ECA/89, New York, 1965, p. 10, as

follows:

Table of summary definitions used in programming

Operating
categories

Programmet an instrument for
performing functions by which
goals could be set and under-
taken, in principle, by high-
level administrative units

Sub-programme: a division of
complex programmes to facili-
tate execution in a specific
field for which partial goals
could be set and achieved by
specific operating units
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Investment
categories

Programme: an instrument for
establishing targets to be
achieved through an integrated
set of investment projects

Sub.programme: a division of
complex programmes covering
specific areas in which invest-
ment projects are carried out

Project: a series of works in an
investment programme or sub-
programmes for formation of

More importantly, the programme budget meshes
with the periodicity of short-term, middle-term,
or long-term planning. The programme will
comprehensively reflect all of the inputs, both in
operating and investment categories, will identify
the organizations which are charged with speci-
fic activities or tasks, and will summarize in
relative detail the financial requirements by
years, by areas, or by sub-programmes in ways
which provide the information for allocation of
funds. This information is necessary in any type
of comprehensive programme as the basis of
making policy decisions, selecting alternatives
among priorities and programmes, and other
management decisions. If the data on financing
have been prepared for a longer period, this
elaboration must have been accomplished in
close co-operation with administrators so that
the criteria for classification and accounting
have been standardized.

The preparation of a performance budget re-
quires that the progress review and cost ac-
counting procedures by executing agencies be
correlated with the approved plan or pro-
gramme. It is for this reason that the elaboration
of a financial plan of a programme and the op-
erating budgets of the participating agencies
cannot be disassociated. Since the operating
budget is the most important element of pro-
gramme control available to both planners and
administrators, they should work on it jointly
and continuously over the years of the pro-
gramme, In some countries, the planning agen-
cies now closely co-ordinate their programme
budget review processes with the annual budget
preparation of the agencies at the central level.
They call in the officials of the national general
accounting office for consultation as well.

The programme budget also facilitates the
making of management decisions about uses of
personnel and equipment among the local pro-
gramming areas by the implementing agencies,
when it is correlated with the targets, instru-
ments and responsibilities which have been
agreed upon in the programme trajectories,
phases and activities. We should point out that
the programme budget requires legislative or
governmental review authorities to accept or re-

Operating
categories

Activity : a more limited division
of actions towards goals of an
operating programme or sub.

Investment
categories

capital goods, which are car-
ried out by a production unit

programme, involving p
for which an intermediate or
lower-level administrative unit
is responsible

Tasks: a specific operation form-
ing part of a process aimed at
achieving a particular result

capable of functioning in-
d dently
P

Works: a part of a stage in

formation of a capital good
that is a segment of a pro-
ject



ject the programme as a unit. This discourages
budget-cutting and aids in acquiring resources.

However, budgets are not only a management
tool for control of the dynamic processes of
operations. By interrelated organization of a
number of other functions of the financial
management system of the programme around
the budget, it is possible to audit the use of
resources to see that legal requirements, joint
programming and management responsibilities
have been met in terms of efficient organizational
performance, The financial management cycle,
which begins with programming as a means of
forecasting the work load of the organization,
goes on through the other following steps:

(i) From the financial plan of the pro-
gramme, the agency classifies and determines all
of the budgetary resources needed each year;

(ii) From the budget, after review and agree-
ment by higher authority, the agency makes re-
quests for funding;

(iii}) Once allocations of funds have been
made and expenditures begin, the budget pro-
vides the classificatory system and criteria for
accounting of expenditures in input-output
ferms;

(iv) From the accounting process, the ad-
ministrators will have regular and complete
reports of results in performance and costs;

(v) And finally, the information available
through accounting becomes the basis of re-
view and analysis of the programme as a con-
tinuous process. Management decisions can then
be made to control the programme flexibly,
rationally and efficiently. Executives can respond
prompily to changing circumstances and prob-
lems by modification, adaptation and remedial
action within their authority.

As we have indicated elsewhere, it is only
when the programming process is carried down
to the level of the local area that accurate defini-
tion of targets and cost accounting can be
achieved in a programme. The feedback of both
diagnostic and administrative information from
the local area is essential to the programming
process at higher levels. If estimates are used,
these will be unsatisfactory in cost accounting.
The aim should be to budget on the basis of
complete and accurate data, and to elaborate
continuing programmes which reflect measured,
not estimated, inputs and outputs.

4. Evaluation

The systematic programming of joint action
by a number of agencies with many forms of
local groups ard associations will be a very

complex enterprise to bring to implementation.
For that reason, it will also be diflicult to eval-
uate. As we have seen, the supervisory and ac-
counting functions can accurately order the
results about material achievements of the pro-
gramme, and their costs per unit.

However, tabulation is not evaluation. In the
evaluative processes, especially where social and
economic changes of profound kinds are being
analysed, we are often concerned primarily
about results which are intangible, slow to ap-
pear, and interrelated. Usually the community
development evaluator wants to find evidence
of a multiplier factor that has been created in
the village and will lead to continuing progress.
This cannot be measured superficially as the
contribution of so many man-hours of contri-
buted labour or the organization of a local
community council in a determined number of
villages,

Therefore, the evaluation process must begin
with the quantification of targets achieved, the
tangible evidences of innovations, technological
change, and new forms of social and economic
organization in the community. But evaluation
goes well beyond this mere measurement of
what has been accomplished on the surface.
Evaluation should be especially directed at the
quality of change and its consistency, or “fit”
with existing behaviour and institutional forms.
It will focus on the kinds of values and motiva-
tions which the people have developed as a plat-
form of ideology upon which to continue to build
local progress. It will take into account the in-
tegration and linkage of local institutional
forms, and the readiness of the population to be
interdependent with other wider elements and
systems of the society which development re-
quires. Specifically, these are the forms which
popular participation will take in their social
and psychological dimensions, and they are cer-
tainly as important as the amount of local re-
sources which the communities have put forward
for their contribution to the programme.

Other aspects of the programme which evalua-
tion may study will include the balance and
consistency of programme content at the local
level, the economic impact of the programme
as a basis for meeting rising consumer demands,
the attention which has been given to the forma-
tion of a development mystique and a cadre of
local leaders who are willing and able to assume
increasing responsibility for local development
ventures of an independent nature.

Internal appraisal of the organization as an
input-output system is also an indispensable
aspect of evaluation. From the viewpoint of
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administration, the principal function of evalua-
tion is that of maintaining the drive towards ra-
tionalism in the organization. Evaluation as-
sists the system to sustain a sense of objectivity
in its work, thereby clarifying goals, aiding in
achieving targets on time and continuing to de-
velop more effective techniques.

Because of the requirement for objectivity and
comprehensiveness, evaluations are most pro-
ductive when they are done against the back-
ground of a development plan by experts from
outside the programme. However, an external
evaluation of this kind can be accomplished only
infrequently, In programming it is essential to
provide for a continuous internal evaluation
process in which management and operations
personnel participate freely and openly. In the
internal evaluation process, the goal should be
that of utilizing the evaluation process as a
means of focusing the attention of personnel on
the goals of the organization, and upon the es-
sentially rational ways in which they are set.
The sense of sharing in these goals and the
creation of an innovative atmosphere in the sys-
tem are themselves as important to future ef-
ficiency and rationality as are the conclusions
which come out of this internal evaluative
process.

5. Training

The training of personnel by the organization
may also be considered by programmers to be
an essential control function of administration.
This is so because it normalizes the most diverse
elements in the organization, which are the
human ones. Although training often refers to
the service provided for the informal educa-
tion of adults and leaders in community de-
velopment operations, these programme activi-
ties must be kept distinet in our thinking from
the pre- or in-service training of the paid em-
ployees of the agency. This latter kind of train-
ing is essential for the selection of the indivi-
duals having desirable technical characteristics
for the programme. Training inculcates in the
personnel the ethics and values of the organiza-
tion, rationalizes its objectives and transmits
the specific techniques and norms of operations
which are required in its work.

Training should assure that each employee has
digested the concepts and methods of program-
ming in so far as these relate directly to the tasks
which he is to perform. The content of training
should therefore include the interrelation of the
activities of the technicians individually, and
as team or groups, to the programme as a whole,
through its targets and instruments. This will
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enable the employee to see his role in relation
to all other types, to orient himself within the
structure of the organization, and to understand
the kinds of communications, controls, and au-
thority which are required for its rational func-
tioning.

The training processes of community develop-
ment have become generalized throughout Latin
America. They have evolved to a degree which
makes professional training possible in some
countries, at the university and postgraduate
levels. This academic preparation can reinforce
but not replace in-service training by the op-
erational organizations to provide motivation,
a sense of belonging and the desired patterns
of normative technical skills for their personnel.
Operating agencies in community development
and popular participation also have a large
component of personnel who have had no op-
portunity for specialized training. To these they
must impart the basic instruction needed for
work in the programme, in accordance with their
responsibilities. Only one country in the region,
Venezuela, has established a joint training cen-
tre for administrative technical and middle-level
operational personnel in community develop-
ment as the joint effort of all of these services
involved in the national programme. Other
nations continue to rely upon sectoral training
programmes, special courses, universities, and
training activities of regional organizations such

as CREFAL and OAS.

With increasing frequency such courses either
include programming and planning of opera-
tions, or expert personnel of central planning
bodies assist executive agencies in programming,.
The shortage of middle-level personnel trained
in programming is serious throughout the re-
gion. Training of regional and local operations
persornnel for participation in planning should
also be provided in order to encourage the co-
ordination and close interrelation of program-
ming with project implementation.

6. Organization of local programming units

Elsewhere we have mentioned that policy
guidelines for the establishment of programmes
should indicate three essential aspects of the
organization of the local programming units.

The programming units, although they have
been interrelated with executive functions,
should be functionally distinct. This division of
planning from operations functions can be
achieved in many different ways. In the integral
type of programme, the programming unit can
be set up at the level of the national or regional



director to serve the local areas in organizing
and reviewing the programming continuously.
The same type of structure can be created at the
regional level under the authority of a plan-
ning commission, the governor or the director
of a comprehensive regional development or-
ganization.

However, if regional planning units have been
created as hierarchical sub-units of a central
planning agency, the gap between programme
preparation and implementation must be closed
by mechanisms of consultation, participative
planning, information-gathering and perhaps
supervision and control by planning personnel.
It is essential in such cases that the planners
and executive agencies agree upon procedures
for interrelation of sectoral planning, and for
co-ordination of local programming and national
planning.

Many Latin American Governments are now
concerned about the problems of the co-ordina-
tion of planning among national, regional, sec-
toral and autonomous bodies. Each agency hav-
ing a planning function should see that its work
is regarded as a sub-unit of a comprehensive,
systematic effort, and not as an isolated and par-
tial attempt at planning. The joint program-
ming by regional and sectoral planning units
for geographically-limited projects has certain
advantages of specificity and manageable divi-
sion of labour among the different programming
units. This is the significance of the agencies
collaborating in the Peruvian National Council
for Community Development as a planning, pro-
ject co-ordinating and review mechanism. There
are many advantages for community and social
development programmers to work within the
structure of existing or partially-completed re-
gional plans. This is now being done in Plan
Lerma (Mexico), the Guyana Project (Vene-
zuela), Cauca Valley (Colombia), SUDENE
(Brazil) and Alto Parana (Paraguay), for ex-
ample, where the macroeconomic strategy has
already been studied and the commitments of the
Governments for large investments in the region
have already been incorporated into national
policy. Co-ordination in such cases is well ad-
vanced.

Another approach has been attempted in the
creation of regional planning bodies for a state
or province, much in the manner of the French
“modernization commissions”, Thus the State of
Zulia and CORDIPLAN have together created
the Zulia Planning Council, in Venezuela, and
the Department of Antioquia, Colombia, has
established an autonomous development agency
which has a planning body closely related to the

new Council of Community Action established
by the Governor. In France, where the participa-
tive regional planning commissions are exten-
sions of the Central Planning Commissariat, of-
ficials of ministerial planning units (sectoral
agencies), worker organizations, managers of
local enterprises and professional groups are
represented on the commissions. Each of these
in turn is sub-divided into committees concerned
with vertical and horizontal aspecis of plan
co-ordination.??2 However, no country of Latin
America has yet initiated an integrated national-
regional planning system of the French iype.
For reasons mentioned above, it is obvious that
local area programming using the community de-
velopment approach for achieving popular
participation in development should be con-
centrated in regional planning, which will prob-
ably lead in time to the establishment of such
Lntegrated programming systems on a national
asis.

7. Conclusions

Community development continues to grow
in Latin America. As it does so, it continues to
evolve new methods and techniques. At present
one of the most vital fields of experimentation
is that of programming, through which com-
munity development will be drawn more closely
into relation with global planning for national
and regional programmes.

It is clear that useful contributions have been
made in this field in the past few years. The
application of diagnostic techniques, new kinds
of operational concepts and the perfection of
administrative techniques for community de-
velopment have already exiended its approach
and scope far beyond that of a community-
by-community kind of service, and have opened
up areas of extensive programming which are
flexibly adaptable to differing administrative
organizations and project patterns. The result
of this work should make it possible for Gov-
ernments to systematize the planning of such
projects in the next few years as an integral
part of their development programmes to be
financed intersectorally and with foreign credits.

It is possible to foresee that these methods
will enable the countries of the region to make
more effective use of their human and natural
resources which are lying unused in the small
communities, It should also be possible to com-
bine the existing agencies, public and private,

22 Francis Le Guay, “Planning in France”, Economic
Bulletin for Latin America, vol. VIII, No. 1, March
1963, pp. 29 ff.

31



through such programming for more efficient
action in co-ordinated or associated projects.
By the use of programming techniques which
are more sophisticated and more consistent with
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global planning, community development pro-
jects will expand more rapidly than they have
in the past, and will contribute to general social
and economic development.



FISCAL INCENTIVES FOR EXPORT*

I. INTRODUCTION

Fiscal incentives for exports are exemptions
or refunds—total or partial—in respect of import
duties or internal taxes on raw materials and
other inputs used in the processing of export
products, or in respect of taxes levied on the
finished produce. Since such duties and taxes
influence costs and prices of exports, the object
of the exemptions or refunds is to strengthen
their capacity to compete on world markets,

Some of these incentives may be applied to
exports of primary commodities, but they are
more important in promoting exports of manu-
factures and semi-manufactures. In practice,
commodity exports not only do not enjoy tax
incentives, but are frequently subject to tax and
to a less favourable exchange rate. Although
the exchange rate is not actually a fiscal in-
centive, it seriously affects the capacity of ex-
ports to compete on world markets.

There are various kinds of fiscal incentives:
drawback; alternative régimes equivalent to
drawback in their effect, such as temporary
admission systems, bonded warehouse proce-
dures and compensatory imports; and internal
tax exemptions or refunds. The nature and use
of these incentives will be described in the next
section, together with an analysis of the prob-
lems involved in applying them at the country
level, and in attempting to harmonize them
within the framework of regional integration.

The present article will deal mainly with di-
rect fiscal incentives—i.e., those which influence
exports because they were established for that
purpose—and only incidentally with those re-
sulting from government measures adopted with
broader or perhaps entirely different aims in
view. For example, exemption of exports from
a sales tax levied on similar products for

* This article explores the problems encountered by
Governments in establishing and applying fiscal or tax
incentives for exports, examines the new approach which
must be made to those problems when those incentives
are applied in the context of a regional economic in-
tegration programme, and suggests some criteria for
dealing with future difficulties. The article deals essen-
tially, although not exclusively, with the experience of
the Latin American countries, and their problems.

domestic consumption is regarded as a direct in-
centive for exports. But the incentive would be
indirect where tax exemptions established in
favour of new manufacturing lines or industries
producing for export—for example, duty-free
importation of machinery and exemption from
profits tax—happened to have a favourable ef-
fect on exports of specific products.

In examining the difficulties of applying tax
incentives, it should be borne in mind that they
are related to fiscal incentives in the broadest
sense of the term. In other words, exports are
affected not only by tax collection measures,
refunds and exemptions, but also by the type
or pattern of expenditure of tax revenue. For
instance, a new road between strategic points,
or some other infrastructure project, may give
a much stronger fillip to a particular industry
than a tax exemption for industry in general.
There are actually many indirect ways of en-
couraging and even subsidizing exports without
recourse to direct tax exemption or refunds or
direct payment to the manufacturer or exporter.

The problems caused in individual countries
by the establishment and application of fiscal
incentives for exports are essentially the same
as the problems resulting from their application
under a regional economic integration pro-
gramme, In the second case, however, they mani-
fest themselves in different ways, their relative
importance alters and there are new factors
to be reckoned with, In both instances, they
have economic, legal and technical implications.

At the national level, the first rule is to gauge
the probable effects of proposed fiscal incentives
and compare them with the real or potential
effects of similar incentives or other government
policies and practices for export promotion,
It is particularly important in this connexion to
bear in mind policies and measures which might
neutralize or cancel out the effect of the tax
incentives, as, for example, over-valuation of the
exchange rate. There is a danger in not seeing
the question of export incentives as a whole, in
not realizing that their value is limited and in
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failing to understand their relative weight among
all the incentives that should be given to the
export sector. Moreover, for some products,
fiscal incentives may serve no useful purpose or
lead to an unnecessary loss of fiscal revenue.
When there is a world market boom, substantial
profits can sometimes be reaped from certain
exports, and it may even be found advisable to
tax exports as part of government price stabiliza-
tion schemes. Although this is unlikely to apply
to the manufactures exported by the Latin
American countries, it might be true of semi-
finished products made from local raw mate-
rials.

An exceptionally important problem posed by
the establishment of tax incentives for exports
is the need to differentiate between those de-
signed to remedy existing price distortions and
those that really constitute an export subsidy.
A ruling principle in international trade, em-
bodied in the General Agreement on Tariffs and
Trade (GATT) and other international trade in-
struments, is that refunds of taxes should not
exceed the total amount of the tax or the actual
payment, and that repayments over and above
that limit are in effect a subsidy and might in.
duce the importer country to apply anti-dumping
or countervailing import duties. Apart from this
general principle concerning when a tax refund
actually amounts to a subsidy, there are certain
accepted ideas on the special types of incentives
which are regarded as subsidies. The legal provi-
sions of the international agreements on this
subject will be discussed in detail in a sub-
sequent section of this article.

The third major problem at the national level
is the technical difficulty of determining the in-
cidence of tax measures on export prices. More-
over, it is not always easy to determine the
content of taxable inputs in certain finished
products, particularly when the processing is
technically complex.

Another source of concern to Governments is
the need to avoid the unnecessary complications
that crop up in the export process with the in-
troduction of cumbersome fiscal procedures
which threaten to discourage all export activities.

In the context of regional economic integra-
tion, the key problem arises from the desire to
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avoid granting subsidies likely to disturb
normal competitive conditions among the coun-
tries concerned. Another aspect which acquires
added importance in an integration programme
is the extent to which tax incentives should be
applied. It must be decided, for instance,
whether different levels of incentives should
be set to meet the special needs of the less de-
veloped countries in the region. It is also impor-
tant to prevent inter-country tax disputes or
unduly strong competition that might syphon off
some of the tax revenue urgently needed for
integration purposes. The hazards of a limited
approach, which have been mentioned in relation
to problems at the national level, are parti-
cularly serious for an economic integration
programme. Greater use of tax incentives in one
country than in another or the application of a
wider range of such incentives may be the
means of counteracting other factors affecting
competitiveness on world markets or may be
dictated by the situation prevailing in other
countries as a result of government policies, even
when they are of a non-tax nature. In the same
way, attempts to harmonize tax incentives for
export on a regional scale will have to over-
come the difficulty of determining, at the national
level, the incidence of taxes on export prices and
the content of taxable inputs in technically
complicated finished products. Special problems
are also created by the need to decide whether
to grant exemptions or refund some of the more
controversial types of tax (e.g., on fuels, ma-
chinery and wages, and direct taxes on export
earnings).

These questions relating to the economic inte-
gration process have been raised here because
in Latin America this process has reached the
stage where account must be taken of the impact
of national export policies on competition among
the different industries in the area and the
regional harmonization of policies and practices
in this field. They have been discussed in
ALALC, which has been attempting to develop
common standards for the application of the
drawback system and systems of equivalent
effect, and seeking some means of avoiding the
distortions produced by fiscal incentives for
exports in the competitive conditions among
member country industries.



APPLICATION OF FISCAL INCENTIVES:

1. Types of fiscal incentives for exports

(a) Drawback

There are many kinds of drawback and other
systems producing similar effects, all of them
established with the object of reducing the cost
of export products containing imported com-
ponents, The aims and effects of drawback are
closely related to those of supplementary systems
(such as temporary admission, bonded ware-
house procedures, and compensatory imports).!
Expressed in its simplest terms, drawback con-
sists in the refunding of customs duties paid on
imports of raw materials and other inputs which
are subsequently re-exported, in processed or
unprocessed form. In other words, although
payment of duties and re-exportation are in-
dispensable prerequisites for the application of
drawback, processing of the imported material
and its use as an input in other export products
is not a rigid requirement in all cases.

Drawback is more usually defined as the re-
fund, at the time of exportation of a manufac-
tured product, of the customs duties paid on
the raw materials and other inpuis used in its
manufacture. In this case, the processing require-
ment is essential. This conception has been
modified and broadened, particularly in the
legislation of certain Latin American countries,
as well as in the provisional draft of a common
definition prepared for the first meeting of
ALALC’s Advisory Committee on Trade Policy.
According to this draft, “drawback means a
system for the partial or total refund of import
duties and taxes and other charges of equivalent
effect, as well as of internal taxes, paid on raw
materials and other inputs used in the manu-
facture, processing or adaptation of goods for
export”. Although no consensus was reached on
a common definition for drawback, it is interest-
ing to note that the definition proposed differs

1At the first two meetings of ALALC’s Advisory
Committee on Trade Policy it became evident that a
drawback policy, or principle for its inter-country regu-
lation or standardization, could not be established
without due regard to the combined effects on intra-
area trade of the various forms in which fiscal incentives
were applied to exports. In fact, it has not yet been
possible to reach agreement on a common definition
of drawback. ALALC began work on a definition in
1965, and is awaiting the preparation of comprehensive
studies on the operation of the various special customs
systems,

a

PROCEDURES AND PROBLEMS

from the classic concepts in two respects: (1)
drawback should not cover cases in which raw
materials or other products are re-exported with-
out having been processed or used as inputs
in goods for export; and (2) under the drawback
system not only customs duties would be re-
fundable, but also internal taxes levied on the
raw materials and other inputs used in manu-
facture.

The references to Latin American legislation
on drawback and other fiscal incentives have
been taken from ECLA sources. Since there
are no extensive studies in the countries con-
cerned or a complete and up-to-date compilation
of Latin American legislation on economic mat-
ters, some of the data may be incomplete or
subject to correction.

Some Latin American countries have a sepa-
rate body of legislation governing the refund of
internal taxes. Others have adopted legislation
covering the refund of both internal taxes and
import duties, while still others have no draw-
back system of any kind as yet.

Table 1 shows the position in the various
Latin American countries.

It has not been possible to collect much in-
formation on the use of the drawback system in
Central America. (The provisions that exist in
principle in the integration agreements will be
discussed later.) The tax studies of individual
countries made by the OAS/IDB/ECLA Joint
Tax program, published between 1964 and 1966
under the title of Latin American Tax Systems,
indicate that Nicaraguan legislation permits
drawback by refund of the duties payable on im-
ports of raw materials that form part of the
nationa] product, when the product is exported;
partial or total exemption of export taxes to the
extent required to encourage competition on
foreign markets; and partial or total exemption
(drawback) from production taxes, to the extent
required to encourage competition on foreign
markets, through the refund of the sum of these
taxes when the product is exported. The
Program’s studies of the Central American coun-
tries refer to tax incentives for economic and in-
dustrial development, but make no specific men-
tion of fiscal incentives for exports per se. The
study on Honduras makes a very indirect re-
ference to the subject when it states that the
Government considers the foreign exchange in-
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Table 1

DRAWBACK LEGISLATION IN SELECTED
LATIN AMERICAN COUNTRIES

Refund Refund
o] of Combined Separate
Country import internal  legislation  legislation
duties taxes
Argentina .... Yes Yes — Yes
Bolivia ....... Yes Yes Yes —
Brazil ........ Yest Yes — Yes2
Chile ........ Yes Yes Yes —
Colombia ..... No No — —
Ecuador ..... Nob No — —
Mexico ...... No¢ No — -
Paraguay Yes Yes — Yes
Peru ........ Yes No — Yes
Uruguay ..... Yes Yes — Yes
Venezuela .... Yes Yes —_ Yes
Source: Latin  American Free-Trade Association
(ALALC), Advisory Committee on Trade Policy
(CAPC), La devolucién de derechos e impuestos

(drawback) en los paises de la ALALC (ALALC/
CAPC/I/di:9) (Montevideo, 28 July 1965).

8 This table was prepared by ALALC before the
promulgation of Act 5025 of 10 June 1966 which
exempts exports from taxes under the head of imports,
customs clearance, consumption, sales, repairs to the
merchant fleet and ports, and stamp duty on exchange
transactions, The Act provides for the refund of the
flat taxes on fuels, lubricants and electric power, which
are a cost component of the manufactures and bene-
ficiated mining products selected for export promotion.

b The Industrial Development Act of 1962 stipulates
that all taxes paid on imported raw materials are to
be refunded to industrial firms in proportion to the
quantity exported, provided that the imported inputs do
not represent more than 50 per cent of the ex-factory
sales price.

¢ The Presidential Agreement of 13 September 1961
with the Ministry of Finance and Public Credit grants
a number of fiscal incentives for the export of industrial
products that require no further processing and whose
import content does not exceed 20 per cent of the cost
of the product. They include what the agreement de-
scribes as a “subsidy for the total amount of import
duty” paid on inputs for these export products. The
tax or duty is not refunded, but the subsidy is credited
to the recipients, who may claim reimbursement from
the Treasury.

come or saving obtained when classifying in-
dustries as basic, necessary or desirable for
purposes of granting tax incentives. The study
on Panama recommends that enterprises export-
ing goods produced in Panama should be
exempt from payment of customs duty on
capital and intermediate goods and raw materials
depending on the proportion of their output
which they export. This franchise is to be
granted without contract. It follows from this
recommendation that Panama did not use the
drawback system. The studies on Guatemala
and El Salvador do not provide any additional
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information on the use of the drawback in
Central America.

(b) Alternative systems equivalent to drawback
in their effects

As has been shown, the salient feature of the
various types of drawback is the total or partial
refund of duties and charges. However, other
systems, equivalent or similar in their effects,
provide for suspension, or exemption from pay-
ment, of such duties and charges. The two
most important systems of this kind are storage
in special premises of goods brought into a
customs territory for subsequent re-exportation
after processing or manufacture and condition-
ally relieved from payment of the import duties
and taxes applicable to them, and temporary
admission. The ALALC countries applying the
former procedure are Chile and Colombia. Tem-
porary admission is current practice among all
the States members.

(i) Temporary admission. According to the
proposed common definition drafted by ALALC,?
temporary admission is the customs procedure
under which conditional relief from import du-
ties and other charges of equivalent effect is
granted in respect of foreign goods brought
into a country for a specific purpose, and in-
tended for re.exportation within a specified
period, either in the State in which they were
imported or after having undergone specified
manufacturing, processing or repair. This defini-
tion was approved by the Advisory Committee
on Customs Questions at its second session, but
has not yet been adopted by the Advisory Com-
mittee on Trade Policy. With the exception of
Argentina® Brazil,* Mexico and Uruguay, which
permit processing, the ALALC countries apply
the temporary admission procedure only to
separately identifiable products re-exported in
the State in which they were imported, without
further processing; consequently, it does not
serve as an instrument for the promotion of
exports of processed or manufactured goods.

(ii) Bonded warehouse procedure. The nomen-
clature and regulations for this system of condi-
tional relief from payment of duties vary from

2 Anteproyecto de normas aduaneras comunes para
el régimen de admisién temporal en los paises de la
ALALC (ALALC/CAPC/1/di:16) (30 July 1965).

8 Although Decree No. 5343/63 authorizes the tem-
porary admission of raw materials or semi-processed
products to be re-exported after processing, this sys-
tem does not seem to have been used much in Argentina.

4In Brazil, the legislation on drawback (Decree
No. 53967 of 16 June 1964) provides not only for
refund of import duties but also for the suspension
of import duties in certain authorized cases.



one place to another. In Chile, for example, it
is known as the “special warehousing procedure”
(régimen de almacenes particulares). In Co-
lombia it is part of the general warehousing
system. In an ALALC document (ALALC/
CAPC/1/di:7)® it is defined as the procedure
under which goods may be stored in special
premises for manufacture or processing and
subsequent re-exportation. The glossary of in-
ternational customs terminology prepared by
the Brussels Customs Co-operation Council in-
cludes the English term “bonded warehouse
procedure”, and defines the bonded warehouse
as locked premises and enclosed spaces approved
by the customs, in which goods may be stored
under customs control without payment of im-
port duties and taxes, and in certain countries
under bond.

Leaving aside variations in nomenclature and
definition, the following are the essential fea-
tures of the system. Imported raw materials
and other products intended for processing
or use as inputs in a manufactured product for
subsequent exportation are conditionally re-
lieved from payment of duties. Raw materials
and other products imported on these terms
are kept under customs supervision, generally
in special warehouses in a position to ensure
that the goods will really be used in the manu.
facture of products for export. To that end, the

5 ALALC, Advisory Committee on Trade Policy, E!
régimen de almacenamiento de mercaderias en recintos
particulares para su elaboracion o transformacion y
posterior exportacion (preliminary study) (ALALC/
CAPC/di:7), 29 July 1965.

importer is required to provide security or a
bond to cover the payment of duties (plus fines
where appropriate) in the event of failure to
comply with this condition. A variant of this
procedure is the system of free areas within
the customs compound where imported raw
materials or other products undergo processing
for export.

(iit) Compensatory imports. The compensa-
tory imports procedure in use in Brazil and
Colombia is another system with effects equi-
valent to drawback. Under this system, instead
of receiving a refund of the duties and charges
paid at the time of importation of the raw
materials and other inputs used in the manufac-
ture of the products for export, the industrialist
is allowed to import replacements of these
materials duty-free. This system cannot be
classified either as drawback or as conditional
relief from payment of duties. It is rather a
case of deferred exemption.

(c) Internal tax exemptions or rebates

To simplify the analysis of internal tax ex-
emptions and rebates, a brief classification may
be made, distinguishing between taxes levied
on income received at the time of its realization
by the taxpayer (direct taxation) and those
applicable at the point when income already
realized is spent (indirect taxation). (See table
2.)

Exemption from indirect taxes, or their re-
fund, is common practice in international trade.
The same cannot be said, however, of direct

Table 2
CLASSIFICATION OF TAXES AND DUTIES

Internal taxes

External duties and other charges

Direct Indirect

Direce Indirect

1. On corporation 1. On production
profits

2. On income 2. On consumption:

(@) General sales taxes, single-

stage or multiple-stage

On exports? 1. Customs duties on imports

2. Other import duties and charges
(such as exchange surcharges,
supplementary duties, etc.)

(b) Specific consumption taxes
(“excise taxes”), single-stage

or multiple-stage
3. On transfers (legacies,

etc.)

gifts,

2 See the following documents prepared for the Conference on Fiscal Policy held under the OAS/IDB/

ECLA Joint Tax Program in Santiago, Chile, December 1962: Victor L. Urquidi, Fiscal policy in Latin America’s
economic development (CPF/DB-8T), p. 21 (where it is explained that “export taxes... cannot properly be re-
garded as indirect taxation, being in some measure a substitute for income tax”) and José Maria Naharro
(University of Madrid), Production and consumption taxes and economic development (CPF-DB-6T), where the
same idea is expressed.
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internal taxes, although in practice exemptions
or rebates are permitted, and in some cases are
even sanctioned by established international reg-
ulations.

Among indirect taxes, those levied on con-
sumption are of particular interesi for the pur-
poses of the present study, and there seem to
be more forms of indirect tax than of other
taxes, For example, sales taxes may be of the
multiple-stage type, affecting the manufacturer,
the wholesaler and the retailer, or they may be
single-stage, or even double-stage; they may be
payable on specific items of consumption or
on sales in general; again, they may be applied
only on the basis of the value added at each
stage.

Not only are there different ways of applying
the tax but there is a lack of precise tax nomen-
clature and definitions. Thus, a particular gen-
eral sales tax of the multiple-stage type may be
given many different names, all of them correct
but hardly any of them complete or exact. It

” el

may be called a “consumption tax”, “sales tax”,
“cascade tax”, “multiple-stage tax”, “cumulative
tax”, or “turnover tax”. It should be made clear
that a sales tax payable at several levels (manu-
facturer, wholesaler, retailer, sub-retailer) is
multiple-stage but not necessarily cumulative,
For example, a multiple-stage sales tax on value
added is applied to the differences between the
sales price and the cost of a product at the
various stages of its manufacture and transfer,
and thus obviates the cumulative effects of a
multiple-stage tax, which is based on the sales
price at all stages.

This point is illustrated by the following
arithmetical example. A 5 per cent sales tax
is applied at several stages in the transfer of a
product. Case A shows the implications of a
cumulative multiple-stage tax, and Case B the
effect produced when the multiple-stage tax is
not cumulative, but is applied to the value added
at each stage of manufacture or transfer (dif-
ference between cost and sales price).

Case A Case B
Sal ( Tazm Arln::mt Sales Cost Value ( Tox . Aor;u;t:n:
ai . 08 lercent- %
pn'ce: p:z,ec 5 ‘;ﬂ'dx price added pﬂz ) poid
Stage 1 covvvnennens 200 X .05 = 10 20 — 100 = 100 X .05 = 5
Stage 2 ..voiunnnnnn 300 X .05 = 15 300 — 200 = 100 X .05 = [
Stage 3 cveevincanns 400 X .05 = 20 400 — 300 = 100 ¢ .05 = 5
Stage 4 .cvovenvnnnns 500 X .05 = 25 500 — 400 = 100 X .05 - 5
TOTAL AMOUNT OF TAX PAID 70 TOTAL AMOUNT OF TAX PAID 20

Compared with a cumulative tax, the value
added tax offers great advantages for the solu-
tion of problems relating to the standardization
of fiscal incentives in an economic integration
area. These will be discussed later in connexion
with the examination of the practical difficulties
of applying fiscal incentives for exports.

Another technique worth mentioning is that of
refunding all or part of the employers’ contribu-
tions to social security funds. France and Aus.
tralia have adopted this practice. According
to some GATT documents, it is tantamount to a
subsidy.® However, the legal position is un-
clear and lends itself to different interpretations,
particularly by the countries which have not yet
accepted the amendment of article XVI of the
General Agreement relating to subsidies. This

8 General Agreement on Tariffs and Trade (GATT),
Training manual, vol. 1 (Geneva, 1961), p. 131, and
Basic instruments and selected documents, Ninth Sup-
plement (Geneva, 1961).
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point will be brought up again for discussion in
a later section.

In the absence of a detailed technical analysis
of Latin American legislation with respect to
the refund of indirect internal taxes, reference
can only be made to the incomplete data com-
piled thus far. According to the ALALC docu-
ment dealing with drawback,? there is no clearly-
defined policy in this field, since some countries
authorize the refund of all internal taxes while
others refund only some of those taxes. Nor
is there any hard and fast rule as to whether
the refund is to be total or partial. However,
there is a tendency for tax rebates to take the
form of a percentage of the f.o.b. value of the
product exported. This procedure, besides giving
greater flexibility to whatever administrative

7TALALC, Advisory Committee on Trade Policy, La
devolucidon de derechos e impuestos (drawback) en los
paises de la ALALC (preliminary study) (ALALC/
CAPC/1/di:9) (28 July 1965), p. 14.



machinery is established, does not entail refund-
ing the total amount of tax paid.

The document goes on to list the taxes re-
funded, as follows: (a) in Brazil, consumption
taxes;® (b) in Argentina, taxes paid in the
domestic market (up to 6.12 or 18 per cent of
the f.o.b. value of the products exported, ac-
cording to their classification by degree of
processing) ;° (c) in Chile, all internal taxes
applicable to the goods eligible for tax rebates,
with the exception of income tax or substitutes,
therefore, land taxes, and contributions to social
security funds or to the Housing Corporation
(Corporacién de la Vivienda—CORVI) ;1 (d)
in Paraguay, internal consumption taxes in toto;
(e) in Uruguay, internal taxes, apparently also
in full; (/) in Bolivia, taxes, licences, surcharges
and stamp duties bearing upon the production,
consumption and sale of the products exported;
and (g) in Venezuela, all those internal taxes
expressly specified in the relevant legal provi-
sions.

As a rule, exemptions and refunds in respect
of direct internal taxes are sanctioned in inter-
national trade agreements as an exceptional
practice only or are simply not mentioned among
the authorized techniques. But it is recognized
that taxes of this type may influence prices,
although indirectly and with a certain time-lag.
Cosciani!! has pointed out that, according to the
latest economic theory, “taxation on corpora-
tions, at any rate where long periods of time
and markets in highly developed economies are
concerned, is included in the cost of production
and the tax in question is incorporated in the
price of the product. If this premise is accepted,
the inference is that export rebates and com-
pensatory import duties should be extended from
indirect to direct taxation”. On the other hand,
this writer and others acknowledge the impos-

8 See table 1, footnote &.

9 Decree No. 3969/60 exempts most exports from sales
tax (10 per cent of the value added). The exemption
referred to in the ALALC document was granted by
Decree No. 46/65 and applies to the other indirect
internal taxes.

10 The new legislation to encourage exports (Act
No. 16528, August 1966) provides that, with few ex-
ceptions, rebates may amount to up to 30 per cent of
the value of exports in the case of scheduled products,
and states that the President of the Republic may take
as a point of reference the proportion of the cost or
price of the said products imputable to the taxes paid.

11 Cesare Cosciani, Fiscal problems in relation to a
common market, prepared for the Conference on Fiscal
Policy sponsored by the Joint OAS/IDB/ECLA Tax
Program, and subsequently published in Spanish in
Reforma Tributaria para América Latina I1. Problemas
ggmp)olitica fiscal (Washington, Pan American Union,

sibility of estimating the incidence of direct
taxes on prices.

Although GATT has condemned direct internal
tax exemptions and refunds (which will be dis-
cussed in the section on subsidies), these proce-
dures are used in many countries to encourage
exports. The Central American Agreement on
Fiscal Incentives to Industrial Development
specifies the types of industries that are to
enjoy total exemption from taxes on income and
profits for periods that vary according to the
industry’s classification. In Colombia, net tax-
able export earnings are exempt from income
tax. For this purpose, net export earnings are
presumed to be equivalent to 40 per cent of
the gross sales value of the products exported.
(Some products, such as coffee, petroleum and
petroleum products, bananas, raw hides and
precious metals are not eligible for these exemp-
tions.) 22 In Brazil, Act No. 4663/65, published
in the Diario Official of 4 June 1965, established
measures to improve productivity and control
price increases which have repercussions on ex-
ports. Article 5 provides that during the financial
years 1966, 1967 and 1968, firms will be
entitled to deduct from their taxable profits
the proportion corresponding to exports of cer-
tain manufactured goods, specified by the
Foreign Trade Commission, whose sale on the
world market is to be promoted. The proportion
of taxable profits attributable to exports of
manufactured goods is to be estimated on the
assumption that the percentage share of the
products is the same in profits as in income.*

India is particularly interesting in this con-
nexion. As a means of encouraging exports, this
country allows a general income tax rebate,
linked to export earnings, a special rebate and
a tax credit, both linked to the volume of ex-
ports, and drawback, or refund of customs
duties paid on imports of raw materials. Under
the Finance Act of 1962.63 one tenth of the
income tax due on export earnings is refundable.
The Finance Act of 1963-64 offered an addi-
tional income tax rebate in the case of exports of
essential industries, i.e., those listed in the First
Schedule to the Industries (Development and
Regulation) Act of 1951. To calculate this
special rebate, the average rate of income tax
payable on export earnings—i.e., the effective
rate resulting after deduction of the general

12 Organization of American States, 4 statement of
the laws of Colombia in matters affecting business
(supplement) (Washington, D.C., 1963).

13 The period has been extended to 1971 by virtue
of Act No. 5025 of 10 June 1966.

14 Banco Nacional do Desenvolvimento FEcondmico,
Boletim Legislativo, No. 33 (14 June 1965).
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rebate granted under the Act of 1962-63—is
multiplied by an amount equivalent to 2 per
cent of the value of exports. A tax credit was
established in 1965 for specified export products
at rates ranging from 2 to 15 per cent of the
value of the products concerned. It is applicable
to income tax payable within the current year
or during the following twelve-month period. If
the amount of the rebate exceeds that of the
income tax paid, the difference is refunded in
cash,

Both the tax credit and the special rebate are
linked to export turnover. They may therefore
be regarded as price subsidies. In the Govern-
ment’s view, however, the tax credit represents
a compensation to exporters for several previous
tax payments—in other words, it is a form
of drawback.

(d) Other export incentives equivalent to fiscal
incentives: exchange rates

Exchange and monetary policy is a govern-
ment monetary instrument which acts in conjunc-
tion with fiscal incentives and disincentives,
sometimes supporting and sometimes cancelling
out tax exemptions. Its aims and effects are
so closely bound up with those of fiscal policy
that the traditional separation of the two in
economic theory is apt to be artificial, especially
when it leads Governments to take conflicting
action in the two fields. An over-valued exchange
rate has the effect of an export tax while an
under-valued exchange rate is tantamount to
a subsidy. In some developing countries, the
exchange rate is mainly determined by the
degree of efficiency of the traditional export
sectors, and is highly over-valued for exports
of other kinds of products, particularly manu-
factures where production costs are relatively
high. Apparently the question whether disin-
centives to exports of manufactures are offset by
advantages on the exchange side has not yet
been explored. On the other hand, the applica-
tion of multiple currency practices can, in
certain circumstances, constitute a subsidy to
exports of products with more favourable ex-
change rates. In such cases, GATT permits the
application of anti-dumping or countervailing
duties.’®

2. Problems arising at the country level as a
result of the establishment and use of draw-
back and complementary systems

(a) Possibility that incentives are or may
become subsidies

15 General Agreement on Tariffs end Trade, Article
VI, note to paragraph 2.
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As stated in the Introduction, one of the gen.
eral principles of international trade is that
refunds of taxes should not exceed the amount
actually paid since any surplus is in effect a
subsidy and may cause the importer country to
apply anti-dumping or countervailing import
duties. It is also generally accepted that some
special types of incentives constitute subsidies.

The following provisions of the General
Agreement on Tariffs and Trade relate to the
first instance.

Article VI, paragraph 1, recognizes that
“dumping, by which products of one country
are introduced into the commerce of another
country at less than the normal value of the
products, is to be condemned if it causes or
threatens material injury to an established in-
dustry in the territory of a contracting party or
materially retards the establishment of a do-
mestic industry”. Paragraph 2 stipulates that
“in order to offset or prevent dumping, a con-
tracting party may levy on any dumped product
an anti-dumping duty...”,® while paragraph
4 states that “no product of the territory of any
contracting party imported into the territory
of any other contracting party shall be subject
to anti-dumping or countervailing duty by rea-
son of the exemption of such product from
duties or taxes borne by the like product when
destined for consumption in the country of
origin or exportation, or by reason of the refund
of such duties or taxes”.

Article XVI, paragraph 4, establishes that
“as from 1 January 1958 or the earliest prac-
ticable date thereafter, contracting parties shall
cease to grant either directly or indirectly any
form of subsidy on the export of any product
other than a primary product, which subsidy
results in the sale of such product for export
at a price lower than the comparable price
charged for the like product to buyers in the
domestic market”.

The problems arising from the use of fiscal
incentives for export in the context of an
economic integration programme will be exam-
ined in the following section, but comments
on the relevant provisions in various interna-

18 An explanatory note to the same paragraph states:
“Multiple currency practices can in certain circum-
stances constitute a subsidy to exports which may be
met by countervailing duties under paragraph 3 or can
constitute a form of dumping by means of a partial
depreciation of a country’s currency which may be met
by action under paragraph 2.” A case in point was the
United States’ imposition of a countervailing duty on
imports of wool tops from Uruguay (see GATT, Anti-
Dumping and Countervailing Duties (Geneva, July
1958), p. 11).



tional economic integration treaties are included
here together with details of GATT’s position on
subsidies. This information will reflect the
evolution of international concepts and prin-
ciples on the subject of subsidies.

In this connexion, the Montevideo Treaty
(article 52) stipulates that “no Contracting
Party shall promote its exports by means of sub-
sidies or other measures likely to disrupt normal
competitive conditions in the Area”; but it
goes on to add that “an export shall not be
deemed to have been subsidized if it is exempted
from duties and charges levied on the product
or its components when destined for internal
consumption, or if it is subject to drawback™.

The subject of drawback was fully discussed
at the First Meeting of the ALALC Advisory
Committee on Trade Policy. There was unani-
mous agreement that the amount refunded should
not exceed the total amount of import duties ac-
tually paid on raw and other materials used in
the manufacturing, processing or adaptation of
the goods exported, and that payments exceeding
that limit would be considered as subsidies under
the relevant terms of article 52 of the Treaty.l”

Under the Central American Economic In-
tegration Programme, there appears to be a dif-
ference between what is permitted under the
1958 Multilateral Treaty on Free Trade and
Central American Economic Integration and the
1960 General Treaty on Central American Eco-
nomic Integration. Chapter IV, article XI of
the former, after prohibiting contracting States
from taking measures leading to “the establish-
ment of a sales price for specific goods in the
other Coniracting States which is lower than
that resulting from normal competition in the
market of the exporting country”, states that
“tax exemptions or refunds of a general nature
granted by a Contracting State wih a view to
encouraging the production in its territory of
specified goods shall not be deemed to constitute
an export subsidy. Similarly, any exemption
from internal taxes chargeable in the exporting
State on the production, sales or consumption
of goods exported to the territory of another
State shall not be deemed to constitute an
export subsidy”.

Chapter III, article XT of the second Treaty
declares that “tax exemptions of a general na-
ture granted by a Signatory State with a view
to encouraging production shall not be deemed
to constitute export subsidies. Similarly, any

17 ALALC, Informe final de la primera reunién de la
Comisiin Asesora de Politica Comercial (ALALC/
CAPC/I/Informe) (13 August 1965), pp. 18-19.

exemption from internal taxes levied in the ex-
porting State on the production, sale or con-
sumption of goods exported to the territory of
another State shall not be deemed to constitute
an export subsidy”. Both treaties are siill in
force, although the second takes precedence over
the first (see article XXVII of the General
Treaty). The omission of the reference to “re-
funds” in the 1960 Treaty constitutes a change
in policy; drawback is prohibited solely for
products that may be freely traded among the
Ceniral American countries and may be applied
to products that are not included in the free-
trade régime.

Nor does the Treaty of Rome'® permit any
refund in excess of the charges actually imposed,
since it stipulates in article 96 that “products
exported to the territory of any Member State
may not benefit from any drawback of internal
charges in excess of those charges imposed
directly or indirectly on them” and in article
97 that “any Member States which levy a turn-
over tax calculated by a cumulative multi-stage
system may, in the case of internal charges im-
posed by them on imported products or of draw-
backs granted by them on exported products,
establish average rates for specific products or
groups of products, provided that such States
do not infringe the principles laid down in
articles 95 and 96.”

On the other hand, the regulations of the
European Free Trade Association (EFTA) with
regard to drawback are much more rigorous.
On 31 December 1966 the revised text of ar-
ticle 7 of the Stockholm Convention entered into
force; it authorizes Member States to refuse to
accept as eligible for Area freetrade treatment
goods which benefited from drawback in the
member State where they underwent final pro-
cessing. However, this authorization refers to
drawback in its strictest sense, i.e., the refund of
import duties, and it has been interpreted as
permitting the refund of internal taxes. More-
over, import duties on certain agricultural com-
modities can still be refunded, without depriving
the export products manufactured from those
inputs from exemption from import duties in
the member States of EFTA.

The first part of this section reviewed the
positions adopted in international agreements
with regard to a ban on subsidies and authoriza-
tion of a maximum amount of tax refund and
exemption in excess of which it would be deemed

18_Treaty establishing the European Economic Com-
munity and connected documents (Brussels, Publishing
Services of the European Communities, 1962).
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to constitute a subsidy. The second part will
refer to the provisions of some of the agree-
ments, or to the positions taken by the various
trade associations on the fiscal or similar prac-
tices which constitute subsidies. Those positions
cannot be said to have crystallized and become
principles of international trade, since there are
wide differences concerning concepts and meth-
ods of application. The Governments signatories
of GATT, for example, which were prepared
to agree to the addition of paragraph 4 to
article XVI of the General Agreement, felt that
the following practices are to be regarded as
subsidies within the meaning of that paragraph:

“(a) Currency retention schemes or any
similar practices which involve a bonus on
exports or re-exports;

“{b) The provision by governments of di-
rect subsidies to exporters;

“(¢) The remission, calculated in relation
to exports, of direct taxes or social welfare
charges on industrial or commercial enter-
prises;

“(d) The exemption, in respect of exported
goods, of charges or taxes other than charges
in connexion with importation or indirect
taxes levied at one or several stages on the
same goods if sold for internal consumption;
or the payment, in respect of exported goods,
of amounts exceeding those effectively levied
at one or several stages on these goods in the
form of indirect taxes or of charges in con-
nexion with importation or in both forms;

“(e) In respect of deliveries by govern-
ments or governmental agencies of imported
raw materials for export business on different
terms than for domestic business, the charging
of prices below world prices;

“(f) In respect of government export credit
guarantees, the charging of premiums at rates
which are manifestly inadequate to cover the
long-term operating costs and losses of the
credit insurance institutions;

“(g) The grant by governments (or special
institutions controlled by governments) of ex-
port credits at rates below those which they
have to pay in order to obtain the funds so
employed;

“(h) The government bearing all or part
of the costs incurred by exporters in ob-
taining credit.”*?

This enumeration of subsidies was obtained
by a GATT working group from the Organiza-

19 GATT, Basic instruments and selected documents,
Ninth Supplement, pp. 186-187.
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tion for Economic Co-operation and Develop-
ment which had prepared some studies on the
same subject.

The industrialized countries signatories of
GATT consider that subsidies are prejudicial to
all parties and impede the normal course of
world trade operations, and that, in their own
interest, they should shun such practices. How-
ever, most of the relatively less developed coun-
tries members of GATT have not adhered to
paragraph 4 of article XVI of the General
Agreement, to which the list of subsidies refers,
and it was not included in article XVI until
1958. Although the countries that have not
subscribed to paragraph 4 are presumably not
compelled to abide by its provisions, the States
members of GATT that have done so may bring
a complaint before the organization if they
consider the concession of an export subsidy by
another member State to be prejudicial.

According to the list of subsidies, not all
indirect taxes can be refunded. Point (d) refers
to the exemption of charges or taxes other than
those connected with imports or indirect taxes
levied at one or several stages on the same
goods when sold for domestic consumption.
Since the provision specifies “on the same
goods”, it seems doubtful that the exemption
applies to taxes on fuels and machinery, a
point on which not even the industrialized coun-
tries have been able to reach agreement. The
United Kingdom, for instance, recently in-
troduced the remission of the tax on naphtha
used in plants producing for export. Italy and
a few more countries have followed suit, while
Sweden and other industrialized countries con-
sider, on the contrary, that this type of tax
remission constitutes a subsidy to exports. As
indicated earlier, some industrialized countries
also allow the remission of social welfare con-
tributions related to production for export, al-
though this practice is listed as a subsidy in
third place in GATT’s enumeration.

There is some confusion in both theory and
practice as regards the distinction between direct
and indirect internal taxes, and the incentives
relating to their application, exemption or re-
fund. (Direct internal taxes are levied on the
profits of an enterprise or individual, while
indirect taxes are imposed on the production,
sale, purchase, transfer or consumption of a
product or its components.) The usual practice,
particularly among groups of countries com-
prising economic integration areas, is to author-
ize the refund of indirect taxes in order to
correct imbalances in the competitive conditions
of the different countries, whereas the refund



of direct taxes is sanctioned in exceptional cases
only or is not mentioned at all as an authorized
practice.

Article 98 of the Treaty of Rome states:
“With regard to charges other than turnover
taxes, excise duties and other forms of indirect
taxation, exemptions and drawbacks in respect
of exports to other Member States may not
be effected and compensatory charges in respect
of imports coming from Member States may
not be imposed, save to the extent that the
measures contemplated have been previously ap-
proved for a limited period by the Council act-
ing by means of a qualified majority vote on a
proposal of the Commission”.

Direct internal taxes are included among
the charges for which exemptions or refunds
are not permitted, save in exceptional cases and
for limited periods.

GATT’s position with respect to the practice
of permitting the exemption or refund of direct
charges to promote exports is set forth below:20

“All the governments are therefore agreed
on the exemption of indirect taxes, turnover
taxes, and the like, but they reject practices
which go beyond that, including the refund
of direct taxes. They regard this as a genuine
subsidy since direct taxes are part of the cost
of production. Certain countries applied for a
few years a system permitting producers to
pay the tax on industrial and commercial
profits or the income tax not on the whole of
the production, but only on that part of their
production which was sold on the domestic
market; in other words, there was a refund
or an exemption of the direct tax for that part
of the turnover which related to export trade.
That practice was regarded as a subsidy and
it 18 one of those which are included in the
list prepared by the OEEC and later by GATT,
GATT hopes, however, that this practice will
soon be eliminated completely.” (The third
point on the GATT list of subsidies is the
remission of direct taxes.)

Despite GATT’s views on the subject, the use
of techniques of exemption from or refund of
direct internal taxes in connexion with export
promotion is common in a large number of
countries, including several in Latin America.
Some specific examples are given elsewhere in
this study.

The provisions quoted highlight the import-
ance of distinguishing between fiscal incentives
for exports which are restricted to correcting

20 GATT, Training Manudl, vol. 1, op. cit., p. 131.

price distortions due to import duties or internal
taxes directly imposed on the product or its
components, and those which in effect subsidize
export prices. It is important to establish this
distinction, not only for the countries that form
part of integration or free-trade areas but also
for those which are members of GATT and must
therefore comply with its regulations, as well
as other countries which wish or need to main-
tain trade relations and must therefore abide by
the principles and practices generally accepted
in international trade. However, one of the
most difficult tasks of fiscal policy in the export
sector is to ascertain the nature and effects of
certain kinds or combinations of incentives in
order to determine whether or not they are
tantamount to a subsidy.

Lastly, it should be stressed that the General
Agreement on Tariffs and Trade condemns the
introduction of the products of one country into
the commerce of another country at less than
the normal value of the products if it causes
or threatens material injury to an established
industry in the territory of a contracting party
or materially retards the establishment of a
domestic industry. In other words, if no damage
is done, and if the result is simply to enable
the importing country to buy at a more favour-
able price, the subsidy is not condemned. Simi-
larly, the Treaty of Montevideo prohibits sub-
sidies that “disrupt normal competitive condi-
tions in the area”.

(b) Problems of application

Although the system of tax incentives for ex-
port is economically beneficial and, in most
cases, has neither reduced tax revenue through
fraud nor seriously diminished the fiscal income
of the countries for whom export taxes are a
major source of revenue, serious problems are
often encountered in applying it.

One of the disadvantages of drawback, for
example, is the difficulty of deciding exactly
how much raw material and other inputs are
contained in a new product; variants to the
system have been introduced in order to cir-
cumvent this difficulty. In some cases, it has been
found that the problem can be solved by drawing
up a schedule for each product to serve as
a guide in refunding duties. In order to simplify
the drawback system and make it easier to apply,
Argentina has legally established a method of
“standardizing” the foreign inputs forming
part of or used in the processing of the ex-
portable product (Argentina also allows the
refund of 6, 12 or 18 per cent of the fo.h.
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value of exports paid under the head of internal
taxes). In other countries, the practice is to
reimburse a percentage of the f.o.b. value of
the goods (at the port of embarkation), wherever
imported raw materials or other inputs have
been included or used in processing them. Peru
has a similar system whereby the exporter,
before shipment of the goods, requests the De-
partment of Industry to determine the imported
inputs contained or used in the processing of
the product to be exported and the percentage
of the f.o.b. value of the same goods to bhe
refunded against import duties paid for the
inputs.

Of all the Latin American countries, Argentina
has paid the greatest attention to the problems
of drawback, and has the most comprehensive
legislation on the operation of the system. Decree
No. 8051 of 10 August 196221 is a more orderly
presentation of the provisions of previous decrees
{Nos. 614/60 and 5931/61) and includes several
new measures designed to accelerate the process
of “standardization”.

Article 1 lists the goods subject to the provi-
sions of the decree, as follows:

Raw materials used in the processing of the goods
exported and/or their packing, adaptation and/or
containers;

Goods that, without undergoing any transformation,
are included in the process of manufacture and/or
assembly of the products to be exported, and/or
their packing, adaptation and/or containers;

The packing, preparation, etc. of the goods to be
exported.

The Division of Industry and Mining under-
takes the general classification or “standardiza-
tion” of inputs either on its own initiative or
at the request of the parties concerned and
determines the sums to be refunded under each
head. Requests for standardization are addressed
to the Division in the form of sworn statements
giving net weight, measurements, technical and
commercial specifications per unit of the product
to be standardized for export, amount of im-
ported raw material inputs, details of taxes,
surcharges, and other charges imputable, cost
and freight charges in foreign and local
currency, etc.

Refunds are calculated on the basis of the
inputs used in manufacture at the levels regarded
as representing normal technological returns, and
the value attributed for recovery of loss is de-
ducted from the cost value. The refund is thus
obtained from the application of a percentage

21 Guia Prdctica del Exportador e Importador (Bue-
nos Aires, August 1962), pp. 596-598.

44

of that net value equal to the percentage of the
total cost of the raw materials represented by
the sum of the supplementary duties, charges and
quotas paid for their importation.

The Customs Office pays the refunds by with-
drawing funds out of its daily revenue from
import surcharges. All problems of classification
or “standardization” should be settled within not
more than ninety consecutive days from the
date of submission of the relevant claim to the
Division of Industry or from the date of the
official ruling on the claim.

In some cases the refund of duties is of little
practical value, because it has little effect on
production costs. This was the case in Chile
up to August 1966, when Act No. 16528 raised
the amount refundable under the head of “taxes,
contributions, duties and charges” to a maximum
of 30 per cent of either the f.0.b. or c.if. value
of the exports. In certain exceptional cases
involving imports of machinery for manufactur-
ing industry, the rebate may exceed 30 per cent.
The refundable proportion of the value of ex-
ports varies from one product to another (within
the maximum of 30 per cent), but the principle
of the rebate applies to all products included
on a list drawn up by the Government. The
limited use made of drawback in Peru is also
thought to be due to the insignificant effect of
the rebate on production costs.

Another problem of drawback is the cumber-
some procedure provided for in the legislation
of some countries, which have made it of little
practical value for exporters. Revenue offices
are, by their very nature, equipped to collect
rather than to refund taxes. Moreover, because
of the time taken up in the processing of refund
claims, the standard classification of the goods
and the formalities to which the exporter is sub-
mitted in the revenue offices, many exporters
(especially small businessmen) consider that it
is not worth their while to try to obtain a refund
of the duties paid. It has an equally discouraging
effect on entrepreneurs starting business or
businessmen anxious to launch new lines of
goods on the world market.

Yet another difficulty is the time-lag between
payment of duty by the importer and the refund-
ing of that payment. The refund may not be
made until the goods have been shipped and,
although the lapse of time between shipment and
refund may be only a matter of days, the interval
between the importation of the goods and the
date of refund, which covers the whole period
of processing, can be anything from a few
months to over a year. Where there is constant



and heavy inflationary pressure, as in many of
the Latin American countries, producer-exporters
suffer serious losses because of the delay in
refunding duties paid. The compensatory im-
porter system used in Brazil and Colombia has
an advantage over the drawback system in that
it does not entail this kind of loss. However,
it does not overcome the difficulty of making
a sufficiently accurate calculation of the import
content of the goods exporied, and also involves
the new exporter in fairly high initial expenses.
He becomes eligible for the exemption only when
he imports for the second time, whereas his
established competitors are already enjoying
exemption.

It follows from the above consideration that,
given the inflationary situation in a number of
Latin American countries and the complicated
nature of the refund formalities, the drawback
system has little practical value, What usually
happens is that some of them continue to use
the system of temporary admission (Uruguay)
or of bonded warehouses (Chile).

Although the system of temporary admission
obviates some of the difficulties of drawback,
in the case of re-export with modifications it
involves tracing the goods which have entered
the country and establishing the fact that they
were used to produce the manufactures ex-
ported. This problem of control is particularly
serious in big couniries or countries with
somewhat diversified industry. Consequently,
temporary admission is usually applied only to
separately identifiable products re-exported in
the same state as that in which they entered the
country, such as tourist vehicles in transit,
wardrobe and scenery of theatrical companies,
articles for fairs and exhibitions, materials and
equipment for scientific expeditions, etc., a
guarantee being given that payment will be in
proportion to the duties levied. Except in Brazil,
Mexico and Uruguay, this system is not applied
to raw and other materials imported for sub-
sequent processing and export as manufactured
goods.

For the importation of materials to be manu-
factured or processed prior to re-export, the
device of the free-zone in which customs control
presents no problems is not an effective method
of promoting sales of manufactured goods either.
Industries would be compelled to establish them-
selves within the free zone often against their
best interests as determined by the economic
factors which govern optimum location.

The system of temporary admission should
also allow for the possibility that the raw or other

materials imported may eventually be sold on
the home market upon payment of the requisite
duties (without fine) if this proves expedient
for the producer or if they have not been ex-
ported.

Another point to be noted is the situation
created when a particular industry imports raw
and other materials to be used in the processing
of goods for export, when such materials are
also produced locally. A number of countries
have special provisions to cope with this situa-
tion. In Chile, for instance, the competent Minis-
try issues a certificate stating that there are no
domestic industries producing raw or other
materials in sufficient quantities which could
be used to substitute for those needed to manu-
facture goods for export, that have the requisite
technical specifications or could be produced
at a price not exceeding the price of the imported
goods when all duties and taxes have been paid.
In Argentina, the Executive is legally empow-
ered to exclude from the drawback system all
raw and other materials for which refund of
duties would be prejudicial to the production
of similar goods within the country.

The refund of internal taxes as an incentive
for exports presents certain problems which
do not arise in connexion with the refund of
customs duties and other import charges. The
refund of those duties raises the difficult problem
of identifying the imported raw material content
in the exportable product, whereas the refund
of internal taxes poses the even harder problem
of assessing the incidence of the tax on the
export product. This is a particularly knotty
problem when a general cumulative tax is ap-
plied to production or sales, and iis difficulty
increases when the product has gone through
a number of processing stages and the industry
is not vertically integrated. The problem is less
complicated when the refund simply consists of
the amount of the tax on the sale of domestically-
produced inputs, and when the manufacturer
is both the buyer of the inputs and the exporter
of the final product. The term “inputs” is broad,
however, and may be construed as covering
materials used in the course of processing but
not included in the final product (e.g., fuels).

To sum up, the following problems arise in
the application of the drawback system and other
systems of fiscal incentives for exports:

System Problems
Refund of import
duties and charges (a) The difficulty of calculat-
ing the imported raw

material content in the
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Problems

case of relatively complex
manufacturing processes;

(b) The cumbersome formali-
ties which discourage
present and potential ex-
porters;

(¢) The delay in refunding
duties, which means a
loss in the real value of
the rebate, particularly in
countries suffering from
serious inflation

The difficulty of controlling the
movement of goods admitted
free of duty, in order to
ensure their re-exportation;
consequently, in most coun-
tries this system is not ap-
plicable to raw and other
materials which are to be
transformed or processed

System

Temporary admission

Free zones in which
export industries

are established ... This system is little vsed be-

cause of the economic factors
determining the optimum
location of industries

Bonded  warehouse
procedure ........ Suitable only when the manu-
facturing process is relatively
simple
Compensatory import
System .....oevees (@) Under this system, as

under that of refunding
import duties and charges,
it is difficult to calculate
the imported raw material
content when the manu-
facturing process is com-
plex;

(b) Involves the new exporter
in fairly high initial ex-
penses

Refund of internal
tAXES .uveciann «« (a) In the case of cumulative

sales or consumer taxes, it
is difficult to calculate the
real incidence of taxes on
the export item;

The delay in refunding
taxes means a loss in the
real value of the rebate,
particularly in countries
suffering from serious in-
flation

(¢

~

(c) Factors influencing decisions to apply fiscal
incentives to exports

These factors relate mainly to attempts‘ to es-
timate the benefits which the country’s economy
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would derive from the application of such
measures and to the desire to avoid a sacrifice
of income if the same effects can be produced
at lower cost or if fiscal incentives are not
likely to step up exports. In the case of products
already being exported without tax incentives,
the result of applying the incentives would
depend on the demand situation and how it
is exploited. While the incentives might not
reduce prices, they could result in higher profits
for exporters than those obtaining currently
without an increase in the volume of production
or exports or in investment in this sector. In
order to encourage exports of products that
are not yet internationally competitive, fiscal
incentives should make up the difference be-
tween local production costs (including local
taxes) and world prices, or should be accom-
panied by other measures to counteract non-tax
factors that may be increasing costs or other-
wise preventing sales abroad. These factors may
be unrelated to export industries (inadequate
infra-structure, high wages, an overvalued ex-
change rate, the Government’s failure to simplify
export procedures, insufficient credit or export
credit insurance, marketing and promeotional
deficiencies, etc.), or they may be attributable to
inefficiency within the industry itself.

Fiscal incentives may fail to promote new
exports unless remedial action is taken with
respect to the non-tax factors mentioned. How-
ever, in stimulating exports of products that are
not yet internationally competitive, the failure
of fiscal incentives will not involve a loss of
government revenue as a result of tax exemp-
tions, since the products were not previously
exported and the Government never collected
taxes on them. On the other hand, where the
products already have a foothold in foreign
markets and are exempted from taxes, the Gov-
ernment might be sacrificing revenue to no avail
if the exemption merely resulted in higher profits
for the exporter, and was not accompanied by
new investment in the sector or any increase
in the volume of exports. Thus, the intelligent
application of fiscal incentives to exports calls
for some practical knowledge of the potential in-
ternational demand situation for the exports
it is hoped to generate.

Where tax exemptions and rebates are suc-
cessful in encouraging exports of new products,
there may also be an unnecessary loss of revenue
if the rebate is considerably in excess of that
required to make the price attractive to buyers.
In this case, even with a good knowledge of the
market, it is not easy to calculate the degree
of tax incentive required because, being a new



export industry, iis costs are difficult to estimate
in advance.

While the decision to apply fiscal incentives
to exports will depend on some of the same
factors as influence the establishment of fiscal
incentives for industry in generai, there are
some important differences to take into account.
In the developing countries, for example, fiscal
incentives for exports may be a decisive factor
in stimulating investment in export activities,
while incentives for industries producing mainly
for the local market may not be equally effective.
The reason lies in the potential effect of the
incentives on prices and the fact that export
prices must conform to those prevailing in world
markets, whereas, under the more limited com-
petitive conditions of production for local mar-
kets, the tax burden can be more easily absorbed;
investment in this sector would probably be the
same with or without fiscal incentives. This
distinction should be borne in mind when fiscal
incentives for industry seem to have discourag-
ingly little effect on new investment in that
sector.®2

There is another important distinction be-
tween incentives for industry in general and in-
centives for exports particularly in developing
countries: whereas the former are usually de-
signed to stimulate specific types of industry
(such as those designated as basic industries,
or industries producing essential or intermediate
goods) and possibly to limit consumption of
what are considered non-essential goods, the
latter have more general objectives. With some
limitations a country hopes to export practically
all the types of manufactured goods it can sell.
One limitation would be the desire to avoid
activities that might be competitive for a very
short period, owing to some temporary dis-
ruption of the world market, where the addi-
tional investment required to take advantage
of the situation might be too heavy as against
the short-term gains obtainable. However, it is
very difficult to evaluate this type of situation
in advance, and it can hardly be taken into
account in a general programme of tax in-
centives. Each case would have to be considered
a posteriori, or at least only after it became
evident.

In order to prevent unwarranted optimism
concerning probable effects of tax incentives
for exports from clouding decisions to adopt

22 For an interesting discussion of tax incentives for
industry, see Jack Heller and Kenneth M. Kauffman,
Tax Incentives for Industry in Less Developed Countries
(Cambridge, Harvard Law School, 1963).

them, it would be well to consider that such
effects might, in practice, be limited if tax
evasion was already widespread. (On the other
hand, the rebates would, in effect, be a form
of subsidy.) Unless this possibility is taken
into account, there is a danger of miscalculation
in evaluating the relative importance of the tax
and non-tax factors impeding exports of certain
goods which are already produced for domestic
consumption.

3. Regional and international problems in ap-
plying fiscal incentives for exports in an
economic inlegralion process

(a) Harmonization of incentives and the ob-
jectives soughs

The fact that fiscal incentives for exports
might constitute subsidies was discussed earlier
as one of the most important difficulties in
applying these measures. It was further stated
that the regulations of GATT and other inter-
national agreements among groups of countries
prevent incentives of this kind from developing
into subsidies, and, in the event that they do,
the importing couniries might go so far as to
apply anti-dumping or countervailing duties.
This problem is particularly serious in economic
integration programmes because the aim of a
free trade area or a customs union is to prevent
the effects of export subsidies which might distort
normal competitive conditions between one
member country and the other members of the
group.

ALALC has banned export subsidies and en-
deavoured to establish standard definitions and
norms for the application of fiscal and other
systems for refunding duties and taxes. The
common standards proposed at the first meeting
of the Advisory Committee on Trade Policy
were intended to harmonize virtually all the
salient features of those systems. They would
establish a ceiling on the percentage of the f.0.b.
value of each product refundable in respect
of taxes paid. Thus, the question is no longer
whether or not fiscal policies in the export sector
should be harmonized, but what is the best
way of harmonizing them.

The main problem is to define the type and
degree of harmonization and then to see whether
the techmiques proposed for attaining it are
feasible. The first step in determining the nature
and scope of the desired type of harmonization
is to define the common objectives sought. They
might be summarized as follows:

(1) To bring about the balanced growth of
all countries in the area, with due regard for
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the need to provide special incentives for the
relatively less developed countries;

(2) To avoid subsidies or other measures
which may distort normal competitive con-
ditions;

{3) To harmonize the incentives for invest-
ment in export industries and thus avoid the
adverse effects of uncontrolled competition
among countries to attract investment capital;

(4) To remove as many obstacles as possible
to free trade among countries;

(5) To bear in mind the need for each
country to co-ordinate its fiscal policy on ex-
ports with its general fiscal and economic de-
velopment objectives.

The first two objectives will obviously have
to be reconciled. While the first means that in
practice certain forms of distortion in com-
petitive conditions should be promoted as a
means of benefiting the economically less de-
veloped countries of the region,? the second
precludes measures of that nature. The first
and third aims are also closely related, but
there is no conflict between them. When the
members of a group of countries or the various
political regions of a country compete to at-
tract new capital, the cost of that competition
may be high in terms of unnecessary loss of
fiscal revenue.

The fourth objective implies that fiscal and
other charges should not inflate export prices
to a degree which would impede the expansion
of exports from one country of the region to the
others, and should justify the establishment of
fiscal incentives for exports. It also implies that
the common standards adopted in this connexion
should not involve cumbersome formalities which
might cause delays and complications detrimental
to the export process.

23 ALALC resolution 100 (IV) states that the pro-
gramme for co-ordinating economic policies and har-
monizing the instruments for regulating foreign trade
established under resolution 75 (III) is intended to
create favourable conditions for the establishment of a
Latin American common market, in accordance with
article 54 of the Treaty, and that special attention
should be devoted to the problems affecting countries
at a relatively less advanced stage of economic devel-
opment, with a view to seeking solutions which will
assure them of a genuine and direct share in the bene-
fits deriving from trade liberalization and industrial
development in the Area.

Paragraph 7 of the operative part of the section on
industrial development reads as follows: “To achieve
an equitable distribution of integration benefits, given
the differing structures and levels of development in
the ALALC countries, the location of industries must
be decided jointly on the basis of a clearly-defined pro-
gramme.” (Provisional translation.)
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The fifth objective concerns the co-ordination
of fiscal incentives with other economic policies
designed to achieve the same ends. In correcting
distortions arising from different tax practices
in the various Latin American countries, other
fundamental differences in competitive condi-
tions which may have been created by those
different practices are sometimes overlooked.
For example, countries A, B and C have the
same internal tax structure and rates. To enable
certain products to compete on the world market,
A is refunding to exporters about 50 per cent
of the indirect internal taxes levied on those
same products when sold on the home market;
B is refunding 100 per cent, on the grounds that
it pays much higher wages than A and other
competing countries, or perhaps that A’s cur-
rency is undervalued. C, on the other hand,
bases its fiscal incentives on the relatively higher
domestic transport costs, possibly because its
transport subsidies are lower than in countries

A and B.

Any attempt to standardize or harmonize tax
practices among the countries should take into
account the fact that trade is more likely to be
influenced by the non-tax factors which distort
competitive conditions.

Subsidies to related export services (transport,
credit, promotion, information services, etc.)
can have the same effect as tax incentives in
boosting exports. If harmonization of tax in-
centives for exports is to be more than an ad-
ministrative exercise or a legal principle and is
to have the economic aim of preventing distor-
tions in competitive conditions, then it will have
to be determined, in specific cases, to what extent
tax incentives may be compensating for the ef-
fects of other distorting influences. This is a
particularly important measure since many of
those other influences may have been produced
by government policies which can be changed,
just as the fiscal incentives themselves can be
changed.

In considering the possibility of harmonizing
fiscal incentives for exports, ALALC suggested
the following procedure. Bearing in mind the
general principle that drawback of import duties
and refund of internal taxes should not exceed
the amount of the charges actually paid, a
ceiling should be set on the percentage of the
value of an export item which may be refunded
to the producer or exporter in compensation for
such charges; the ceiling, which would vary
from product to product, would be the same for
all countries in a free trade area. The suggestion
was probably based on the assumption that if
the cumulative tax burden for an export product



was higher than the ceiling in a given country,
the Government would have to reduce it in order
to maintain its competitive position on the ex-
ternal market. This would be a step towards tax
harmonization, although in some cases it might
conflict with industrialization policies. For ex-
ample, if one country of a region that is in
process of integration wishes to discourage or
limit the production of a commodity for home
consumption and encourage its exportation, the
product could be made subject to relatively high
internal taxes and a correspondingly high draw-
back of internal taxes for exports. On the other
hand, the standardization of drawback rates
would be futile so long as tax rates and practices
were not uniform and differing economie policies
and revenue needs would make it difficult to
begin by achieving greater uniformity in these
rates and practices. The desired harmonization
could be brought about only by modifying other
policies affecting exports so that the combined
impact of government incentives and disin-
centives to exports in each country would be
the same for all the countries of the region and
would create reasonably fair competitive con-
ditions,

If the relations between the various objectives
of harmonization are taken into account, it is
clear that in the Latin American countries har-
monization does not imply merely the equaliza-
tion of incentives. The intention is to harmonize
the effects of the measures adopted with the ob-
jectives sought, and not necessarily to standard-
ize the techniques used.

It is particularly difficult to determine the
nature and degree of harmonization of fiscal
incentives which would be suitable in the
ALALC countries and in those likely to form
part of the Latin American common market
because: (a) agreement has not yet been reached
concerning a feasible and desirable degree of
economic integration; (&) the wide disparity
between the levels of economic development at-
tained by the various countries necessitates pre-
ferential ireatment for some of them; and (c)
the harmonization of fiscal incentives means
that national aims would have to be brought
into line with regional objectives, thus forfeiting
some measure of national autonomy in tax
(questions.

The Central American countries sought har-
monization of fiscal incentives within the sphere
of industrial development itself. The Central
American Agreement on Fiscal Incentives to
Industrial Development, signed in July 1962,2¢
provides for fiscal benefits which vary according
to the category of industry. They include:

{a) Total or partial exemption from customs
duties and related charges on machinery, raw
materials and fuels;

(b) Exemption from income tax on earnings
from the qualifying activities;

(¢) Exemption from taxes payable on assets
and net worth;

(d) Authorization to deduct from its profits
subject to income tax, the sums reinvesied in
such machinery or equipment as serves to in-
crease productivity.

Article 5 of the Agreement gives the following
classification of enterprises:

Group A: those that (a) produce in-
dustrial raw materials or capital goods; or (b)
produce consumer goods, containers or semi-
finished goods, on condition that at least 50
per cent of the total value of those items are of
Central American origin;

Group B: those enterprises that (a) produce
consumer goods, containers or semi-finished
goods; (D) bring about a substantial net im-
provement in the balance of payments and a
high value added in the industrial process;
and (c) use raw materials, containers, and
semi-finished goods which, in terms of value,
are wholly or mainly of non-Central American
origin.

Group C: those enterprises that (¢) do not
meet the conditions for groups A and B; or ()
merely assemble, pack, package, cut or dilute
products; or (c) form part of the industries
specified in annex 1 to the Agreement.

Article 6 modifies article 5 in that it enables
enterprises whose direct labour costs represent
a high proportion of the total cost of production
to be classified in group A instead of group
B, “subject to a favourable technical opinion
from the Permanent Secretariat of the General
Treaty™.

Enterprises are also classified as new or
existing industries.

(b) Lessons to be drawn from the European
experience

Although the problem of harmonizing fiscal
incentives in the Latin American countries is

24 The Agreement ig still not in force because it has
yet to be ratified by the Government of Honduras. It
has recently been recognized that Honduras should be
allowed to offer more substantial preferences, the
amount to be established by protocol.
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not quite the same as in the countries members
of the big European economic blocs, there are
lessons to be drawn for Latin America from
the well-documented experience of the European
Economic Community, which has similar prob-
lems.?® At least this experience serves to demon-
strate how to avoid the repetition of a number
of initial errors made in Europe as a result of
the lack of previous experience in economic
integration problems and -conflicts between the-
oretica] ideals and practical possibilities.

(i) Limitations and obstacles to the process
of harmonizing fiscal systems in general. In
Europe, even where the political goal is to
achieve the greatest possible degree of economic
integration and equality of competition between
the countries members of the area (which is
not yet the case in Latin America), any attempt
to achieve genuine equalization in so far as
the incidence of taxes is concerned is doomed
to failure. Since the same tax affects different
enterprises in different ways, it would be a more
realistic goal to reduce to a minimum the dis-
tortions resulting from taxes and tax procedures,
the exemptions granted and even budgetary
policy or the use of tax revenues. There are
some who believe that the best way of achieving
this goal, in the case of the EEC, would be by
equalizing tax rates and, at the same time,
allocating Community funds in such a way as
to compensate for the distortions resulting from
equalization.

In connexion with the limitations involved
in harmonizing fiscal policies, it should be
noted that the Fiscal and Financial Committee of
the EEC has reached the conclusion that any
attempt to unify completely the structure of
taxation systems of the EEC member coun-
tries... is a priori doomed to failure.?¢

Moreover, it has been found that the greater
the degree of harmonization of fiscal policies
achieved, the greater the need to harmonize
national development policies, in view of the
fact that fiscal policy is one of the most im-
portant instruments of economic development
policy. A high degree of harmonization of fiscal
policies means important changes in tax in-

26 Of particular interest are: Dr. R. Regul and Dr.
W. Renner, Finances and taxes in European integration,
International Bureau of Fiscal Documentation (Amster-
dam, 1966); Clara K. Sullivan, The search for tax
principles in the European Economic Community,
Harvard Law School (Cambridge, 1963); Fiscal prob-
lems in relation to a common market, op. cit., and
E-Etérts of the Fiscal and Financial Committee of the
2;"25' inances and taxes in European integration, op. cit.,
p.
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centives to industry, entailing corresponding
changes in the structure of national industry.
To avoid haphazard changes, a rational relation-
ship must be established between international
fiscal co-ordination and the aims of industrial
development programmes in the individual coun-
tries.

Certain aspects of this subject are dealt with
in various ALALC resolutions. Resolution 100
II F (IV), for example, provides that the organs
of the Association shall undertake a study of
the fiscal systems of the Contracting Parties in
order to determine their effects on the economic
policy co-ordination programme envisaged in
that resolution.?? Paragraph 4 (12) of the same
resolution states that, in order to ensure the
fulfilment of common sectoral policy, the coun-
tries where industries declared to be of interest
to the area are planned should provide in-
centives to establish such industries on their
territory, and that the remaining Contracting
Parties should agree not to adopt any measures
likely to vitiate the objectives pursued. Para-
graph 9 (4) points to the need to establish
financial and exchange procedures designed to
obtain the greatest possible return on foreign
investment for the region as a whole.

Resolution 75 (III) establishes that the Con-
tracting Parties, in accordance with the provi-
sions of articles 15 and 54 of the Treaty, should
injtiate the necessary studies with a view to
preparing a programme for co-ordinating their
economic and trade policies and harmonizing
the instruments for regulating their foreign
trade. :

Although it is held that the ALALC countries
do not have to work towards a high degree
of co-ordination of fiscal policies, and indeed
this may not even be feasible in the near future,
the ALALC resolutions themselves recommend
such a course.

It is interesting to read the analysis by Shoup?®
of the difference between the objectives and
problems of Latin America and the European
Common Market in efforts to harmonize tax
policies. Some of the more significant differences
may be summarized as follows:

27 ALALC, Resoluciones, Conferencia III, II-E, 1V,
Standing Executive Committee (Montevideo, 1965),
. 88 et seq. See also resolution 98 of the Standing
Executive Committee (18 August 1966) recommending
the secretariat of ALALC to prepare the study.

28 Carl S. Shoup, “Tax problems of common markets
in Latin America”, Readings on Taxation in Developing
Countries, edited by Richard Bird and Oliver Oldman
(Baltimore, The Johns Hopkins Press, 1964).



1. The difference in trade within the market:
trade among the countries of the Community
already exists on a considerable scale, whereas
trade among the Latin American countries exists
only to a modest degree.

2. Trade among the Latin American coun-
tries moves largely by water. Since poris must
continue to have customs offices to deal with
goods that come from “third countries”, Latin
America has less incentive to remove the ap-
paratus of border control than the EEC coun-
tries.

3. Export taxes are employed to a consider-
able degree in Latin America, but not at all by
the European Common Market countries.

4. “...the EEC Common Market aims pri-
marily at greater efficiency through heightened
division of labour and through geographical
flows of capital and labour, to equalize returns
at the margins, while the Latin American coun-
tries are aiming first of all at development,
which in this context seems to mean industriali-
zation. In the European discussions, a strong
flavour of economic neutrality pervades much of
the analysis; although Europe, like everyone
else, wants to ‘grow’, they do not view the Com.
mon Market primarily as a means of reducing
unproductive consumption in order to increase
the proportion of GNP going to gross invest.
ment. In so far as the Latin American countries
do have such an aim, it is conceivable that their
plans for harmonizing their tax.expenditure
systems would carry what might be called uni-
formity in bias, a deliberate bias to promote
certain currents of economic activity, and dis-
courage others. In this event, a much stricter
degree of harmonization will be necessary than
in Europe; no one country within the market
is likely to be permitted to let its consumers go
on as before, while the others carry the tem-
porary burden of providing internal funds for
growth.”

5. “...Europe does not, but Latin America
does, need to look forward to a rising proportion
of government expenditure to total GNP...
Latin America’s problems of public finance har-
monization are small now, but will be growing
indefinitely into the future.”

6. “...the income tax laws of the EEC must
be harmonized in a way that will reduce double
taxation, or undertaxation, of shareholders and
corporations combined... A Latin American
common market country, in contrast, gets little
of its capital from the other countries of its
common market... Given the aim of rapid
industrialization, the Latin American countries

have to guard against the danger of ‘tax wars’
among themselves, in offering inducements to
third-country capital by tax holidays, deprecia-
tion favours, and so on... In the EEC coun-
tries, it is the treatment of each other’s investors
that is important; in the Latin American coun-
tries, it is the comparative treatment of third-
couniry investors that makes urgent the har-
monization of taxation of investment income.”

7. The Latin American economies, being
more exposed wvis-d-vis the third-country world
than are the EEC economies, “are somewhat
less able to control their domestic employment
and price levels by ordinary fiscal policy mea-
sures than are the EEC couniries. .. Perhaps...
because the Latin American countries can do
somewhat less, it is important that they co-
ordinate even more closely than the European
countries the measures that they can utilize.
Moreover, there is clearly more room for im-
provement from the existing situation in the
former group of countries than in the latter...
The pattern of fiscal measures utilized may well
differ appreciably between the two groups.”

The conclusion to be drawn from the foregoing
considerations is that there appear to be even
stronger reasons for harmonizing fiscal incentives
among the Latin American countries than among
the European countries. Moreover, since the
former are more vulnerable to the third-country
world, some of the measures which it may be
desirable to harmonize may be expected to
follow different patterns in Latin America and
in Europe, particularly those related to monetary,
price and wage policies.

(i1) Limitations in the application of com-
pensatory taxes. A certain degree of of tax har-
monization is found in the EEC system of
“border equalization” by means of compensatory
taxes. Under this system, an importer country
is authorized to apply import duties equivalent
to the internal tax levied on the same product
produced locally and to grant exemptions for
export products to the extent to which such
products have been subject to those internal
taxes.

An analysis of experience in the application
of the border equalization system?® (compen-
satory taxes) shows that it has serious limita-

29 This system follows the principle of “country of
destination”, which means that all goods with a common
destination, whatever their origin, should be subject to
the same taxes, which would be collected in the coun-
try of destination. Under the principle of “country
of origin”, all taxes would be levied in the exporting
country, which wonld mean the abolition of compensa-
tory border taxes.
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tions, which have prompted a number of coun-
tries (notably the Federal Republic of Germany)
to propose that another system should be
adopted. These limitations stem from: (a) the
technical difficulty of calculating compensatory
import taxes and export refunds where the in-
ternal taxes compensated are of the cumulative
type; (b) the taxes are not fully reflected in
the prices of the goods; the extent to which
the taxes affect prices depends partly on supply
and demand conditions and the marketing
methods used; (c) save in the exceptional and
temporary cases referred to in article 98 of the
Treaty of Rome, compensatory taxes are cal-
culated to take into account only the effect of
indirect taxes on the prices of the goods
marketed. This is presumably because “the ap-
plication of the destination principle to direct
taxes is conceptually complicated” and because
of “technical difficulties of computing equalizing
measures for direct taxes”;3° and (d) the ap-
plication of a compensatory border tax is con-
sidered contrary to the spirit underlying the
efforts to liberalize trade among the Community
countries.

With regard to the difficulty of calculating
the compensatory tax where the internal taxes
compensated are of the cumulative type, the EEC
countries are considering the application of a
common system of taxes on value added.3! As
explained above, the value-added tax (VAT)
would be levied at each stage of the manufactur-
ing and distribution processes, and would be
payable on the basis of the sales value minus
the value of inputs and services purchased. How-
ever, the enterprise which exports the product
manufactured would not have to pay the VAT
and would also receive a refund of the VAT
paid by its suppliers on raw materials and other
inputs. This type of tax not only avoids the
double taxation inherent in cumulative taxes,
but also makes it possible to compute the tax
on the product more accurately. Moreover, it
has the advantage that, unlike cumulative taxes,
it does not favour highly integrated industries,
which are paying less in taxes because they
retain control from the raw material to the
finished product. The EEC countries are deeply
interested in the value-added system because they
are seeking a common method of taxation which

30 Clara K. Sullivan, The search for tax principles in
the European Economic Community (Cambridge, Har-
vard Law School, 1963). :

31 Ag this article was being completed (10 February
1967), The New York Times (Paris) announced that
the EEC had decided to adopt a uniform system of
indirect taxes based on the value added.

52

will make it possible to establish the limits of
legitimate compensation and the criteria for
determining what tax modifications would lead
to undesirable distortions in competitive con-
ditions. The EEC Commission has found that
far too many distoriions have occurred in
practice and that they represent a serious prob-
lem. The EEC countries are also contemplating
a standstill on changes in import charges and
drawback rates. (In theory, the standstill has
been in operation since 1960.)

Article 97 of the Treaty of Rome provides
for the establishment of average equalization
rates (lump-sum taxes) for specific products or
groups of products, in view of the fact that it
is impossible to compute compensatory taxes
and rebates accurately where the indirect taxes
are cumulative. However, one disadvantage of
these average rates is that some enterprises might
have to pay more than the average and others
less, to the detriment of the former’s competitive
position.

4. Summary and conclusions

It has been seen that the problems arising
from the establishment of fiscal incentives at
the national level are essentially the same as
those encountered in promoting exports in the
context of an economic integration programme.
Most of them stem from the difficulty of de-
termining the imported input content of the
finished products and the incidence of taxes
on export prices, the possibility that rebates
may exceed charges and thus constitute sub-
sidies and that certain types of rebates and ex-
emptions may be condemned as subsidies by
other countries, the lack of any clear agreement,
even among industrialized countries, concerning
some types of exemptions and the fact that other
incentives and disincentives to exports are operat-
ing simultaneously to enhance or diminish the
possibilities of achieving the established goals.
These complex problems are further complicated
at the level of regional integration by the
potential effects of subsidies on competitive
conditions, the desire to harmonize fiscal in-
centives for exports and the fact that these in-
centives must be based not only on the co-
ordinated economic policies of the countries
applying them but on the economic policies of
competitor and client countries.

The difficulty of determining the incidence of
tax charges on export prices is closely related
to the problem of subsidies, and some of the
methods used make it imperative to come to
grips with the latter. For example, the practice
of refunding to the exporter a certain percentage



of the f.o.b. value of exports to cover taxes paid
can easily develop into a subsidy, since this
practice was developed precisely because of the
difficulty of determining the incidence of the
taxes. On the other hand, if a subsidy is not
prejudicial to other countries and is not distort-
ing normal competitive conditions, it is accept-
able under the terms of the GATT and the
Treaty of Montevideo.

It has also been seen that the degree of com-
plexity of processing has a bearing on the feasi-
bility of certain types of fiscal incentives and
on the calculation of the incidence of charges
to be refunded. Similarly, the degree of inflation
prevailing in a country influences the real value
of rebates and the choice of this practice over
others, such as compensatory imports. Thus,
in different countries and different situations one
technique is likely to be preferred to another.
Countries which have had relatively limited ex-
perience with fiscal incentives for exports and
are faced with the increasing technical com-
plexity of manufacturing processes might wish
to study Argentina’s practice of establishing
standard categories for its exports of manu-
factured products for purposes of determining
taxable inputs and the corresponding rebates. On
the other hand, countries in which the real
value of rebates is reduced by inflation and by
the time-lag in effecting refunds might wish
to apply the iechnique of compensatory imports
in addition to fiscal incentives for exports. How-
ever, this would not alter the effect of inflation
on the value of the refunds of internal taxes.

The value of those incentives may be negli-
gible or decisive depending not only on the
degree and manner of their implementation but
also on the existence of other obstacles or stimuli
to exports. In a country which refunds an
average of 5 to 10 per cent of the value of
exports to the exporter to compensate for taxes
paid and at the same time maintains an ex-
change rate which is overvalued by 20 per cent,
the rebate is no longer an incentive. In another
country where the exchange rate is neither over-
valued nor undervalued, but where the ratio
of the wage level to productivity is higher than
in competitor countries, tax incentives alone
may be unable to overcome this disadvantage.
The effectiveness of tax incentives can be as-
sessed only as one element in the over-all result
of the various policies and conditions affecting
exports.

With respect to the solution of the problems
encountered in harmonizing tax incentives for
exports at the regional level, the choice appears
to lie between an ambitious programme for

creating optimum competitive conditions through
the co-ordination of all government policies af-
fecting export prices, and more limited steps
gradually to improve and perfect the har-
monization that already exists. In view of the
dangers of partial harmonization described
above, a middle-of-the-road course (such as
that of trying to harmonize rebates or even the
rates of taxes on export commodities) could
cause even greater distortions in competitive
conditions by changing only some of the govern-
ment policies affecting export prices. On the
other hand, a programme for achieving max-
imum co-ordination represents a long-term un-
dertaking which would be contingent upon dif-
ficult policy decisions. The minimum which
might be accomplished in the near future would
aim: (a) to ensure, as far as possible, that
exemptions and refunds of duties and taxes do
not in practice exceed the actual charges paid;
and (b) to seek an agreed definition of the taxes
which are subject to exemptions and refunds
when a product is exported and how those in-
centives can be utilized. It is not clear, for
example, what is considered acceptable in the
way of exemptions from direct internal taxes on
the value of exports, nor are such exemptions
the general practice. It is difficult, if not im-
possible, to estimate the incidence of direct
internal taxes on prices so that the drawback
will actually reimburse the producer or exporter
for the indirect internal taxes he has paid. Some
Governments, however, have managed to avoid
this technical problem and promote exports by
offering exemption from direct tax on export
earnings. Moreover, it has not yet been made
clear whether the internal taxes on fuels and
machinery and the social security contributions
paid by exporters are refundable.

In seeking a uniform definition of these items,
it should be borne in mind that subsidies which
have no harmful effects on the economies of
the countries concerned will not call for pre-
ventive measures.

The countries members of the EEC have an-
nounced the adoption of a technique which will
help to mitigate the inconveniences of the cascade
effects of multiple taxes (a common system of
taxes on value added) and will eliminate some
of the disparities and bring the value of the
refunds into closer relation to the value of the
charges actually paid. While the cost account-
ing practices necessary for this system are less
automated and less developed in Latin America
than in the European countries, the advantages
afforded by the system itself indicate that it
deserves further study.
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Lastly, while harmonization of general fiscal
policies (which are linked with fiscal incentives
for exports) may be even more necessary in the
Latin American countries than in Europe, it is
likely to be a more difficult process in Latin

America because the countries of the region are
more vulnerable to outside economic influences
and will have to adopt different price, wage
and monetary policies in response to those in-
fluences.
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LATIN AMERICA’S HYDROELECTRIC POTENTIAL

T

Approximately half of the total output of elec-
tric power in Latin America (which amounted
to 100,000 million kWh in 1965) is hydroelectric
in origin and valued at some 600 million dollars
per year. In recent years the importance of
water resources in total ouput has required an
average annual increase of 1 million kW in
the installed capacity of hydroelectric plants
and investment at a rate of about 400 million
dollars per year.

Past trends and the programmes adopted or
recommended in the Latin American countries
for expanding electrification indicate that water
power, which now has an annual average growth
rate of almost 9 per cent, will continue to in-
crease or, at the very least, to maintain its
present level.

The purpose of this study is to arrive at a
tentative measurement of Latin American hydro-
electric potential and it is clear from the outset
that its volume is tremendous in view of the
hydro-meteorological and, particularly, the topo-
graphical features (marked changes in eleva-
tion) of the region. One estimate made on a
world-wide basis by the United States Geological
Survey suggests that Latin America has almost
one fourth of world hydroelectric potential.!

In view of the fact that Latin America repre-
sents only 15 per cent of the earth’s habitable
surface and only 7 per cent of the world’s popu-
lation, it obviously enjoys a privileged position
as regards hydroelectric resources. Despite the
abundance of those resources in most Latin
American countries, generally speaking very
little is known about them.

Research undertaken by ECLA for the Latin
American Seminar on Electric Energy held at
Mexico City in 1961 showed that in almost all
the countries there are many widely differing
estimates of hydroelectric potential. Even on
the basis of data from what appeared to be most
reliable sources, it was found, for example, that
the most optimistic appraisal was six times larger

1See: United States Department of the Interior,
Geo]ogxcal_Survey, Developed and potential water power
of the United States and other countries of the world,
Circular 367, 1954 (reprinted 1958).
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than the most pessimistic for a country with
one of the highest potentials, and in several
countries it was four times larger. The great
disparity between the different estimates is in-
dicative of how little is known about the water
power potential of Latin America, and arises
from the fact that the local authorities are not
fully aware of the impact of an abundant supply
of cheap power produced by the most modern
techniques on economic and social development.
The competent public authorities are carrying
out systematic and effective research and studies
to assess their river potential in very few Latin
American countries,

ECLA has repeatedly drawn attention to the
inadequacy of hydrometeorological observations
and measurements, particularly with regard to
stream gauging.? For the great majority of
rivers, either no rate-of-flow measurements are
taken or they are taken so infrequently and
under such dubious circumstances that they have
little or no value.

Taking Latin America as a whole, there is a
similar shortage of contour maps and plans with
scales sufficiently detailed for the type of studies
required.> Moreover, sufliciently detailed alti-
metrical data covering most of the river’s course
are available for very few rivers.

As a result, data are lacking on the two factors
of river potential—flows and changes in eleva-
tion—required for direct and over-all assess-
ments of the resources of a large area or of a
whole country.

The problem has yet another negative aspect.
Estimates have been made for the same rivers
or river systems on the basis of the same data,
which vary considerably according to the criteria
used by the expert or institution carrying out
the study. Until recently, this lack of uniformity
in methodology and in the technico-economic
terminology used in the presentation of the re-

2See “Hydro-electric resources in Latin America:
their measurement and utilization”, Economic Bulletin
for Latin America, vol. VII, No. 1 (February 1961),
and the country studies in the series “Water resources
in Latin America” (already published: Chile, Venezuela,
Bolivia, and Colombia; in preparation: Argentina, Peru,
Uruguay and Paraguay).



sults of the different studies was apparent even
in more developed countries.

Following the concepts and guidelines drawn
up by the United Nations economic commissions
for Europe and for Asia and the Far East, the
Latin American Seminar on FElectric Energy
held at Mexico City considered and recom-
mended a methodology worked out by ECLA
for standardizing the evaluation of water re-
sources in the Latin American countries, having
particular regard to the scarcity of basic daia
and at the same time the need to make evalua-
tions covering wide areas for planning purposes.

This paper is a preliminary attempt to apply
the above-mentioned methodology to the stan-
dard evaluation of the hydroelectric potential
of all Latin American countries.

1. Definitions adopted in respect of hydro-
electric potentials

In order to define the scope and limitations
of this study, the basic definitions for over-all
hydroelectric evaluations are given below:

(a) The theoretical potential (sometimes
called gross potential) fully measures the re-
sources for estimating the annual output of
power of a basin or river system in their natural
state, i.e. without any alterations produced by
installations constructed for purposes of ac-
tivating that power. Thus, all water above sea
level is regarded as capable of producing elec-
tric power, with a 100 per cent yield;

(b) The technical potential (also called *“ex-
ploitable potential” or “practical potential”)
measures resources in terms of existing installa-
tions and those which could be built at any
time by conventional technical methods for this
type of construction, without exceeding a pre-
viously determined ceiling for the cost of
installed kW.

It should be pointed out that the theoretical
potential, as defined earlier, is a constant for
each basin unaffected by the intervention of
man,® unlike evaluations dependent upon what
is technically or economically feasible.

Theoretical potential should be divided into
ftwo parts:

(i) The gross surface run-off potential,
which measures the theoretical annual output
of energy (or its mean potential) by unit of
area (kWh/km? or kW/km?) derived from the

water of a basin or region, allowance being

3 Except for changes in the rain pattern which may be
produced by inducing “artificial rainfall” (increase
in moisture nuclei by such agents as silver iodide).

made for the losses occurring in the initial
run-off, each unit of area being measured at
its altitude above sea-level.

Rain water falling on an area may be carried
off by any of the following three natural
processes:

1. Evaporation and plant transpiration;

2. Surface run-off;

3. Infiltration and underground run-off.

The gross surface potential of a basin should
preferably be estimated by “surface run-off”,
provided that there are adequate hydrological
data or enough general information on which
to base an adequate indirect estimate of the
run-off coefficient (ratio of volume of run-off
to volume of precipitation).

(ii) The gross river potential—on river beds
—which measures the potential of the mean
flow (or annual energy) along the course of
each waterway and thus yields the kW (or
annual kWh) for the whole river or for each
unit of length.

Similarly, part of the technical potential is
usually identified separately under the heading
of economic potential, in order to define the
potential that can be used on a short or medium-
term basis within the framework of the general
economic development of the country concerned.
The economic potential therefore excludes from
the technically exploitable potential that part of
the installations or proportion of annual output
to which an over-all economic analysis assigns
no priority in the event of conflict with other
uses of water. It also excludes those sources
incapable of supplying the same kind of power
(load factor, reliability of service, etc.) at the
same or less cost than other sources of eleciric
power.* The economic potential varies in ac-
cordance with a number of variable factors:
competitive price of power, cost of equipment,
interest rates, construction costs, etc.

2, Methods of calculation used

The criticism that theoretical potentials have
no practical use since they merely represent
unattainable ceilings is valid if the problem is
considered only from that standpoint. Granted
that fact, they are, however, useful in an over-all
approach to the problem. These limits should be

4 The cost of hydroelectric power in a multi-purpose
development must obviously be determined after a
judicious distribution of investment among the several
consumers. Similarly, in each specific case, the delay
before the plant goes into operation and the foreign
exchange investment are factors which must be borne
in mind.
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regarded as yardsticks against which to measure
the actual progress achieved within a country
or region in the utilization of potential. In prac-
tice, the same is true of the theoretical limit of
thermo-dynamic efficiency (also unattainable)
in the steam cycle. Moreover, the theoretical
potential is the only one that can be evaluated
directly and on an over-all basis for the whole
of Latin America, since it is the only one for
which basic information covering the whole
region js available: precipitation and contour
maps.

As the theoretical potential of each basin is
more or less a constant and is not affected by
the intervention of man, the results arrived at
would be subject to subsequent modification
only to the extent that the elements used were
improved, i.e., more detailed contour maps (on
a larger scale) and isohyetal lines of mean
annual precipitation were drawn up on the basis
of more extensive statistical series and included
recent observations.

The operational procedure used was the fol-
lowing:

First, the “gross surface potential from pre-
cipitation” was calculated on the basis of the
total annual amount of water fallen on each
point, without regard for any loss. On the basis
of that potential, estimates of the economic po-
tential were made using coefficients obtaining
in Europe and mean run-off coefficients for ex-
tensive areas generalizing from those established
for a limited group of basins.’

The study by the Economic Commission for
Europe, entitled “Hydroelectric potential in Eu-
rope and its gross, technical and economic
limits” (E/ECE/EP/131) and published in
1953, indicates that the ratio between present
economic potential and “gross surface run-off
potential” for the eight European countries
studied ranged from 0.17 to 0.20. Similarly,
the paper by the Economic Commission for
Asia and the Far East, entitled “Report of the
working party on assessment of hydroelectric
potential to the sub-committee on electric power”
(E/CN.11/T & NR/Sub.1/2) and published in
1956, indicates that specific studies revealed that
the ratio between present economic potential
and “gross river potential” ranged approxi-
mately from 0.33 to 0.40.

5 The mean run-off coefficient of a basin is the quotient
of the volume of flow along the river draining the
basin and the volume of precipitation falling on the
basin, taking into account the figures for each year for
which records are available.
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Indirect estimates of economic potential in-
clude, therefore, elements which—unlike “gross
surface run-off potential”’—are partly subjective
and open to an appreciable margin of error.
However, for planning purposes and taken as
a whole, these estimates have more coherence
than a list drawn up on the basis of individual
national estimates, which are extremely hetero-
geneous.

3. Data used

(a) Topographical data

The basic working map used was the one
prepared by the United States Air Force for
aeronautical purposes on a scale of 1: 1,000,000,
since it had the most detailed altimetrical in-
formation covering the whole of Latin America
(standardization of basic data).

The contour lines drawn on the charts were
as follows: 500, 1,000, 2,000, 3,000, 5,000
7,000, 9,000, 12,000, 15,000 and 18,000 feet.

(b} Hydro-meteorological data

There was no single map for the whole re-
gion, showing mean annual isohyetal lines for
one period, which was sufficiently large in size.
This difficulty was partly overcome by using
precipitation maps which were already available
for each country and which—relating to recent
periods—covered at least 15 years. In many
cases the map used was the only one available.

It should be pointed out that, in Latin
America, there are zones, some of them relatively
extensive, in which precipitation is not mea-
sured; in such cases the corresponding isohyetal
lines were extrapolated from those established
for neighbouring regions, having due regard
for topographical characteristics and meteoro-
logical conditions.

Consequently, modifications in a number of
national rainfall maps are to be expected when
measurements are taken in zones not previously
covered and when the period of observations
is standardized.

4. Details of the calculation

Isohyetal lines were drawn on the contour
maps (1: 1,000,000) in order to have the mean
annual precipitation and the elevation above
sea level for each point on a single map.

The gross surface potential from precipitation,
generally to sea level, for each basic area (that
area enclosed by two successive ischyetal pre-
cipitation lines and two successive contours)
in each basin was determined by applying the
formula: ’
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assuming full utilization and a 100 per cent
yield. Ps is that potential, expressed as an annual
mean, in millions of kWh; 7 is the volume of
the annual mean precipitation falling on the area
in millions of cubic metres, and H is the average
elevation of the area above sea level in metres.
The potential for larger areas (basins, regions
or countries) was obtained by adding together
the individual values given by the formula. In
the case of enclosed basins, which do not drain
into the sea, the value of H was determined in
relation to the lowest point in each basin. In
the particular case of the Lake Titicaca-Lake
Poopé basin (Peru and Bolivia), utilization of
the potential down to sea level was also consid-
ered possible.

Ps=

5. Criteria adopted for the distribution of
potential in international basins

Among the international agreements in Latin
America governing the utilization of waters
belonging to more than one country are the
1933 Montevideo Declaration on the industrial
and agricultural use and navigation of interna-
tional rivers adopted by the VII Pan American
Conference (24 December 1933) and a num-
ber of bilateral treaties drawn up to deal with
specific cases.®

As potential is calculated by river basins
and as the most convenient form of presenta-
tion was by countries, criteria had to be adopted
for the distribution of resources in international
basins.

The following standard and simplified criteria
were adopted solely for purposes of the theo-
retical calculation, and are in no way binding
on the United Nations with regard to specific
sovereignty issues:

1. For countries in which an international
basin (or the tributary of an international
river) originates, the corresponding potential
is no longer calculated with reference to sea
level but with reference to the point at which
the river crosses the frontier or at which, with-
out leaving the country of origin, it constitutes
the border between the two countries.

2. The potential of countries receiving a flow
of water from an incoming river is defined
as the flow between the two extremes of eleva-
tion of the river occurring within their own

8 See ECLA, Preliminary review of guestions relating
to the development of international river basins in
Latin America (E/CN.12/511).

territory, plus the potential created by precipita-
tion on their own territory.

3. When there is a change in elevation for
the part of a river constituting a common boun-
dary between two countries, the latter share
equally in the potential, regardless of the water’s
source.”

6. Gross surface potential from precipitation

Although this is a wholly theoretical concept,
it is a good general indicator of the distribu-
tion of the exploitable hydroelectric potential
because it is calculated throughout Latin
America with a high degree of uniformity and
accuracy.

The results of the evaluation are given by
countries in table 1. The regional total is 40,694
TWh, with a mean of 2.0 GWh per square
kilometre and an allocation of 164 MWh per
person.8

The distribution by countries shows that a
large proportion of the total is concentrated in
a few countries. Brazil alone accounts for 42.4
per cent (17,023 TWh), and with Colombia,
Mexico, Peru and Venezuela added, the five
represent 72.3 per cent (30,864 TWh) of the
regional figure.

The mean density of hydroelectric potential
by unit of area and by country is given in
coulmn (4) of table 1. Costa Rica ranks highest
with 5.0 GWh/km?, followed by Guatemala,
Ecuador, Panama and Venezuela with 4.5, 4.2,
3.8 and 3.7 GWh/km? respectively. They are
all more than 80 per cent above the regional
average. The density is lowest in Cuba and
Paraguay (0.5 GWh/km?).

The last column of the table indicates the
mean per capita distribution of the gross po-
tential which varies greatly in relation to the
regional average of 164 MWh/per capita.

7. Assessment of present economic potential
in Latin America

In order to estimate the “present economic
potential” on the basis of the previous figure,
it was necessary to make a number of assump-
tions,

As mean run-off coefficients have not yet been
worked out for all the major river basins in
the region, some generalizations and supposi-

7In the case of the River Courantyne the total po-
tential was attributed to Surinam because the frontier
with Guyana runs along the left bank.
81 MWh = 1,000 kWh;
1 GWh == 1,000,000 kWh;
1 TWh = 1,000,000,000 kWh.
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Table 1
LATIN AMERICA: GROSS SURFACE ENERGY FROM PRECIPITATION=

Population

Gross surface energy

h1966nd tre Total By km? cf;'rm

Country S versone) (1,000 bm) (TWR)>  (GWh/kme)> (MR

(1) (2) () (1) ol
(5)

Argenting ....oecvvvecacsracnccnsnnes 23,380 2,777 2,340 0.8 100
Bolivia ....vciviiiiitnenraceranaanes 4,234 1,099 1,640¢ 15 388
Brazil ...ooviiiiiiiiiiiiariineannnna 83,670 8,512 17,020 2.0 204
Chile +.cviiiiiiii it icierernanss 8,771 742 1,5704 2.1 179
Colombia ...c.covivvienienicianianns 18,298 1,138 3,850 34 210
Costa Rica «vvvviiinnirncinrannnnnn 1,524 51 260 5.0 168
Cuba v.ovvviiiiriiiiiiiionoisoecnnnns 7,675 115 60 05 8
Dominican Republic ......c.ooviiits. 3,715 49 90 1.8 24
Ecuador ..evviveniininnnenrennnnenns 5,199 284 1,200 4.2 231
El Salvador ......ccvciivenenn veesee 3,008 21 50 2.6 18
French Guiana .......ecvverieeennnnss 36 86 150 1.7 4,160
Guatemala .........ccc00enunnn vevenn 4475 109 490 45 111
GUYANA .evvrnvnenrnnnannsaresenannns 647t 215 370 1.7 572
Haiti .....cccivvviinennn. Ceieeans 4,751 28 50 18 10
Honduras ........cvivvvieiinannnnnn 2,396 112 390 3.5 165
Jamaica ... iiiiiiiiiiia, cees 1,773t 11 308 27 17
MeEXICO ¢evverionreernnerrornscannnns 44,174 1,973 3,420 1.7 Y4
Nicaragua .......covvvincnrnnnnnnnn. 1,815 140 240 1.7 134
Panama .......cciiiiiiniiiniannnen, 1,242 76 290 3.8 233
Paraguay .....ccviiiiiiiiiiiiiiinen. 2,061 407 210 0.5 103
Peru vovieeiiiiiiiiiiiiieiiiieeia, 12,012 1,285 3,250h 25 271
Surinam .eiiiiiiiiiiiiiiiiiaea 324e 143 260 1.8 793
Trinidad and Tobago ........ reeaenas 975¢ 5 13 2.6 13
Uruguay ceeeevvevieeerenen. P 2,677 187 110 0.6 40
Venezuela ....ovvvveeninnninnnnnnns. 9,030 912 3,330 3.6 368
Latin America .......ccovninnn. 247,862 20,477 40,694 2.0 164

& Provisional figures.
b1 MWh = 1,000 kWh;
1 GWh = 1,000,000 kWh;
1 TWh = 1,000,000,000 kWh.

¢For the Lake Titicaca-River Desaguadero basin in relation to the mean level of Lake Coipasa. In relation

to sea level, the figure is 2,044 TWh.
d4From the River Copiapo southwards.
e 1964,
£1965.
g Based on incomplete information.

b For the Lake Titicaca basin in relation to the mean level of the lake. In relation to sea level, the figure

is 3,609 TWh.

tions had to be made for those on which no
information of this kind was available. By
applying these coefficients (determined by rule-
of-thumb methods or estimated) it was pos-
sible to obtain the “gross surface run-off poten-
tial”. The “present economic potential” could
then be assessed from this figure by means of
correlation coeflicients drawn from the experi-
ence of certain European countries.®

Only two correlation coefficients were chosen

9 Strictly speaking, this would be the potential when
the economic and social development of the region
g;a'ches a level comparable to that of Europe in the

ties.
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on the basis of the same criterion. The coefh-
cient adopted for water obtained from rainfall
in one and the same country was 0.2, while
that for water entering from another country in
major international rivers was 0.35.1° However,
the latter coefficient was reduced to 0.3 for the
tributaries of the Amazon basin that flow into
Brazil, because the geomorphological character-
istics (wide plains) are less suitable for energy
production.

The results of the final calculation, which are
somewhat open to challenge as regards the coeffi-

10 The latter is actually the conversion of “gross river
potential” to “economic potential”.



cients used as a basis, can be found in table 2.
In the first column, present economic potential
is expressed in terms of mean annual energy
in thousands of GWh, and in the second as the
corresponding mean potential in GW, ie., the
second column is the result of dividing the
figures in the first column by the number of
hours in a year (8,760).

It is interesting to note that the European
coefficients can be adapted quite successfully to
Latin American conditions. In fact, in a few
countries where hydroelectric resources have
been studied for years on the basis of field work,
the results are close to the calculations made
in this paper.

In Chile, for instance, an inventory of the
power plants in operation combined with a re-
view of 187 possible power stations gives an
estimated potential of 20.3 GW for the statistical
mean flow!! as against 22.5 GW in the present
estimate for the same kind of flow.

In Uruguay an inventory covering, in addition
to the two power stations operating on the river

Negro, nine possible plants, including the rel-
evant half of Salto Grande (Uruguay river),l?
indicates that there is an installable capacity
of 1.0 GW with a mean annual potential of 0.7
GW1 as against 0.85 in the present calculation.
Lastly, the most recent direct estimates made in
Mexico place the “economically installable”
capacity at 15 GW.1* With due regard for the
plant utilization factor, this would signify a
mean potential of about 8 GW in comparison
with the present calculation of 11.1 GW.

It is not surprising that, in all three cases, the
indirect estimate of potential should be greater
than the direct estimate since an individual
evaluation of each of the possible uses of hydro-
electric energy is, in general, likely to have a
smaller coverage than a comprehensive evalua-

11 Empresa Nacional de Electricidad S.A. (ENDESA),
Plan de electrificacion del pais (1956).

12 International Argentine-Uruguayan projects.

13 ECLA, Los recursos hidrdulicos del Uruguay (in
preparation).

14 “Hydroelectric resources in Latin America: their
measurement and utilization”, op. cit.

Table 2
LATIN AMERICA: ESTIMATED PRESENT ECONOMIC POTENTIAL
Mean Mean Mean Me'"f
energy potential pot;er’:t;.'zl z :’:a’”:::
Country (108 GWh) (cw) p(ekW) P (klg)
(a) (5) (a) (b) (a) () (a) (b)

Argentina ............... . 96.0 10.9 4.0 047
Bolivia 1284 1582 14.7 18.1 13.3 16.4 3.40 4.18
Brazil vivvvvvvnvniiineinianns ves 900.5 102.7 12.2 124
Chile tiveiinriiiiiiiiinreneennnnans 197.0 225 319 2.89
Colombia c.ovvvevvnninniennnn. crenee 334.2 38.2 335 2.08
Costa Rica «..vvvevvnnennnnnn. cesees 18.6 2.1 41.1 1.38
Cuba civnnieriiiiennnennnenenennnns . 6.0 0.7 6.1 0.09
Dominican Republic ................. 7.0 0.8 16.3 0.22
Ecuador ..covvvniiivieiinieennnnns e 150.4 17.2 60.2 3.29
El Salvador «....ovvivevnnnnrenns veee 3.8 0.4 20.5 0.14
French Guiana ..........cc00uaue eee 13.6 1.6 18.5 44.50
Guatemala ........ccoviiieeniiinnnnan 38.4 4.4 40.3 0.99
GUYANG tevveriririnrnneneaenccsscens . 40.8 4.7 218 7.27
3 £ 1 . 3.8 0.4 15.4 0.09
Honduras .........civiveieinnncenos 30.8 35 313 1.46
Jamaica ... iiiiiiinieiieianeans . 24 0.3 245 0.15
Mexico vovrniiiiiiinnnnnens tesoscess 97.0 111 56 0.25
Nicaragua ......cvvevvvveeneenneens . 19.6 2.2 15.7 1.21
Panama ..........cccc0iieinnen. veeo 21.2 24 31.6 212
Paraguay .....c.ovvvnieiiiiinininnnons 47.1 5.4 13.3 2.62
Peru ....oovvviviiniivniennn. veceson 2868 3134 32.7 35.7 25.5 278 2.73 298
Surinam .. ......ciiirieieerianenes .. 23.0 26 18.2 8.02
Trinidad and Tobago ....ovvevvvenens 1.0 0.1 18.0 0.09
Uragnay .....ccoociiiiiiiniinnnn. . 7.5 0.9 4.9 0.3¢
Venezuela ...........coevvvnvnnnnnn 304.0 34.7 38.1 3.85

Latin Americg .v.oovvvivvennnnns 2,7789 28353 3172 3236 155 158 1.28 1.31

(a): The energy potential of the Titicaca basin was calculated in relation to the lowest level of the basin

in the country concerned.

(b): The energy potential of the Titicaca basin was calculated in relation to sea level.
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tion. The real economic potential of the whole
region expressed in terms of mean potential is
thus about 300 GW, of which Brazil accounts
for roughly one third. Colombia, Venezuela and
Peru follow in order of importance with 38, 35
and 33 GW respectively. In relation to their
area, Ecuador, Costa Rica, Guatemala and Vene-
zuela are the best endowed, with 60, 41, 40 and
38 kW /km? respectively in comparison with the
regional average of about 16 kW/km?. Argen-
tina, Uruguay, Mexico and Cuba are the least
favoured in this sense, with levels amounting to
about a third of the average.

Lastly, French Guiana, Surinam and Guyana
have a high mean potential in relation to the
current population, mainly because of their low
population density. The figure, which is around
1.3 kW /per person, is well above the regional
average.

As empiric calculations of run-off coefficients
are made for a larger number of river basins,
and more knowledge of their hydroelectric

potential is acquired by means of specific field
studies, it will be possible to improve this method
of indirect over-all evaluation based on these
rudimentary elements of information, while
progress is made in obtaining the basic data
necessary for estimating the economic potential
of whole countries and regions in a more re-
alistic and direct fashion.

In order to show the volume of the hydro-
electric resources calculated in this manner,
table 3 lists the installed capacity of the hydro
plants at the end of December 1965, their mean
capacity estimated with a utilization factor of
0.5 and the ratio of this coefficient to the total
amount of economic resources available. For
Latin America as a whole this ratio is only
1.8 per cent, ranging from O for Cuba, Guyana,
Haiti, Paraguay, Surinam, and Trinidad and
Tobago to a maximum of 13.1 for Uruguay. It
will be appreciated that the countries that have
made the greatest relative use of their water
power up to now are Uruguay, El Salvador and
Mexico.

Table 3
LATIN AMERICA: UTILIZATION OF PRESENT ECONOMIC HYDROELECTRIC POTENTIAL

Utilization

Capacity at end Present of present

of 1965 (MW ) economic economic

Country potentisl Ppotenticl

Installed Mean (MW) (percentage)
—— X 100
(1) (2) (3) (3)

Argentingd o.....eeviiiiesiiessssnenens . 400 200 10,900 18
Bolivia vevviinvnnnrernninennenosssanens 95 47 14,700 03
Brazil .o.oiiiiiiiiiiieasiiinsicananons 5,391 2,695 102,700 26
Chile ..covvrviiniiiiiiiniennnsscnnns . 710 355 22,500 16
Colombia +.vveuriverreiensenrnnsnnnane (850) 425 38,200 11
Costa Rica .....cvvivriieriinenennanne 105 52 2,100 25
Cuba oviviiiniiiiiiiiiieeiiencsanans - 0 0 700 0.0
Dominican Republic .....ccovvvinvninnns 8 4 800 05
Feuador o.ocviiiiiiiiiiiiiiiiiiieiaaas . 80 40 17,200 0.2
El Salvador .........cciiiiviiivnnnnnns . 90 45 400 11.2
French Guiana ........ccviiivnrnnnnnns . 1,600 ves
Guatemala ......ccooiviiiriiriniienanns 33 16 4,400 0.3
GUYBNA v.iviiiirinnnncnenrrnnansnn ceees 0 0 4,700 0.0
Haiti cooiiiiiiiiiiiiiiiiiiiiiiianenns 0 0 400 0.0
Honduras ......covvviiiinnireennnnnnnns 32 16 3,500 0.5
Jamaica ... 300
MeExXICO +.ivvvrvrrnneererenennnenannns . 2,245 1,122 11,100 10.1
Nicaragua .....ocvvviiiireiinennrnnnnns 51 25 2,200 11
Panama (including Canal Zone) ........ 52 26 2,400 11
Paraguay .. ..cvvviiiiiiiiiniinnnoans caes 1 0 5,400 0.0
Peru oovnii i i 475 237 32,700 0.7
Surinam ...l 0 0 2,600 0.0
Trinidad and Tobago .......0ovunn... 0 0 100 0.0
Uruguay .....ocvviiiniinninnnnannnnnn. 236 118 900 131
Venezuela ...........coovuiiiiiiinin... 380 190 34,700 0.5
Latin America .............ccuuv... 11,188 5,594 317,200 18
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SMALL-SCALE INDUSTRY IN THE DEVELOPMENT
OF LATIN AMERICA¥*

1. INTRODUCTION

1. General considerations

A study of the industrialization of the de-
veloped countries shows clearly the dynamic
contribution of small-scale industry to that
process, how its characteristics and patterns
have evolved and how it has adapted to a con-
solidated industrial system. In Latin America,
however, its development has taken place under
the stress of very different factors, such as short-
age of capital, slow economic growth, unstable
political and social conditions, the exclusion
of large population masses from the monetary
market altogether and the existence of a cottage
industry sector engaged primarily in the pro-
duction of simple goods by rudimentary techni-
ques.

At the Latin American countries’ present stage
of industrial development, small-scale enterprise
is concerned with what are known as the tradi-
tional industries, and co-exists with large-scale
industry on what usually amounts to a directly
competitive basis. In some cases, however, it
carries out work that is either very specialized
or on too small a scale to interest the medium-
or large-scale enterprise.

Every industrialization policy should take
into account the important social function of
small-scale industry, namely, the drawing of
large labour contingents into the production
process. It has a particularly effective contribu-
tion to make in such activities as food process-
ing, the production of certain types of textiles
and wearing apparel and the manufacture of
furniture, in which it can achieve a satisfactory
level of efficiency with little capital. For in-
stance, in the textile industry in Latin America
small mills of low technological levels exist side
by side and in competition with large-scale
modern establishments.

* Document ST/ECLA/Conf.25/1.17, prepared by
the ECLA secretariat and presented at the Seminar on
Small-Scale Industry in Latin America (Quito, Ecuador,
28 November-5 December 1966).

On the other hand, small-scale industry in
Latin America has been assured of a comple-
mentary role to large-scale industry by the sys-
tem of sub-contracting. It is already performing
this function in the more industrialized countries
of the region such as Brazil and Mexico, where
great progress in this respect has been made in
the motor-vehicle industry.

Government concern over small-scale industry
has so far resulted only in scattered assistance
efforts, showing on the whole a traditional and
fragmentary approach to the problem. In most
of the countries, action has been taken in re-
spect of credit, through financial entities or
mechanisms; in others, short training courses
at different levels have been instituted; and in
a few, technical assistance services have been
provided. This assistance has been on the whole
insufficient and its results have not been pro-
portionate to government efforts and expenditure
in favour of small-scale industry.

2. The concept of small-scale industry

There is no definition of the concept of small-
scale industry common to the different coun-
tries, either in the censuses, when this sector
is distingunished, or in the programmes designed
to promote it. Some of these programmes have
emphasized the promotion of cottage indus-
tries and small factories; others have excluded
the former and extended the definition to
medium-scale industry; while some Governments
have concentrated their efforts on the develop-
ment of the artistic cottage industries, as a com-
plement to their tourism plans.

In defining small-scale industry most of the
Latin American countries have used as their
criteria the number of persons employed per
establishment and the capital of the enterprise,
and occasionally the value of its sales (see

table 1).

The heterogeneity of these criteria is due in
part to the fact that the concept of small-scale
industry is defined in accordance with the gen-
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Table 1

LATIN AMERICA: DEFINITION OF SMALL-SCALE INDUSTRY IN
SELECTED COUNTRIES

THE PROGRAMMES OF

Number of Capital of Annual value

Agency

Country persons enterprises of sales Concept applying Year
employed (dollars) (dollars) it
Argentina ..... 10 workers — —_ Small-scale Industrial
or less enterprise censuses 1965
Not more than Not more than Less than Small-scale Industrial Bank
15 workers 20,0002 60,0000 enterprise
Brazil ........ —_ Not more than — Small- and Banco Nacional
3,600,000¢ medium-scale do Desenvol-
vimento Eco-
nomico 1966
Chile ......... Between 10 Between 7,900 Between 15,700 Small-scale Technical Co-
and 15 and 39,300 and 157,0004 enterprise operation
(fixed invest- — Service 1966
Between 1 ment) Artisan activity Technical Co-
and 10 Up to 7,900 operation
Service 1966
Colombia ..... 10 or over 31,250 — Small-scale Banco Popular 1966
— factory
Less than 100  Between 31,250 Medium-scale Banco Popular 1966
and 125,000¢ factory
Ecuador ....... — 11,0008 —_ Small-scale Legislation 1965
industry
Mexice ....... — Between 2,000 — Small- and Nacional Finan-
and 1,200,000 medium-scale ciera S.A. 1965
for the industry
Federal Dis-
trict and
between 4,000
and 1,200,000
for Mon-
terreyh
Venezuela ..... Between 5 — — Small-scale CORDIPLAN
and 20 industry (Industrial
Not more than — Small-scale Survey) 1962
—_ 22,000 industry National Com-
Between 22,000 — Medium-scale mittee for the
and 220,000 industry Financing of
Small- and
Medium-Scale
Industry 1965
Paraguay ..... Between 5 — —_ Small-scale Ministry of 1966
and 49 industry Industry
Between 50 — —_ Medium-scale and Trade
and 59 industry



Table L (corelusion)

LATIN AMERICA: DEFINITION

OF SMALL-SCALE INDUSTRY IN THE PROGRAMME OF

SELECTED COUNTRIES

Number of Capital of

Annual value

Agency

Country persons enterprises of sales Concept applying Year
employed (dotlars) (dollars) it
Uruguay ...... Between 5 —_ — Small-scale Comisién de
and 49i industry Inversiones y
Desarrollo
Econémico
(CIDE) 1966
e ——
Central America Between 5 — - Small-scale Definition
and 14 industry adopted by
SIECA 1962

235 million Argentine pesos (1965), taking the exchange rate as 171.50 pesos to the dollar.

b10 million Argentine pesos (1965).

¢Value of immovable fixed assets. This represents 8,000 million cruzeiros and could in special cases cover
enterprises capitalized at 12,000 million cruzeiros (5.5 million dollars). The exchange rate has been taken as 2.200

cruzeiros to the dollar, which was the rate in 1966.

dThe figures given are the equivalent in dollars of the annual statutory minimum wage in the Department
of Santiago, which was 3,141 escudos in 1966, or 785 dollars at the average free bank exchange rate of that vear

of 4.00 escudos to the dollar.

€ 500,000 Colombian pesos, at the exchange rate of 16 Colombian pesos to the dollar.

f Between 500,000 and 2 million Colombian pesos.

g Value of fixed assets excluding land and buildings, 200,000 sucres, at the exchange rate of 18.18 sucres to

the dollar.

bIn Mexican currency: 25,000 pesos if the industry operates in the provinces and 50,000 pesos if jt operates
in the industrial zones of the Federal District and Monterrey; in neither case may the accounting capital exceed
15 million pesos, taking the exchange rate as 12.49 pesos to the dollar.

1 Provisional classification.

eral conditions of the country concerned. Thus,
industries considered as small-scale in highly
developed countries with large markets may seem
to be medium- or even large-scale industries in
small countries at a low level of development.
In the United States, for example, this term is
applied to industries employing fewer than 250
persons; in Japan, where it has been given spe-
cial attention, to those employing fewer than
300 persons and having a capital of up to
28,000 dollars; in India, where it has again
been given great importance, to those employ-
ing up to 50 persons in establishments equipped
with power for mechanization and up to 100
persons in those without such power, whose
fixed assets do not exceed 100,000 dollars. On
the other hand, in Trinidad and Tobago, a coun-
try with a much smaller population, industries
employing 25 persons or more are regarded as
large-scale industry.

Any attempt to define the concept of small-
scale industry in Latin America is hampered by
the shortage of statistical information obtain-
able from industrial censuses. To overcome this

difficulty the technical agencies of the sector
and the statistics offices must make national and
sectoral surveys and include in the industrial
censuses questions relating to small-scale indus-
try. Once the quantitative significance of this
stratum of industry is known for each country,
it will be easier to establish the criteria for its
development.

Nevertheless, for the purposes of appraising
the stratum for Latin America as a whole, one
may assume a certain uniformity in the con-
cept of small-scale industry, since its situation
in the economies of the different couniries is
in many respects similar and the obstacles to
its transformation and development usually de-
rive from the same causes. Consequently, for
purposes of this study, small-scale industry will
be defined as industrial units employing between
5 and 49 persons. In addition, the analysis of
the problems of the stratum will concentrate on
the small-scale industry of the modern type,
which either has prospects of growing and turn-
ing into a medium-scale industry or which is
likely to continue to be small-scale on account
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of its structural characteristics, as in the case of
enterprises working on sub-contracts and those
performing very specialized work. The problems
of the cottage industry sector will consequently
not be analysed here, but will have a special
study devoted to them at a later date.

3. Small-scale industry’s contribution to employ-
ment and to the industrial product

Before analysing the problems of small-scale
industry and the nature of its production pro-
grammes, it is worth examining certain statistics
which show its position in industry as a whole.
According to the latest censuses made in some
of the Latin American countries, the great
majority of factory establishments belong to the
lower strata, while medium. and large-scale in-
dustry is concentrated in a small proportion of
the total (see table 2 and figures I to IV). On
the other hand, employment, value added and
motor power are concentrated in the highest
stratum (100 or more persons employed), a
situation which is the more extreme in the coun-
tries of largest population and highest degree
of development. In a few countries, however,
the percentage of persons employed by small-
scale industry is quite considerable.

The contribution of small-scale industry to
total employment and the total industrial product

could be calculated for Latin America as a
whole on the basis of census information and the
fragmentary data available for the other coun-
tries. For the purposes of the analysis the coun-
tries of the region® were divided into three
groups according to their population and degree
of relative development. Group I consists of
Argentina, Brazil and Mexico, which account
for 80 per cent of the total value added by in-
dustry; group II comprises Chile, Colombia,
Peru, Uruguay and Venezuela, which have all
reached a moderate degree of industrialization
and together account for 16 per cent of the
value added, and group III, the five Central
American countries, Bolivia, Ecuador, Haiti,
Panama and Paraguay, which contribute some-
what less than 4 per cent of the value added.
In the total of manufacturing employment in
Latin America—amounting to over 9 million
persons in 1960—cottage industry represented
48 per cent and factory employment 52 per cent.?
In the latter the stratum employing 5 to 49
persons represented 31 per cent (1,535,000) or
16 per cent of total industrial employment.
The relative importance of small-scale industry
as an instrument of labour absorption varied. In

1Cuba and the Dominican Republic have not been
included owing to absence of information on those coun-
tries.

2 See statistical annex, table G.

Table 2

LATIN AMERICA AND THE UNITED STATES: CHARACTERISTICS OF ESTABLISHMENTS
EMPLOYING 5 TO 49 PERSONS, ACCORDING TO THE CENSUSES

Central United
Brazil : Chil Colombi: ela

(1960) i (1957) t1o50) Pty 75 Fio)

Number of establish- 37,280.0 4,992.0 5,099.0 6,298.0 1,434.0 7,165.0 132,182.0
ments ...i.ieeea..

Persons employed .... 466,118.0 70,300.0 63,073.0 83,175.0 13,874.0 86,821.0 2,297,319.0

Value addeda ....... 119,507.0 100.9 63,483.0 855.8 1,653.0 1,316.0 14,004.0

Installed power (HP) 1,039,484.0 132,316.0 135,665.0 22,474.0 180,644.0 8,677,000.0
Persons employed per

establishment ...... 12.5 14.1 124 13.2 9.7 121 174

HP per establishment 279 25.9 215 15.7 25.2 65.6
Value added per person

employed® ........ 256.4 1,435.0 1,007.0 10,289.0 119.1 15,157.0 6,096.0
HP per person em-

ployed ............ 2.2 21 1.6 1.6 21 38

SOURCE: see statistical annex.

aIn millions of the monetary units of each country, except for Central America, for which it is in millions
of dollars, and Chile, for which it is in thousands of escudos.

bIn monetary units of each country, except for Brazil, for which it is in thousands of cruzeiros per persen,
Central America, for which it is in dollars per person, and Paraguay, for which it is in thousands of guaranies

per person.
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Figure I

LATIN AMERICA: NUMBER OF INDUSTRIAL
ESTABLISHMENTS IN MANUFACTURING, BY
LABOUR FORCE EMPLOYED
(Percentage of total number of manufacturing
establishments)

Natural scale
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LATIN AMERICA: LABOUR FORCE EMPLOYED
IN MANUFACTURING, BY SIZE OF
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group III it absorbed 50 per cent of factory
employment or 13 per cent of total manufactur-
ing employment, in group II 38 and 18 per cent
respectively, and in group III, which comprises
the largest and most developed countries, 28
and 17 per cent respectively.

The importance of small-scale industry in
employment thus diminished within the factory
stratum as a result of the expansion of large-
scale industry, but increased within total manu-
facturing employment (13 to 17 or 18 per cent),
while that of the cottage industry sector declined
in that total (from 75 to 51 and 41 per cent).
If these three groups are regarded as successive
historical stages, small-scale industry would
appear to play a dynamic part in manpower ab-
sorption in Latin America.

Small-scale industry’s contribution to the re-
gion’s industrial product is not as significant,
but is by no means negligible. Of the total manu-
facturing product of over 21,000 million dollars
in 1960, 26 per cent was produced by cottage
industry and 74 per cent by factory industry.
Small-scale industry provided about 21 per cent
of the factory product (about 3,340 million
dollars), or 16 per cent of the total manufactur-
ing product.

The importance of small-scale industry varied
according to the level of development of each
country. In the relatively less developed coun-
tries, it represented 34 per cent of the factory
product and 20 per cent of the total manufactur-
ing product; in group II these percentages fell
to 24 and 17 per cent respectively, and in the
most developed countries to 20 and 16 per cent.

Table 3 summarizes these estimates of small-
scale industry’s contribution to employment and
the product.

Although small-scale industry’s contribution
to the product diminishes as the level of develop-

Table 3

LATIN AMERICA: CONTRIBUTION OF SMALL-
SCALE INDUSTRY TO EMPLOYMENT AND
PRODUCT OF FACTORY INDUSTRY AND
MANUFACTURING INDUSTRY AS A WHOLE,
1960

(Percentages)

Employment Product

Factory Manufacturing Factory Manufacturing

ment rises, it is in every case of considerable
importance. Even in the United States, with its
advanced industrial development and a popula-
tion almost equal to that of the whole of Latin
America, the stratum of 5 to 49 persons employed
represents 12 per cent of the factory product?

The contribution to the factory product of
the stratum of 50 to 99 persons—which may be
taken as medium-scale industry in Latin Amer-
ica—also diminishes: from 18 per cent in group
IIT to 10 per cent in group II and to 9 per cent
in group I. As against this percentage diminu-
tion of small- and medium-scale industry, there
is a relative increase in the contribution of the
stratum of establishments employing 100 or more
persons: from 48 per cent in group III to 66
per cent in group II and to 71 per cent in
group L

It can therefore be assumed that as the Latin
American countries develop as a result of the
expansion of their markets through regional in-
tegration or simply through population growth,
the relative contributions of the different in-
dustrial strata will follow these trends. If this
is so, in the next few years small-scale industry
will come to play an important part in the
generation of the product and, above all, in the
absorption of manpower.

Manpower productivity in small-scale industry,
measured in terms of value added per persen
employed, amounts to approximately 2,170 dol-
lars per person, a figure much higher than that
of cottage industry (1,220 dollars per person)
and very similar to that of medium-scale in-
dustry (2,500 dollars per person). Large-scale
industry, however, shows a much higher pro-
ductivity of 3,940 dollars per person (see table
4).

The figures also show-—making all necessary
reservations concerning their validity—that there
are considerable differences between groups of
countries of different levels of development and
population. The productivity of small-scale in-
dustry in group III (1,160 dollars per person
on average) and group II (1,460 dollars per
person) is much lower than in group I (2,580
dollars per person). Similar differences of lesser
magnitude can be observed with regard to in-
stalled power per person employed: 1.8 HP in
group III, 1.9 HP in group II and 2.3 HP in

group L

Group I .... 283 16.6 20.4 155
Group II .... 384 176 23.8 16.8
Group III 50.1 12.7 343 20.5

Total 315 164 214 159

8 These estimates may be affected by the imprecision
of the census data on which they are based, particularly
with regard to cottage industry, but the orders of mag-
nitude given may be taken as reasonable approxima.
tions (see the relevant tables in the Statistical Annex
for the methodological explanation).



Table 4

LATIN AMERICA: CHARACTERISTICS OF THE MANUFACTURING STRATA,

BY GROUPS OF COUNTRIES, 19602

Groups Factory strata Manu-
o o 5to I8 20 c0 49 50 0 99 100 or more Sub- Jocturing
couniries industry pe:Zons pcr?ons per.:ms persons total tot
A. Employment (thousands of persons)
) 2,528 575 442 426 2,155 3,598 6,126
L1 S 1,210 229 164 110 518 1,021 2,231
O ............ 738 77 48 37 87 249 987
Sum 4,476 881 654 573 2,760 4,868 9,344
B. Value added (equivalent in millions of dollars)
I e, 4,157 1,376 1,248 1,120 9,079 12,823 16,980
|0 SN 996 303 269 234 1,590 2,396 3,392
m ............ 282 66 79 15 205 425 707
Sum 5,435 1,745 1,596 1429 10,874 15,644 21,079
C. Value added per person employed (dollars per person)
T eeeiinie 1,640 2,580 2,630 4,200 3,570 2,760
) | SN 820 1,460 2,130 3,070 2,330 1,520
m o....cooeee.. 380 1,160 2,030 2,330 1,700 720
Average 1,220 2,170 2,500 3,940 3,220 2,250
D. Installed power per person employed (HP per person)
| G . 24 23 25 33
o ... 1.2 1.9 2.0 4.0
Im ............ 0.8 1.8 21 3.3

SoURCE: see statistical annex.

aGroup 1 comprises Argentina, Brazil and Mexico; group II Chile, Colombia, Peru, Uruguay and Venezuela;
group III the five Central American countries: Bolivia, Ecuador, Haiti, Panama and Paraguay.

4. The structure of small-scale industry by
major groups

To complete the analysis it is worth examining
the situation of small-scale industry—as far
as this can be gathered from the census results
of a few countries—in respect of major groups
of industrial products.*

Small-scale industry’s contribution to total
factory employment and value added is con-
siderable in almost all major groups in the less
developed countries, but smaller in the most
developed countries. Only in certain major
groups (20—food; 24—wearing apparel and
footwear; 25—wood and cork; 26—furniture
and fixtures; 28—printing, publishing and allied
industries; 33—non-metallic minerals; 35—metal
products) does it retain its importance in all

countries (see table 5 and statistical annex,
table G).

4 The censuses analysed are for Chile, Colombia,
Paraguay and Venezuela, with the United States added
as a reference. The major groups mentioned are those
given in the International Standard Industrial Classifi-
cation of all Economic Activities.

When comparing the major groups, it also
appears that in almost all the countries the
major groups, i.e., 20—food; 24—wearing ap-
parel and footwear; 25—furniture and fixtures;
28—printing, publishing and allied industries;
31-—chemical products; 33—non-metallic min-
erals; and 38—transport material, account for
the greater part of total employment (G0 to 78
per cent) and value added (59 to 72 per cent)
of the small-scale industry in each country (see
table 6). At the other end of the scale group
22—tobacco; 23—textiles; 27—pulp and paper;
30—rubber; 32—petroleum products; and 34—
basic metals, account for a very small proportion
of these totals (3 to 14 per cent for employment
and 7 to 12 per cent for value added). Small-
scale industry’s contributions in the other major
groups (21—beverages; 29—leather and hides;
36—machinery; 37—electrical equipment; and
39—miscellaneous) is of varying importance,
without any perceptible regularity.

The question whether the major groups of the
first category have characteristics particularly
favourable for small-scale production, while those
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Table 5

CONTRIBUTION OF SMALL-SCALE INDUSTRY TO THE FACTORY VALUE ADDED
IN SELECTED COUNTRIES BY MAJOR GROUPS OF PRODUCTS

(Percentages of the factory value added in each major group)

United

Major group Pa;;%uaay Ve;;;;:lula Coll;;nabia l;g;l; SI‘;;;'
20, Food covinriinniecariiianecnecanncens 32 36 36 35 } 18
2], BEVETAZES «.c.vvvcvrtrensnnrssnasanvscnas 29 11 6 20
22, TobaCCo teveeverecnrssacnvnronsonnsovans 5 2 2 .. 1
23, Textiles ..vvveirerovecssasencercnsosoennn 10 14 6 15 8
24. Wearing apparel and footwear .......... 93 80 40 31 32
25. Wood and cork ...covvviieiiiienenniienss 91 98 49 38 35
26. Furniture and fixtures ........cvevevennss 100 86 56 31 23
27. Pulp and paper .....eveeeeeneiiioneannn 100 8 15 11 6
28. Printing, publishing and allied industries 34 54 33 23 23
29. Leather and hides .......ceecvvnveevanas. 66 60 23 45 11
30. Rubber coovnvreeainrerienrerennnnncenens 100 11 6 9 4
31. Chemical products ....covvvevenuecionenss 31 41 19 22 10
32. Petroleum products ........c.cevvvivennnn — 1 8 5
33. Non-metallic minerals ........cocovanavesn 66 27 21 13 14
34. Basic metals ......iiiiiiiiieiinieiineens 100 13 2 3 4
35. Metal Products .oceeeereiecroracesoesnnnss 100 34 33 23 18
36. Machinery .....eoevivevricecrnninsnnnanns 63 82 40 31 12
37. Electrical equipment ............ciuaen 46 87 24 17 4
38. Transport eqUIPMENt .....ccovvvsvscanonass 75 78 34 38 2
39. Miscellaneous ........oovverevnnerecenneas 70 82 33 43 13
Total 36 33 19 21 12

SouRCE: industrial censuses and surveys.

of the second are only suitable for larger scales,
or whether this difference is merely the result
of a historical process that in the latter case
still gives rise to certain characteristics that
may later be eliminated, can only be settled by
a more thorough analysis.

It would be particularly useful to study the
cases in which small-scale industry’s contribu-
tion to employment and to value added tends to
remain stable or grow as the level of development
of the country rises. This would seem to be the
case in major groups 28—printing and publish-
ing; 35-—metal products; and 36—machinery.
It would be equally interesting to study why
major groups 26—furniture and fixtures; and
38—miscellaneous, have a special importance in
the countries at a less advanced stage of develop-
ment and decline sharply in importance in the
more developed countries.

Analysis of data on installed power per person
employed shows that, in the last five major
groups, mechanization is not a decisive factor,
for in all the countries it remains in these groups
at relatively low levels and only grows very
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slowly with advancing development in a few
countries.

Differences in productivity in different strata
(in terms of value added per person employed)
indicate similar trends in various groups in
different countries. Thus, productivity can gen-
erally be observed to increase with the stratum
size. While this may be considered normal in
most major groups, it is especially remarkable
in 21—beverages; and 22—tobacco, possibly
as a result of the monopolistic character which
production usually assumes and also in 27—pulp
and paper; 31—chemical products; 33—non-
metallic minerals; and 34—basic metals.

It is, however, interesting to note that in
certain major groups productivity remains the
same, and in some cases even diminishes, as
stratum size increases. This is so in the major
groups 23—textiles; 24—wearing apparel and
footwear; 25—wood and cork; 26—furniture
and fixtures; 29-—leather and hides; and 38—
transport equipment. Even in the United States
productivity in major groups 23 and 24 dimin-
ishes from 5,700 dollars per person employed in



Table 6

COMPOSITION OF THE VALUE ADDED BY SMALL-SCALE INDUSTRY
IN SELECTED COUNTRIES, BY MAJOR GROUPS

(Percentages of the value added by small-scale industry in each country)

HMajor group o

Paraguay

United
States
1954

Venezuela Calombia Chile
1961 1960 1957
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Beverages
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21.
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Printing, publishing and allied industries
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Petroleum products .
Non-metallic minerals
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Sourck: industrial censuses and surveys.

the stratum of 5 to 29 persons employed to a
litile over 4,000 dollars in that of 50 or more
persons employed.

These trends go to show that there are certain
major groups in which small-scale industry
can coniinue to represent a very productive
alternative to large-scale industry even at the
highest levels of industrial development.

These observations are intended only to stress
the importance of giving more extensive con-
sideration to the characteristics of small-scale
industry in the different branches. This type of
analysis might provide guidance in the choice of
future lines of development by identifying major
groups or branches of industry where the sector
could make significant contributions to the
product and to employment without large inputs
of capital. A more meticulous study, extending
to the level of branches of industry and even of
particular products, would probably reveal more
clearly what is merely sketched in here in a
very preliminary way.

5. Difficulties confronting small-scale industry

Ii may be said, generally speaking, that small-
scale indusiry coexists with medium- and large-

scale industry in most of the Latin American
countries, which would seem to indicate that it
has certain advantages precisely on account
of its size. Nevertheless, its development has
been held up by certain factors which, while
constituting major difficulties for the whole in-
dustrial sector, are particularly acute for in-
dustries whose defence mechanisms are as
flimsy as those of this stratum.

From the point of view of the individual
enterprise these factors may be divided into
those which are external and those which belong
to its own internal operations.

(a) External factors

Among the most important of these are those
deriving from the characteristics of the Latin
American markets, which are largely composed
of populations with low purchasing power and
are plentifully supplied with imported products,
in some cases under the protection of incentives
granted to trading activity.

There are also external factors connected with
production, such as the shortage of capital re-
sources for buying machinery and equipment
suitable for modern techniques, that weigh es-
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pecially heavily on small-scale factory establish-
ments, which are necessarily labour-intensive
even in processes where it is not economically
advantageous, The special difficulties confront-
ing small-scale industries in buying raw materials
may also be mentioned: since they require a
relatively small volume they represent a rather
unattractive prospect for the suppliers, who
oblige them to pay higher prices in cash or at
very short terms with high interest rates.

A further major difficulty arises in connexion
with the availability of trained manpower. In
all but a few cases small-scale industries are
unable to offer wage levels as high as the rest
of the factory sector, with the result that it is
against the trained worker’s interest to enter
this type of activity. The majority of persons
working in these industries, which in most
Latin American countries are concentrated
around the great cities, use the small-scale
establishment or workshop as a training-ground
in which to acquire the skills that will qualify
them for better paid jobs in larger establish-
ments, where, moreover, they will receive social
security benefits, which are only rarely available
in the small-scale sector. Most of the labour
force available in the urban areas consists of
the large masses of active population displaced
from the rural areas and attracted by the pros-
pects of work created by the rapid process of
urbanization in the Latin American countries.
In the rural areas themselves small-scale industry
is free of these manpower difficulties, parti-
cularly manpower mobility, because the labour
displaced from farming finds the local industrial
wage better than that of the agricultural worker
and has no prospects within the area of working
in larger industries.

Marketing is another important area in which
small-scale industry is in an unfavourable posi-
tion with respect to the rest of the industrial
sector. Market conditions and the nature of
the sales channels discourage small-scale in-
dustrialists from analysing the trends of the
market for which they produce and from trying
to open up new markets. This discouragement
is due to their almost total dependence on in-
termediaries, who market their products and to
whose orders they have to adjust their produc-
tion. These intermediaries often make bids only
if they can derive advantages from obtaining
a timely supply and if they are guaranteed ex-
clusive distribution. They do not pay for the
merchandise they receive at the time of the trans-
action and the periods allowed for them to
do so, however short, are financially damaging
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to the small-scale industrialist. The small-scale
establishment rarely possesses exhibition or sales
rooms for its products or the means of selling
them in areas distant from its place of opera-
tions and still less, in international markets.

A further external difficulty, though one which
partly arises from the characteristics of small-
scale entrepreneurs themselves, is the lack of
connexion between small-scale industrial pro-
ducers. Having no trade-union organization to
keep them together, their bargaining power is
weak, which prevents them from obtaining any
large propertion of available financial resources,
for example, or from taking common action in
such vital matters as raw material supplies,
marketing and formulation of policy.

(b) Internal factors

A number of obstacles to the development of
small-scale enterprises derive from factors in-
herent in the enterprises themselves or are the
consequences of their type of management and
of the technological organization of their pro-
ductive processes.

It appears that most small-scale entrepreneurs
have acquired the training needed for their
directorial functions empirically, in the day-to-
day management of their establishments. Very
often the small-scale entrepreneur has set himself
up in his factory without any experience but
good training as an operative in large-scale
industry or a certain entrepreneurial skill de-
veloped in purely commercial activities. As a
productive economic unit any small-scale in-
dustry is bound to be confronted with problems
connected with market research and evaluation,
product design and quality, decisions on the
most suitable equipment for its technological
process, etc. The small-scale enirepreneur’s di-
rectorial functions hence comprise three basic
aspects: the economic, administrative and tech-
nical, and as this threefold ability rarely exists,
the small-scale enterprise necessarily requires
for its normal development professional person-
nel who can complement the entrepreneurial
aspect of the work where necessary. But re-
gardless of his background and training the
small-scale entrepreneur personally organizes
the establishment’s operations and usually does
not distribute responsibility among the oper-
atives themselves or delegate his authority, even
where this is necessary to ensure the normal
functioning of his factory or workshop.

In view of the difficulties of production on
a small scale and the high costs of investment in
infra-structural works, the buildings and installa-



tions of small-scale industries are far from what
they might be. Their structure is not devised in
accordance with any functional criterion and
their energy and water supplies are inadequate;
their working areas are not properly lit and
their sanitary installations do not conform to
the standards established by law. Most of their
installations have been made in old buildings
designed for other purposes, as a result of
which the factory has a poor layout that gen-
erally affects its operations and lowers its pro-
ductivity. Many of these buildings are only
rented, putting the entrepreneur in a position
of uncertainty with regard to the future, which
tends to discourage him from undertaking plans
for expansion.

In addition to these factors there are a
number of problems connected with the actual
process of production. While these should ul-
timately be studied in respect of each different
major group of industries, taking into account
all the complexity and diversity of the techniques
and methods involved, the partial data at present
available do reveal certain problems that are
common to most of the small-scale sector. Chief
among these in the fact that the manufacturing
process is carried out under traditional methods
with poor use being made of equipment capacity.
The technology chosen or adapted from the dif-
ferent alternatives for making the product is
usually not the most suitable for the conditions
of the enterprise and of the country in which it
operates. Again, small-scale enterprises usually
do not keep quantitative records of production
costs which would enable them to plan and
control their production. They also do not pos-
sess the means for adapting their productive
processes at any given moment to partial changes
in the form or composition of their products.
The small-scale industrialist frequently confines
himself to traditional forms of production from
simple ignorance of his own opportunities and

II. LATIN AMERICAN EXPERIENCE IN THE

1. Development planning

(a) The integration of the small-scale enter-
prises into nationel plans

In the last few years the Latin American
countries have made considerable progress in
development planning. But though most of them
have prepared medium- and long-term general
industrial development plans framed in over-all

usually lacks the guidance which he needs in
order to introduce the changes required by in-
dustrial evolution.

So far no definite decision seems to have
been taken to seek solutions to these problems,
which so seriously limit the development pros-
pects of small-scale industry. Within the body
of measures, laws, organizations and official
agencies that determine industrial policy in
Latin America there are hardly any specifically
concerned with assistance and guidance for the
development of this sector. Government action
in this connexion has generally been undertaken
in a very incomplete fashion through pro-
grammes of limited scope, and in very few cases
have the agencies employed sufficient legal
powers and authority to act on a national scale
in aid of the sector as a whole despite its im-
portance in the industrial structure of Latin
America.

Government industrial policy on small-scale
industry has not corresponded to the sector’s
needs. Its peculiarities, as well as the environ-
ment in which it is developing, demand special
treatment based on fiscal mechanisms that will
help it to show a good economic output while
enabling it to maintain its role as a socially
beneficial factor. This is not to say that policy
for industry in general should be revised or
replaced merely to benefit small-scale industry,
that the latter should complement the former
and that the disadvantages which a broad stratum
of industry suffers on account of its character-
istic size should be neutralized. In the following
section an account will be given of the informa-
tion compiled concerning the measures taken
in this connexion in the different countries in-
cluding the programmes already under way and
the future projects established by the Govern-
ments, many of which recognize the need to
assign to small-scale industry a dynamic role
in the industrial sector.

DEVELOPMENT OF SMALL-SCALE INDUSTRY

models, hardly any of these have given special
treatment to small-scale industry. Figures on
cottage industry—ausually very rough estimates
obtained by deduction from census information
—are nearly always included, but no special
mention is made of smallscale industry. The
policy measures suggested to achieve the targets
established in these plans refer to manufacturing
industry as a whole and only as an exception
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are provisions made for artisan activity or
small-scale industry.

Action to increase employment and assist
small-scale industry to overcome the problems
arising from its size and its low productivity
would have to include programmes in aid of
small-scale and cottage industry and provisions
for carrying them out in industrial plans.

In Ecuador something has been done in this
direction. Its development programme for manu-
facturing industry envisages the transformation
of cottage operations into factory forms of pro-
duction, converting those which offer the best
prospects into small-scale industries and creating
new industries to complement them.

In Ecuador there are a number of cottage in-
dustries with small prospects of development
which will have to be replaced by more modern
forms of production, especially in the manu-
facture of articles of common use that can be
produced more cheaply by factory industry. Cot-
tage industry’s present ability to compete with
the factory strata depends on its very low
wages, a situation which it is not desirable to
continue.

The transformation of the structure of the
industrial sector is reflected in the plan in the
different growth rates assumed. In 1964-73
factory industry is expected to grow at a rate
of 10.5 per cent a year and its production to
increase by 147 per cent, while cottage industry
is to grow at only 5.4 per cent a year, with
a production increase of 61 per cent. However,
attention has been paid to the need to provide
the opportunities and incentives necessary for
cottage industry to adapt to the new forms
desired.

(b) Regional programmes

The location of small-scale industry may be
of enormous importance for developing coun-
tries and constitute an efficient means of carrying
out a policy of industrial decentralization; but
it must be remembered that vast areas in the
Latin American countries lack the economic and
social infrastructure which would make them
suitable for promoting the establishment of
small-scale industries.

A policy of developing small-scale industries
in the most backward regions would have the
advantages of requiring less capital resources,
creating sources of employment capable of ab-
sorbing the labour force displaced from agri-
cultura] work, promoting better use of natural
and economic resources and producing a type
of industry better suited to market sizes.
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In Peru the departmental development cor-
porations have established promotion and assist-
ance measures in their programmes, including
industrialization plans, for small-scale industry.
In December 1961 the Corporation for the De-
velopment and Social and Economic Prometion
of Puno was set up for improving the standard
of living in that department. In carrying out its
plans it is being assisted by international or-
ganizations and the Industrial Bank of Petu.
Another corporation of this type that has es-
tablished an assistance programme for small-
scale industry is the Arequipa Rehabilitation
and Development Board, which has granted
loans on a small scale to cottage industries
and small-scale industrialists of the department.
Arequipa and Tacna both have programmes for
the promotion of industrial development groups
and the Economic Rehabilitation and Develop-
ment Corporation of the Department of Mo-
quegua is specifically concerned with the promo-
tion of small-scale industry.

In Ecuador the regional industrial develop-
ment plans include a series of measures for
promoting the installation of small-scale in-
dustrial plants, supported by specific projects.
The relevant plans are for the provinces of
Azuay and Cafar, Martd, Corchi, Imbabura and
Esmeraldas.

In Chile the Technical Co-operation Service
has set up regional programmes for the north
of the country and for the province of Magal-
lanes in the extreme south. In both cases the
installation of new industrial enterprises is being
studied. Thirty-three industrial projects have
been or are being studied for the north and the
preparation of 12 projects for Magallanes has
recently begun.

(c) Industrial estates®

Industrial estates for the establishment of
small- or medium-scale enterprises can constitute
an important element in industrial decentraliza-
tion policies and in regional planning. Thus,
they contribute to the absorption of manpower
in suburban areas and in the most backward
regions; they possess installations and basic
common services which favour the activities of
the small-scale entrepreneur; they do not require
large investments in infrastructure works and

5 An industrial estate is defined as: “A district
planned to ensure compatibility between the industrial
operations therein and the existing activities and char-
acter of the community in which it is located”. For
further information, see United Nations publication
Establiskment of Industrial Estates in Under-Developed
Countries (ST/ECA/66) (New York, 1961).



make for space-saving in the construction of
buildings and installations for the supply of
power. The location of several industries in a
single place makes for the concentration of
advisory services and considerably assists in-
dustrial decentralization.

From the °50’s onwards large numbers of
industrial estates have been built in all parts
of the world, including the industrialized coun-
tries. The experience gained in the United King-
dom, the United States and Italy,® as also in the
Far East,” has been especially significant.

In Latin America, however, there has in gen-
eral been little experience in this field. Ecuador,
Brazil, Chile, Mexico and Venezuela have made
some progress in it but only the first and the
last have so far drafted industrial zone policies
and established finance mechanisms, in which
certain public agencies are associated with
private ones.

In accordance with its regional development
plans, in Ecuador three industrial estates are
being established in different cities.

(i) Tulcan Industrial and Cottage Industry
Estate consists of seven industrial sheds where
small-scale workshops for footwear and wearing
apparel manufacture, carpentry, metal-transform-
ing, hard fibre manufacture, etc., are to be
installed with one central shed for administra-
tion and a cafeteria. It represents an investment
of 100,000 sucres which have been provided by
provincial organs and the Government;

(ii) Iberra Industrial and Cottage Industry
Estate is already in operation. It consists of
three industrial sheds of 1,500 square meires
each, in which three industries have been in-
stalled: for footwear, furniture and metal work.
An expansion to include other activities is en-
visaged. Its capital is 1,300,000 sucres, provided
by provincial organs, production co-operatives
and the Government;

(iii) Cuenca Industrial Estate. The assistance
of the United Nations Special Fund has been
requested for the installation of this estate.
The investment involved is estimated at 40
million sucres. The Government of Ecuador has
acquired 40 hectares of land and the urbaniza-
tion and water supply works have already been
carried out. About 50 industrial units will be
installed and common services will be provided.

8 The Italian Government set up a regional industrial
development plan for the south of the country in 1957,
which gave apecial attention to industrial estates.

7 See United Nations, Industrial Estates in Asic and
the Far East (ST/ECA/73) (New York, 1963).

The Venezuelan industrial estates programme
is being carried out by Venezuelan Development
Corporation (CVF), the Venezuelan Guayana
Corporation (CVG), the municipalities and, in
some cases, private initiative. The main in-
dustrial zones that are being established are the
following:

(i) Industrial plots in Santo Tomé de Gua-
yana. In order to stimulate the development of
small- and medium-scale industry, the Vene-
zuelan Guayana Corporation has planned the
construction of three sites for industrial plots,
the first of which is already finished and the
other two being built. The size of the plots
varies between 3,000 and 50,000 square metres,
and the sales price of land between 3 and 7
bolivares® the square metre. The services sup-
plied by the Corporation and included in the
value of the plots are paved access roads and
distribution systems for water and energy. The
plots have all been purchased by enterprises
manufacturing building materials or running
repair and maintenance workshops for building
machinery and equipment. The price fixed by
the Corporation is intended to recover the costs
of installing the services, plus one bolivar per
square metre. The form of payment stipulated
is 10 per cent on signing the contract and the
balance in 20 equal six-monthly instalments, the
first of which must be paid 6 months after the
urbanization works are brought into use. A 6
per cent annual interest is paid on the amount
owed. The purchasers are under obligation to
begin the construction of their factories during
the six months following the completion of the
urbanization works and to finish it during the
following year;

(i1} Maracatbo Industrial Zone was estab-
lished for the installation of new plants by the
Venezuelan Development Corporation in col-
laboration with the Municipal Council of the
city, through an enterprise—CONDIMA-—spe-
cially created to finance the common services.
In addition to the services provided—which
include purchase of the land—special advantages
have been offered the users in the form of
exemption from municipal taxes and low gas,
water and power rates. The industrial zone has
a special sector in which public services are
located;

(iii) Barquisimeto Industrial Zone. The Com-
pany for the Development of the Barquisimeto
Industrial Zone (COMDIBAR) was set up to
execute this project under an agreement be-
tween the Venezuelan Development Corporation

8 The exchange rate is 4.5 bolivares to the dollar.
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and the Municipality of the Iribarren district,
the latter supplying land equal in value to the
Corporation’s investment. The Corporation has
granted an additional loan to the company for
the provision of services;

(iv) Maracay Industrial Zone is at present
in the project stage. Its implementation will be
in the hands of the Corporation for Develop-
ment of the Maracay Industrial Zone, which
will be constituted with a contribution in land
from the Municipal Council of the Girardot
District, the equivalent in cash from the Vene-
zuelan Development Corporation and the capital
resulting from shares purchased by persons or
enterprises through the Aragua State Chambers
of Commerce and of Industry;

(v) Guarenas Industrial Zone. This is in-
tended for the installation of new small- and
medium-scale enterprises and for facilitating
the establishment of factories outside the metro-
politan area of Caracas. It will have water,
sewage, electricity, telephone, paving services,
ete.

In 1965 the Venezuelan Development Corpora-
tion began a programme for the construction
of 50 industrial buildings to be rented to en-
trepeneurs. This project will help to promote
the development of small. and medium-scale
industries by facilitating their establishment in
the interior of the country, by being adaptable
to most types of industry and much more eco-
nomical than other sites, and by reducing the
financial contribution required from private
promotors.

Experience in the construction of industrial
buildings has led to the adoption of the idea
of a single type of building adaptable to the
purposes of practically all light and traditional
industries; the modifications or adaptations
which may have to be made in each case do not
alter the conception and structure of the building.

The “standard” building is approximately
1,000 square metres with twice that area, 2,000
square metres, available for expansion. In ad-
dition to the “standard” buildings, “multi-
factory” buildings will be constructed which
will contain three or four shops of 500 square
metres each for small-scale industries.

The buildings are being or will be constructed
on plots of land purchased by the Corporation
in the CONDIMA, COMDIBAR and eastern
Puerto Santa Cruz industrial zones; on plots in
private industrial zones; and on plots of land
belonging to municipalities, regional govern-
ments, the national Government and autonomous

76

institutes, which will donate the land under spe-
cial arrangements.

The total cost of the construction and rental
programme for industrial buildings is estimated
at 11,750,000 bolivares, of which 1,250,000
represents land and 10,500,000 building costs.

Different rent charges per square metre will
be applied under a scale which is to vary in
relation to the degree of industrialization, unem-
ployment, population income levels and prices
of industrial land prevailing in each region. The
scale will operate in such a way as to apply
the lowest charge in the industrially most back-
ward regions.

Chile has a project for installing an industrial
estate in the province of Osorno. This will pro-
vide for the installation of ten to fifteen in-
dustries with common technical assistance and
accounting services, workshops, classrooms, and
testing and quality control laboratories.

2. Financial assistance

The shortage of capital for Latin America’s
industrial development particularly affects small-
scale industry, retarding its growth by preclud-
ing the punctual replacement of equipment and
machinery and the purchase of new items for
expansion and modernization purposes. It also
influences the available supply of circulating
capital, especially in countries where inflation
exists, and prevents small-scale industry from
taking advantage of economies of scale through
wholesale purchases and marketing, often com-
pelling it to resort to middlemen, with the con-
sequent increases in its operational costs.

Moreover, small-scale industry seldom has
access to external credit. Only in a few cases can
this source of financing be drawn upon through
development corporations or other interme-
diaries, which usually demand rates of interest
higher than the bank rate, and add surcharges
to equipment and machinery prices.

Recognizing the financial disadvantages under
which it labours, various Latin American coun-
tries have established credit machinery for
small-scale industry, whose patterns and proce-
dures vary according to the economic situation
in the individual countries concerned. In some
of them—Mexico and Venezuela, for instance—
special funds and agencies have been set up to
provide financial assistance for small enter-
prises; elsewhere, a special régime for small-scale
industry has been established in the existing
credit agencies.



In 1954, the Ministry of Finance of the Fed-
eral Government of Mexico instituted a Guar-
antee and Development Fund for Medium- and
Small-scale Industry (Fondo de Garantia y
Fomento a la Industria Mediana y Pequefia),
which represents a substantial government sub-
sidy and is managed as a trust fund by the
Nacional Financiera. The Fund guarantees re-
payment of credits (up to 200,000 pesos, i.e.,
16,000 dollars) granted by savings banks and
finance corporations to industrialists operating
on a small or medium scale. It is also empowered
to underwrite and purchase any securities issued
by such industrialists up to a maximum of one
million pesos in each case, to purchase bonds
from financing institutions, and to discount
equipment and replacement loans® extended by
banks or finance corporations to small- or
medium-scale industrial entrepreneurs.

Loan maturity periods range from three to
six years, which seems to be about the right
length of time for the operations carried out.
Up to mid-1965, credits of this type had been
received by about 3,300 industrial enterprises,
employing some 130,000 workers in all. The
establishment of the Fund has enabled private
credit institutions to bring small- and medium-
scale entrepreneurs into the bank credit system
without drawing upon their own resources, and
with the advantage of reaching all the different
parts of the country through the national net-
work of establishments.

By February 1964, the Fund’s resources
amounted to 21 million dollars,’® from the fol-
lowing sources: government contributions, 45.6
per cent; Fund gains, 15.9 per cent; and a loan
from the Inter-American Development Bank
(IDB), 38.5 per cent.

In Venezuela, a National Financing Com-
mission for Small- and Medium-scale Industry
(Comisién Nacional de Financiamiento a la
Pequefia y Mediana Industria)!! was established
in 1959. It operates as part of the Ministry of
Development, on the basis of public-sector budget
allocations. The sums at its disposal amount to

% Equipment credits (créditos pare habitacién o
avio) are intended to cover the working capital require-
ments of industrialists operating on a small or medium
scale, while replacement credits (créditos refeccio-
narios) are used for the purchase and installation of
machinery and equipment, for buying, constructing and
expanding the requisite immovables, and, in general,
for improving production conditions in the enterprises
concerned.

10 That is, 262.8 million Mexican pesos.

11 Established by Decrees Nos. 152 (9 October 1959)
and 646 (13 November 1961).

40 million bolivares (8.9 million dollars) for
medium-term loans to artisan and small-scale
industry, and 25 million bolivares (5.6 million
dollars) for credits to medium-scale indusiry.
It acts through regional commissions set up in
the various states, which receive and report on
applications from entrepreneurs and transmit
them to the National Commission for final ap-
proval or rejection. The funds are pro-rated
among the twenty states of Venezuela.

The Commission carries out two financing
programmes. Under one of these, in favour of
cottage and small-scale industry, loans are
granted for a maximum period of five years plus
one grace year (which may subsequently be
extended by eighteen months), and up to a
maximum sum of 25,000 bolivares (5,600 dol-
lars). The operation is effected by means of a
loan contract, and the Banco Industrial acts
as depositary of the funds. The annual interest
rate is 6 per cent, and a commission (0.5 per
cent of the amount of the loan) is payable in
a single instalment. For the purposes of this
credit programme, the term “small-scale” is taken
to apply to industries whose capital does not
exceed 100,000 bolivares (22,200 dollars).
Under the other programme, for medium-scale
industry, the maximum maturity periods are six
years in the case of loans for the purchase of
machinery and equipment and three years in
the case of credits to be used as working capital.
Loans may not exceed 250,000 bolivares
(56,000 dollars) at an annual rate of interest
of 7.5 per cent. They are issued through the
commercial banks and are guaranteed by the
National Commission, which receives a com-
mission equivalent to 1 per cent of the amount
of the loan. Medium-scale enterprises are defined
for the purposes of the programme as those
whose book capital falls between 100,000 boli-
vares (22,200 dollars) and 1,000,000 bolivares
(222,000 dollars).

The Venezuelan Development Corporation
(Corporacién Venezolana de Fomento) is re-
sponsible for yet another financial assistance
programme to benefit small- and medium-scale
industry, namely, the “plan for renting or leasing
fixed assets with an option to purchase” (“plan
de arrendamiento de activos fijos, con opcién
de compra™), which operates on very special
lines, Venezuela is the only country to apply it
in Latin America, and perhaps in the world.
Established for industrial promotion purposes,
it is primarily designed to encourage the installa-
tion of small- and medium-scale enterprises,
and represents a form of long-term credit.
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Once a project has been studied, the Develop-
ment Corporation offers the entrepreneur the
long-term lease of a factory, with an option
to purchase. The Corporation assumes responsi-
bility for buying the site, building the premises
and purchasing and installing the machinery
and equipment on the sole condition that the
entrepreneur contribute in cash the working
capital required for the initial financing of the
concern. The purchase regulations in force for
immovables differ from those applicable to
machinery and equipment. Sites and buildings
are leased for a period of ten years at a monthly
rent equivalent to 1 per cent of their cost. Of
this rental the Development Corporation ear-
marks 6 per cent per annum as interest and 1.5
per cent to cover taxes, administrative overheads
and charges. The balance is entered on account
as an amortization payment against the value
of the real estate, in favour of the industrial firm
holding the option to purchase. Machinery and
equipment are hired for a period of eight years,
at a rate of 12.32 per mil of their total cost
(in bolivares) ; the Development Corporation
computes 6 per cent of these payments as annual
interest on its investment, and the balance is
entered on account as an amortization payment
against the value of the equipment, in favour
of the enterprise holding the option to purchase.

Despite the obvious advantages of the plan
for renting or leasing fixed assets, only a rel-
atively small number of entrepreneurs have had
recourse to it, apparently because of the shortage
of projects in Venezuela, where it was not until
the 1950’s that a rapid and steady industrializa-
tion process began.

In Brazil, a move on the part of the Banco
Nacional do Desenvolvimento Econdmico
(BNDE) led, in 1965, to the establishment of
a financing programme for small- and medium-
scale undertakings (Programa de Financiamento
4 Pequefia e Mediana Emprésa—FIPEME), the
purpose of which was to issue loans for the
establishment of small and medium-sized enter-
prises and grant credits to those already in

operation, mainly to finance purchases of fixed
capital.

FIPEME’s sources of funds are BNDE itself,
a 27-million-dollar loan from the Inter-American
Development Bank (IDB), and credits granted
to Brazil by the Federal Republic of Germany
for an amount equivalent to 8 million dollars.

The branches of activity that have derived
most benefit from the programme are the
dynamic industries, such as the metallurgical
and metal-transforming, the manufacture of
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electrical and communications equipment, chem-
jcal products, fertilizers, insecticides and fun-
gicides, and the pulp and paper industry, and
a few traditional activities, such as the wood,
textiles and hides and leather industries, vege-
table fibre processing, the manufacture of rubber
appliances and plastics, and the extraction and
processing of ores.

Since May 1965, operations under the pro-
gramme, whether carried out directly by BNDE
or through transfers of resources to other eredit
institutions, have been regulated on the basis
of the IDB loan funds. These funds are used
to finance investment in domestically-produced
or imported fixed assets, and, in part, to obtain
technical services in connexion with the prepara-
tion of projects and studies likely to increase
the productivity of the recipient enterprises.

The implementation of the agreement with
IDB is in the hands of the FIPEME Executive
Group, which established priority criteria for
the allocation of credits, taking into account
regional economic development; potential con-
tribution to the domestic product; improvement
of supplies of current consumer goods; com-
plementarity among the various branches of in-
dustry established in Brazil; continuity of
Brazil’s economic development process; increases
in domestic demand conducive to the more
efficient utilization or the expansion of installed
capacity in the production goods industry; and
promotion of exports.

To publicize these objectives, every six months
FIPEME prepares a list of industries that fulfil
those requisites thus channelling economic ac-
tivity into the sectors whose development should
be most rapidly promoted.

These loans carry an annual interest rate
of 8 per cent of the debit balance, plus a 0.5
per cent auditing fee, as well as a commission
on the opening of the credit equivalent to 1
per cent of the total amount loaned. A currency
adjustment rate not exceeding 25 per cent per
annum is applied. Where the funds are trans-
ferred to credit institutions, the bank charges an
interest rate of 6 per cent.

The loans mature in a maximum of four
years, including the grace period, but may be
extended to six years in special cases.

In addition to FIPEME, the Banco do Brasil,
through its Agricultural and Industrial Credit
Portfolio, provides financing for small- and
medium-scale industry out of funds provided

by the Agency for International Development
(AID).



Argenting’s financing machinery, established
with a view to the decentralization of industry,
consists in a system of special loans handled
by the Banco Industrial de la Repiblica.'? These
loans are intended for the “installation, ex-
pansion and improvement of small industries
in the interior of the country”. The Federal
Capital and the surrounding areas, the Depart-
ment of Rosario in the Province of Santa Fe,
and the Department of Capital in the Province
of Cordoba are expressly excluded from this
credit system.

Its objectives are to promote the use of local
raw materials; to provide employment oppor-
tunities for the labour force; to meet local needs,
or requirements elsewhere; and to make an
effective contribution to the development of
regional economies.

The loans mature in periods varying from
three to five years, and amortization payments
fall due twice a year.

Another special credit line maintained by the
Banco Industrial which can assist small-scale
industry to some extent is a system of loans
for specialists in industrial techniques who have
taken their degrees in Argentina. These are per-
sonal loans, usable either for the purchase of
instruments or basic equipment, or in order to
place the specialist in a financial position to
take out a partnership in small and medium-
sized industries which are not managed by
university-trained technical personnel.

The aim of the financial assistance pro-
gramme of Chile’s Technical Co-operation Ser-
vice (Servicio de Cooperacién Técnica—SCT)
is to promote, study and—for the purposes of
their final approval-—report on applications for
the medium- and longterm loans granted by
the Development Corporation (Corporacién de
Fomento de la Produccién—CORFOQO) for the
purchase of equipment and raw materials. Two
credit lines have been established, one for cot-
tage and one for small-scale industry.

Loans for cottage industry mature within five
years when they are intended for the purchase
of capital goods, and within two years when
they are to be used for buying raw material.
They are not subject to review, and the interest
payable represents a percentage of the bank
rate in force during the previous six months,
scaled as follows: 70 per cent in the first two
years; 80 per cent in the third year; 90 per

12 See circulars Nos. 3027 (18 July 1965) and 3143
(6 February 1964). The latter supersedes circulars
Nos. 2433 and 3040.

cent in the fourth year; and in the fifth year,
100 per cent. During the three years in which
the programme has been in operation, 941 loans
have been approved, totalling 4,571,000 escudos.

The loans to small-scale industry differ from
the credit lines opened for cottage industry. The
amortization periods are longer (from six to
eight years), the rate of interest is 6 per cent,
and adjustments are made on the basis of the
wholesale price index for local industrial pro-
ducts. In some cases, small industries can import
equipment directly, and deferred-payment terms
are granted in respect of customs duties, as well
as for the loan issued. Working-capital loans
mature in twelve months. Since this credit line
was brought into effective operation a year ago,
70 applications for loans, amounting to 3,577,000
escudos, have been approved.

CORFGO is the agency responsible for financing
the credit lines, establishing regulations, ap-
proving or rejecting applications, and issuing
and recovering loan payments; the Technical
Co-operation Service prepares the technico-
economic report, provides technical assistance
for the borrower and supervises his operations.

The loans are granted in the light of selective
criteria based on the benefits that may accrue
to the national economy from foreign exchange
earnings or savings, sub-contracting and provi-
sion of specialized services. Moreover, the
CORFO regulations establish priorities for quite
a wide range of activities, giving preference to
enterprises which contribute to regional develop-
ment, and to folk arts and crafts.

The credit programme operates all over the
country through agents in the different provinces.

In Colombia, the Banco Popular has a special
section to deal with the requirements of medium-
and small-scale industry, but hitherto the amount
of funds at its disposal for that purpose has
been very small. However, this bank shows
particular interest in co-ordinating financial and
technical assistance, so that such resources as
are available can be turned to the best possible
account.

Financial assistance for small-scale industry
in Ecuador is handled by two institutions: the
Banco Nacional de Fomento and the National
Financing Corporation (Corporacién Financiera
Nacional).

The Banco Nacional de Fomento has estab-
lished two credit lines for small industrialists,
ie., bank credit and training loans. The latter
constitute a form of supervised credit, which
is offered on easier terms than bank credit.
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Loans granted under the two systems in 1965
amounted to 25 million sucres.

The National Financing Corporation main-
tains a “Guarantee Fund” for underwriting
small industrialists’ operations with the various
credit institutions.

3, Technical assistance

In developing countries technical and ad-
visory assistance to small industries acquires
particular significance, because, as a rule, the
small entrepreneur finds it very difficult to
tackle the complex problems of running his
establishment without adequate help from out-
side. Such assistance is even more necessary
for purposes of expanding or modernizing an
enterprise and attaining satisfactory levels of
efficiency.

Technical assistance activities may take vari-
ous forms. Their essential aim is to improve
the efficiency of administrative organization and
production, but in many cases they also tackle
marketing problems.

These services are provided mainly at the
level of the factory, where their object is to
improve organizational and administrative tech-
niques in the small enterprise and at the level
of branches of industry, where they also fre-
quently cover technological research, standard-
ization and other matters connected with en-
trepreneurial organization and marketing. How-
ever, technical assistance may also be designed
to serve enterprises pertaining to different
branches of industry in a single centre or region,
and may take the form of preparing studies and
manuals of general interest on various topics,
knowledge of which can be spread by means of
published material, conferences, seminars and
so forth.

Technical assistance can be supplemented by
foreign aid given by multilateral agencies or on
the basis of bilateral agreements with countries
that are particularly experienced in this type
of activity. Some details follow on the external
technical assistance provided to small-scale in-
dustry.

In Latin America, this has been neither in-
tensive nor complete in its coverage. The type
of aid given by Governments has been mainly
financial, no doubt because it is a complex
task to set up efficient technical assistance ma-
chinery.

In many Latin American countries, most
of the technical assistance is given by the sup-
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pliers of machinery and equipment and has all
the Jimitations inherent in that system.

So far, Chile has done most to give technical
assistance to small-scale industry through its
Technical Co-operation Service—a subsidiary of
the Development Corporation—which has been
doing useful work in this field since 1953.

For some years the SCT has been carrying
out studies and surveys on the structure and
problems of small-scale industry in order to
provide better operational conditions by institut-
ing programmes to improve and modernize the
plants.

The SCT’s current work on small-scale
industry covers the improvement of production
methods; the institution of accounting and cost
systems; sales organization and promotion;
marketing problems and legal and administrative
questions.

Up to August 1966 SCT had given technico-
administrative assistance to 416 small industries
in different branches of activity throughout the
country. Its reports and recommendations dealt
with such subjects as production planning and
control, costs, materials control, distribution of
plant and equipment and methodology.

For technical assistance purposes, it used three
groups of specialists who gave help to 203 en-
terprises. The metal-transforming group was
concerned with projects, product design, the
improved use of cutting tools, matrix design,
technical processes, etc.; the chemical group
advised the food industry, the finishing materials
industry (paints, chrome and nickel}) and the
chemical industry in general; while the metal-
lurgical group dealt with moulding processes,
the correct use of moulding sand for smelters,
fusion processes, design and construction of
furnaces, ovens, etc.

The SCT has a programme of studies and
projects comprising general studies to gear the
development of small-scale and cottage industry
to the plans for industry as a whole (forty-one
projects have already been prepared); feasi-
bility studies to determine new industries re-
quired by preparing draft projects and feasibility
studies for the products themselves (150 studies
of this kind have been carried out including those
rejected) ; feasibility studies for third parties
undertaken at the request of the industrialists
themselves once the need for such studies had
been established; and regional projects as part
of a regional development plan, which was
launched in August 1965 with technical as-
sistance provided under the Chile-California
Programme.



In addition, the SCT Information and Co-
operation Office conducts a programme which is
mainly designed to bring small enterprises into
the national economy by enabling them to cope
more effectively with conjunctural or external
conditions. Retween March 1064 and Tnne
1966, 2,200 requests for information were
answered in Santiago and 1,300 in the provinces,
and publications dealing with associations, co-
operatives, tenders, sub-contracting, credits, the
establishment of new enterprises and taxes were
distributed in Santiago and elsewhere (5,400 and
7,200 respectively). In addition, fifty courses,
attended by 860 small-factory owners, were held
in Santiago and six of the provincial capitals on
administrative and commercial questions.

Another salient aspect of the programme is
the promotion of co-operatives through special
courses on the co-operative movement, socio-
economic studies, and advisory services to estab-
lished or new co-operatives. Thirty-six co-
operatives and associations of small-scale in-
dustrialists were launched in that way.

The SCT has also paid special attention to
sub-contracting and sales promotion for small-
scale industry, and intends to establish a design
centre for small and cottage industry.

Ecuador is another country which gives spe-
cial emphasis to technical assistance for small-
scale industry: the assistance is administered
by the Division for Industrial Extension Ser-
vices of the Development Centre (CENDES).
Help is given on the spot in the workshops and
plants, and feasibility studies are prepared for
specific projects.

4, International assistance

Special mention should be made of the pro-
grammes that are being applied with the aid
of the United Nations Development Programme
Special Fund, the International Labour Or-
ganisation (ILO) and the Netherlands Govern-
ment, through the Delft Research Institute for
Management Science.

The ILO’s contribution is usually in the field
of professional and vocational training, and its
programmes in Latin America are being im-
plemented in collaboration with the Special
Fund. The most recent example of this form of
co-operation is to be found in Chile, where the
SCT, working closely with the ILO and Special
Fund, has organized special training courses for
instructors and foremen. The ILO and Special
Fund have been asked to step up their aid to a
programme for providing the advisory services
and technical equipment needed for advanced

training courses and fellowships offering special-

ized training to SCT technicians.

In Panama, the ILO and Special Fund are
co-operating with the Government in the or-
ganization of an official service to carry out a
large.scale programme of aid and promotion
for small-scale and cottage industry.

In Colombia, the Special Fund and the Tech-
nological Research Institute are conducting a
joint programme of assistance for small-scale
industry, mainly in food processing, metal-
transforming, chemicals and agriculture. The
aims of the programme are as follows:

To provide technical assistance to develop oper-
ational methods for making better use of raw
materials and equipment;

To help in the establishment of systems of con-
trol that would ensure a uniform and accept-
able level of quality in small-scale industry;

To study the possibility of manufacturing new
products in line with market demand, the raw
materials available and the supply of domestic
capital and labour;

To teach appropriate techniques with the aid
of printed and visual information material,
particularly in the fields in which technical
know-how is lacking;

To assist private and government industrial de-
velopment agencies in efforts to raise pro-
ductivity;

To act in co-ordination with industrial develop-
ment organs or government and private lend-
ing agencies in investing in small- and
medium-scale industry.

The ILO and the Agency for International De-
velopment (AID) give technical assistance to
cottage and small-scale industry in Ecuador.
ILO assists Ecuador’s National Planning Board
in programme preparation, and also assists
the executing agencies of the Cottage and Small-
scale Industry Programme of the General De-
velopment Plan. AID has lent CENDES two
experts in pottery and footwear manufacture
who have held courses in these two branches.
In addition, the Fcuadorian Organization for
Trade in Artisan Goods (OCEPA) has a group
of six advisers who have specialized in industrial
design, co-operatives, production, accounting
and organization.

Every year since 1955, the Delft Research
Institute in Management Science has held an
international post-graduate course on problems
of small-scale industry. Fellowships have been
given to Latin American professionals to enable
them to attend the course. The State of Sdo
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Paulo (Brazil) plans to organize similar courses
on small-scale industry on the basis of an
agreement concluded between the Delft Institute,
the Federation of Industries of Sdo Paulo and
the University of Sdo Paulo.

The Inter-American Development Bank (IDB)

recently created a Pre-Investment Fund for

Latin American Integration to promote pro-
gramme studies and project preparation. One of
the programmes to be promoted by the Fund
will consist in a region-wide drive to strengthen
small- and medium-scale industry (including
cottage industry) in Central America and the
countries at a relatively less advanced stage of
development and with insufficient markets, in
particular in such aspects as technology, man-
power training and the organization of common
services.

5. Other forms of aid

A number of other measures have also been
taken to further the development of small-scale
industry. These have varied in kind and degree
according to the particular circumstances of
each country, but have generally been ineffectual
in comparison, for instance, with the financial
assistance given.

(a) Manpower training

Although most of the Latin American countries
have been making a great effort for some years
in this field, they have not been able to keep
pace with the growing requirements of industrial
development. In technical education and voca-
tional and professional training, the aim of the
Latin American Governments is to cover some
of the demand for skilled labour and interme-
diate level personnel in medium- and large-scale
industry. However, they have not prepared any
special programmes’ for small-scale industry,
despite this sector’s special capacity to absorb
manpower.

The problem is so extensive and complex that
the official agencies in each country should
undertake to examine it in the light of their
respective systems of industrial training. In this
connexion, they should explore the possibility
of establishing training units in areas earmarked
for planned development and thus help to de-
centralize manufacturing industry.

(b) Organization of self-help systems

The promotion of self-help for small-scale
industry has also been inadequate. Some coun-
tries have special agencies for developing the
co-operative system. These are usually respon-
sible to the Ministries of Development or Eco-
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nomic Affairs, but in most cases their powers
are limited to the formation of consumer co-
operatives. The establishment of production and
distribution co-operatives or credit co-operatives
is on a much smaller scale.

The promising results achieved in a number
of European and Middle Eastern countries offer
encouraging prospects for this type of activity
in relation to small-scale industry.

With few exceptions,’® small industrialists
have not formed associations or joined organiza-
tions. Nor are they affiliated with associations
or societies of manufacturers in which the major
role is played by large-scale industry, whose
problems and characteristics are very different
from those of small-scale industry.

Association of enirepreneurs of small-scale
industry could be extremely useful, because joint
action could help it in marketing both to
secure raw materials or outlets for its products
(in some cases abroad), and to obtain technical
and financial aid.

(c) Sub-contracting

On the assumption that industrialization re-
quires plants of all sizes and that the larger
plants must be linked up with the smaller, sub-
contracting assumes special importance. This
form of complementarity has made good progress
in a number of industrialized countries. In
Latin America, it is most developed in Ar-
gentina, Brazil and Mexico, particularly in the
motor-vehicle industry, and as industrialization
progresses, it is becoming easier and its ad-
vantages are better appreciated.

It would be practicable to meet diversified
demand for small quantities of goods requiring
a highly specialized production process but one
that can easily adapt itself to market changes by
setting up small plants which, by meeting these
requirements, compensate for the higher costs
of small-scale production.

(d) Other measures

Other steps have also been taken to stimulate
the development of small-scale industry in Latin
America.

In Argentina, for instance, the Secretariats of
Industry, Trade and Agriculture may, with the
authorization of the Advisory Committee on
Imports,!* grant special franchises for imports
of machinery for small- and medium-seale in-

13 Chile, Venezuela, etc.
14 Decree No. 5339 of 1963, article 24.



dustrial projects. Enterprises are also compelled small enterprises from payment of national and
by law to buy some of their inputs of materials municipal taxes, and to lift the customs duty on
locally, to give tariff protection to capital goods certain capital goods and raw materials used
that can be produced on a small scale, to exempt by small industry.

Statistical annex follows overleaf
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Statistical annex

Table A

LATIN AMERICA AND UNITED STATES: CHARACTERISTICS OF MANUFACTURING ESTABLISHMENTS, BY SIZE CATEGORIES

Soore (umber of porsons emplored pe cstabishment)
(04 persans 5.9 2049 50.99 100 or Towat
more
Brazila
1. Number of establishments ..........ccoveevieennn. 66,301.0 30,771.0 6,509.0 2,501.0 2,775.0 108,857.0
2. Number of persons employed .....o.ovceevussnnnn 152,741.0 268,733.0 197,385.0 172,869.0 1,005,109.0 1,796,837.0
3. Value added (millions of cruzeiros) .............. 24,283.0 65,239.0 54.268.0 49,043.0 355,826.0 548,659.0b
4. Motive power (HP) ........ iesases senveaseieens 362,730.0 586,140.0 453,344.0 423,748.0 3,335,834.0 5,161,796.0
5. Value added per person employed .............. 158,981.0 242,763.0 274,935.0 283,700.0 354,017.0 305,347.0
6. Motive power per person employed (HP) ........ 24 2.2 23 25 3.3 29
7. Motive power per establishment (HP) ............ 55 19.0 69.6 1694 1,202.1 47.4
8. Number of persons per establishment ............ 2.3 8.7 30.3 69.1 362.2 16.5
Central Americat
1. Number of establishments ...........cv0viveensn 3,965.0 1,027.0 346.0 255.0 5,593.0
2. Number of persons employed ......cvcvvivivnene. 211,103.0 38,225.0 32,075.0 24,048.0 55,598.0 149,946.0
3. Value added (thousands of dellars) .............. 126,378.0 39,377.0 61,489.0 58,482.0 148,744.0 308,092.0
4. Value of electric power consumed (thousands of
doJlATS) v.vvvecerenncenararannseroconcsnnsanesonns . 1,910.0 1,753.0 1,328.0 4,455.0 9,446.0
5. Value added per person employed (dollars) ...... 599.0 1,030.0 1,917.0 2,432.0 2,675.0 2,055.0
6. Value of power consumed per person employed
(dOIlars) veeveevevoecsounerenessasascsonssssannsos 50.0 55.0 55.0 80.0 63.0
7. Expenditure on power per establishment (dollars) 481.0 1,707.0 3,838.0 17,4710 1,689.0
8. Number of persons employed per establishment .. 96 31.2 69.5 218.0 26.8
Chiled
1. Number of establishments .........cieeviiinienas. — 3,970.0 1,129.0 388.0 367.0 5,854.0
2. Number of persons employed .......cecoveunnne. — 31,793.0 31,280.0 25,360.0 118,268.0 206,701.0
3. Value added (thousands of escudos) ............ — 29,549.0 33,934.0 31,498.0 208,417.0 303,398.0
4. Motive power (HP) ...iiiiiriiiniinenniinnnnn, — 52,715.0 79,601.0 53,679.0 463,189.0 649,184.0
5. Value added per person employed (escudos) ...... — 929.0 1,085.0 1,242.0 1,762.0 1,468.0
6. Motive power per person employed (HP) .......... —_ 17 25 21 39 3.1
7. Motive power per establishment (HP) ............ — 13.3 70.5 138.3 1,262.1 110.9
8. Number of persons per establishment ............ — 80 217 65.4 322.3 35.3



Colombiae

1. Number of establishments .......................
2. Number of persons employed ..............cc0nt.,
3. Value added (millions of pesos) ..................
4. Motive power (HP) .ivveiiiniirnnernniionsanen,
5. Value added per person employed (pesos) ........
6. Motive power per person employed (HP) ........
7. Motive power per establishment (HP) ............
8. Number of persons per establishment ............
Mexicot
1. Number of establishments ..............cvivenenn.
2. Number of persons employed ....ovvvvnnivinnenn...
3. Value added (millions of pesos) ................
4. Consumption of electric energy (millions of kWh) ..
5. Value added per person employed (pesos) ........
6. Consumption of energy per person employed (kWh)
7. Consumption of energy per establishment (kWh) ..
8. Number of persons per establishment ............
Paraguays
1. Number of establishments ............cv0venenn.
2. Number of persons employed ............ccecnten
3. Value added (millions of guaranies) ............
4. Motive power (HP) ...icivvvevrnrinnrnnnennnens
5. Value added per person employed (guaranies) ..
6. Motive power per person occupied (HP) ..........
7. Motive power per establishment (HP) ..........
8. Number of persons per establishment ..............
Venezuelgh
1. Number of establishments ..............oeieeeenss
2. Number of persons employed ............ceecees
3. Value added (millions of bolivares) ...........
4. Motive power (HP) ..o.covvivinininniincanrnane,
5. Value added per person employed (bolivares) ....

3,285.0
9,352.0
72.2
13,900.0
7,720.0
15

4.2

2.8

Own-account
workers, and
establishments
with 1-5 persons
employed
89,143.0

187,971.0

1,702.0
178.0
9,054.0
947.0
1,997.0

2.1

4,297.0
11,018.0
679.0
9,139.0
61,6260
0.8

2.1

2.6



5,077.0
45,715.0
382.2
60,310.0
8,360.0
13

119

9.0

6-25
persons
employed
6,978.0
89,184.0
1,634.0
183.0
18,322.0
2,052.0
26,225.0
12.8

1,309.0
10,185.0
971.0
14,906.0
95,336.0
15

114

7.8

6,216.0
57,488.0
793.0
90,557.0
13,794.0

12210
37,460.0
473.6
75,355.0
12,643.0
2.0

61.7
307

125.0
3,689.0
682.0
7,568.0
184,874.0
21

60.5

295

949.0
29,333.0
523.0
90,087.0
17,830.0

438.0
29,338.0
483.2
56,427.0
16,470.0
1.9
128.8
67.0

26-100

persons
employed
3,535.0
180,143.0
3,980.0
610.0
22,093.0
3,386.0
172,560.0
50.9

38.0
2,674.0
675.0
7,214.0
252,431.0
2.7

189.8
704

170.0
11,690.0
305.0
47,765.0
26,091.0

425.0
132,235.0
3,238.5
541,462.0
24,490.0
4.1
1,274.0
311.1

1,615.0
555,354.0
18,135.0
4,721.0
32,655.0
8,501.0
2,923,220.0
343.9

29.0
6,966.0
2,203.0

23,2310
316,250.0
3.3

801.1
240.2

196.0
58,427.0
2,378.0
765,077.0
40,700.0

10,446.0
254,100.0
4,649.7
747,454.0
18,299.0
29

716

24.3

101,271.0
1,012,652.0
25,4510
5,692.0
25,133.0
5,621.0
56,206.0
10.0

5,798.0
34,532.0
5,210.0
62,058.0
150,875.0
18

10.7

6.0

7,531.0
156,938.0
3,999.0
993,486.0
25,481.0
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Table A (continued)

M ring ind , b st Tie
iﬁ;uuz!r; ( l: :;!I::ra:) f ,;r:o:ss '3. ployyglc ;.;?u:bm‘h‘:l:nt)'
(1-8 persons 100 or Total
employed) 519 20-49 50-99 00 o
Own-account
workers, and 6-25 26-100
establishments persons persons
with 1.5 persons employed employed
employed
6. Motive power per person employed (HP) ........ — 1.6 31 41 131 6.3
7. Motive power per establishment (HP) ............ —_ 14.6 94.9 281.0 3,903.5 1319
8. Number of persons per establishment ............ —_ 9.2 30.9 68.8 298.1 20.8
Number of persons employed
1.4 5.19 20-49 50-99 100 or more
United Statest
1. Number of establishments ............c....c.... 106,960.0 89,384.0 42,798.0 21,091.0 26,584.0 286,817.0
2. Number of persons employed ....ovvviveiuvinnen. 258,219.0 937,228.0 1,360,091.0 1,474,907.0 11,620,811.0 15,651,256.0
3. Value added (millions of dollars) ................ 1,554.0 5,653.0 8,351.0 9,662.0 91,692.0 116,912.0
4, Motive power (thousands of HP) ................ 2,492.0 3,157.0 5,520.0 6,234.0 90,959.0 108,362.0
5. Value added per person employed (dollars) ...... 6,018.0 6,032.0 6,140.0 6,551.0 7.890.0 7.470.0
6. Motive power per person employed (HP) ........ 9.7 34 41 4.2 79 69
7. Motive power per establishment (HP) ............ 23.3 35.3 129.0 295.6 3,421.6 3778
8. Number of persons per establishment ............ 24 10.5 31.8 69.9 437.1 54.6

SOURCES AND NOTES:

a Industrial Census, Brazil, 1960.

b This tota] differs from the census figure because it includes a sum of
867 million cruzeiros corresponding to the value added in 1,482 establish
ments classified as “Non-respondents”.

¢ Encuesta industrial centroamericana, 1962 (provisional text).

4 Third National Census of Manufacturing Industry, 1957.

¢ Industrial survey, 1960, covering 10,446 establishments in which more

than 5 persons were employed or the value of production exceeded 24,000
pesos; Boletin Mensual de Estadistica, No. 151, Bogotd, October 1963.

f Seventh Industrial Census, 1961.

€ Industrial Census, Paraguay, 1963.

bk Central Co-ordination and Planning Office (Oficina Central de Coor-
dinacién y Planificacién — CORDIPLAN). Encuesta Industrial 1961, November
1963 (provisional text),

i Industrial Census, 1954.



Table B

LATIN AMERICA AND UNITED STATES: PER-
CENTAGE DISTRIBUTION OF TOTAL NUMBER
((;)gmlg:zéCI‘ORIES, BY FACTORY SIZE CATE-

Table D

LATIN AMERICA AND UNITED STATES: PER-
CENTAGE DISTRIBUTION OF VALUE ADDED
IN MANUFACTURING INDUSTRY, BY FACTORY
SIZE CATEGORIES

Factory size categories®
(Number of persons employed per establiskment)

Factory size categoriesd®
(Number of persons employed per estobliskment)

Couatry or ares C y Or areo

5-19 20-49 50-99 arlr?&re Total 5-19 20-49 50-99 or more Total
Argentina ....... 58b 2]1e 11 10 100  Argentina ..... R — — — —_
Brazil .......... 72 15 6 7 160  Brazl ........... 13 10 9 68 100
Central America., 71 18 6 5 100 Central America .. 13 20 19 48 100
Chile ........... 68 19 7 6 100 Chile ........... 10 11 10 69 100
Colombia ........ 71 17 6 6 100 Colombia 8 10 1 71 100
Mexico ......... 584 20e 13 100 Mexico . ™ 17¢ 76 100
Paraguay ........ 87 8 3 2 100  Paraguay ...... .21 15 15 49 100
Peru ............ 65 35t 100 Peru ............ —_ — — — —
Venezuela ....... 82 13 2 3 100 Venezuela ....... 20 13 8 59 100
United States ... 50 24 11 15 100 United States ... 5 7 8 80 100

Source: table A. For Argentina: Industrial Census,
1954; for Peru, First National Economic Census, 1963.

a Establishments in which more than 5 persons
are employed are classified as factories (i.e., in the
manufacturing industry stratum).

b From 11 to 25 persons employed.

¢From 26 to 50 persons employed.

4From 6 to 25 persons employed.

eFrom 26 to 100 persons employed.

£20 or more persons employed.

Table C

LATIN AMERICA AND UNITED STATES: PER-
CENTAGE DISTRIBUTION OF PERSONS EM.
PLOYED IN MANUFACTURING INDUSTRY, BY
FACTORY SIZE CATEGORIES

Source: table A. For Argentina: Industrial Census,
1954; for Peru, First National Economic Census, 1963.

a Establishments in which more than 5 persons
are employed are classified as factories (ie., in the
manufacturing industry stratum).

b From 6 to 25 persons employed.

¢ From 26 to 100 persons employed.

Tsble E

LATIN AMERICA AND UNITED STATES: PER-
CENTAGE DISTRIBUTION OF INSTALLED
POWER IN MANUFACTURING INDUSTRY, BY
FACTORY SIZE CATEGORIES

Factory size categories®
(Number of persons employed per establishment)

Factory size categories®
(Number of persons employed per establishment)

Country or area Country or erea

5-19 20-49 50-99 ormore Total 519 20-49 50-99 orlgzzrs Total
Argentina ....... 16b 13¢ 13 58 100 Argentina ....... ver . . - ves
Brazil .......... 16 12 11 61 100 Brazl .......... 12 9 9 70 100
Central America .. 26 21 16 37 100  Central America .. ... cer vee cee ces
Chile ........... 15 15 12 58 100 Chile ......... .es 8 12 8 72 100
Colombia ........ 19 15 12 54 100 Colombia ...... .. 8 10 8 74 100
Mexico ......... 114 22¢ 67 100 Mexico ..vvvvene one vee
Paraguay ........ 43 16 11 30 100  Paraguay ........ 28 14 14 44 100
Peru ............ 16 84¢ 100 Pern ......... e ees
Venezuela ....... 36 19 7 38 100  Venezuela ....... 9 9 5 7 100
United States ... 6 9 10 75 100 United States ... 3 5 6 86 100

Source: table A. For Argentina: Industrial Census,
1954; for Peru, First National Economic Census, 1963.

8 Establishments in which more thamn 5 persons
are employed are classified as factories (ie., in the
manufacturing industry stratum).

b From 11 to 25 persons employed.

¢From 26 to 50 persons employed.

4 From 6 to 25 persons employed.

¢ From 26 to 100 persons employed.

£20 or more persons employed.

Source: table A.

2 Establishments in which more than 5 persons
are employed are classified as factories (i.e., in the
manufacturing industry stratum).
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Table F

LATIN AMERICA: ESTIMATES OF THE MANUFACTURING PRODUCT, BY INDUSTRIAL STRATA
AND FACTORY SIZE CATEGORIES, AND BY GROUPS OF COUNTRIES, 1960

(Millions of dollars at 1960 prices)

Product of manufacturing industry, by

Product of factory size categories Total
Country cottage (Number of persons employed per establishment) manufacturing
industry product
5.19 20-49 50.99 100 or more Sub-total
Group 1
Argentina .......... 1,542.0 469.0 426.0 384.0 2,984.0 4,263.0 5,805.0
Brazil .......c0e.... 2,005.0 667.0 513.0 462.0 3,491.0 5,134.0 7,139.0
Mexico ..evereennenn 610.0 240.0 308.0 2740 2,604.0 3,426.0 4,036.0
Sus-toTaL  4,157.0 1,376.0 1,248.0 1,120.0 9,079.0 12,823.0 16,980.0
Group 11
Chile ............. .. 240.0 69.0 76.0 70.0 480.0 695.0 936.0
Colombia ......eu0.. 369.0 370 46.0 50.0 325.0 458.0 827.0
Pert covviiineennnns 192.0 490 41.0 370 2470 3740 566.0
Uruguay ........ ves 60.0 470 40.0 36.0 238.0 362.0 421.0
Venezuela .......... 135.0 101.0 66.0 41.0 299.0 507.0 642.0
SuB-TOTAL 996.0 303.0 269.0 234.0 1,590.0 2,396.0 3,392.0
Group 111
Bolivia ......00000en 43.2 5.3 5.6 53 14.8 31.0 74.0
Central America .... 97.1 25.1 386 36.6 92.6 193.0 290.0
Ecuador ............ 732 17.3 18.3 17.3 48.7 102.0 1750
Haiti .......ccc0ven. : 19.1 3.4 3.6 34 9.8 20.0 390 .
Papama ............ © 53 6.8 72 6.8 19.3 40.0 45.0
Paraguay ........... 43.8 8.3 5.9 59 19.3 39.0 83.0
SuB-TOTAL 282.0 66.0 79.0 75.0 204.0 425.0 707.0

Totalr 54350 1,746.0 1,596.0 1,429.0 10,873.0 15,644.0 21,0790

SoURCE: the estimates were based on figures for the gross industrial product in 1960, at factor cost, ob-
tained from the respective countries’ national accounts, and converted into dollars (at 1960 prices) by the
application of estimated parity rates of exchange. (For fuller details, see The process of industrial development
in Latin America, statistical annex (E/CN.12/716/Add2), mimeographed edition, December 1965.) The gross
industrial product, which includes the product of both cottage and manufacturing industry, was broken down
by those two strata of activity on the basis of manpower productivity ratios between artisan establishments
and factories, measured in terms of value added per person employed (see table F). These productivity ratios
were obtained from the national industrial censuses, surveys and plans of the countries for which data were
available. In cases where the information to hand was insufficient, average productivity ratios for countries at
similar stages of industrial development were applied.

The share of the various factory size categories (including small-scale industry) in the manufacturing
product was estimated on the basis of percentage relations obtained from national industrial census and surveys
(see table D). In cases where no data were available, the contributions of the various size categories were es-
timated to be the same as in countries with similar characteristics. Owing to the method of calculation adopted,
the figures presented in table F cannot be taken as accurate in respect of specific individual countries, but can
be regarded as reasonably safe estimates for the country groupings.

2 Excluding Cuba and the Dominican Republic because data are not available.



Table G

LATIN AMERICA: ESTIMATES OF EMPLOYMENT IN MANUFACTURING INDUSTRY, BY STRATA
AND FACTORY SIZE CATEGORIES, AND BY GROUPS OF COUNTRIES, 1960

Employmene Employment in mar_m/acturing industry, by Total
Country in factory size categories . employment®
or area ,.,f,}’,‘f,“,‘,’;n (Number of persons employed per establishment) mar'm/:'z’;turing
5.19 20-49 50-99 100 or more  Sub-total®  industry
Group 1

Argentina ............... 722 159 130 130 579 998 1,720
Brazil ................... 1,250 256 192 176 976 1,600 2,850
Mexico ...c.vviniinninnn. 556 160 120 120 600 1,000 1,556
SuB-ToTAL 2528 575 42 426 2,155 3,598 6,126

Group If
Chile ............oue.e. 207 36 36 29 139 240 47
Colombia ............... 496 48 38 30 136 252 748
Peru ................... 330 47 33 23 103 206 536
Uruguay ................ 59 34 23 16 73 146 205
Venezmuela ............... 118 64 34 12 67 177 295
Sus-TOTAL 1210 229 164 110 518 1,021 2231

Group 11
Bolivia veviiveenniieannan. 162 8 4 3 8 23 185
Central America ......... 217 33 26 20 46 125 342
Ecuador ....c.covuv..... 201 17 9 7 17 50 251
Haiti ................... 83 3 3 18 101
Panama ................. 11 5 3 2 5 15 26
Paraguay ............... 64 8 3 2 18 82
SuB-TOTAL 738 77 48 37 87 249 987
Totale 4,476 881 654 573 2,760 4,868 9,344

2 Figures taken from a study on manpower in Latin America in course of preparation.

b Figures calculated from percentage estimates for each size category based on census data for Argentina
and Brazil, Chile, Colombia and Venezuela, and Central America and Paraguay.

¢ Excluding Cuba and the Dominican Republic, for which no data were available.



Table H

COLOMBIA: NUMBER OF PERSONS EMPLOYED IN INDUSTRY, BY INDUSTRIAL STRATA AND
FACTORY SIZE CATEGORIES, AND BY BRANCHES OF ACTIVITY, 1960

Manufacturing industry, by factory

Cottage size categories
ISIC major groups ( j?f::t,:{,m (Number of persons employed per establishment) mmz;ﬁi ring
employed) If co tt:fy sector
519 20-49 50 or more industry

20. Food ......... B A £ Y § 10,788 7,370 17,970 36,128 38,875
21. Beverages ......... teencennee . 100 725 1,305 12,346 14,376 14,476
22. Tobacco .......... cetesnes P 112 1,089 758 2,446 4,293 4,405
23. Textiles ...... teesssesserasnrsne 393 1,576 2,451 39,821 43,848 44,241
24. Footwear, other wearing apparel

and made-up textile goods ....... 2,241 8,577 5,498 13,367 27,442 29,683
25. Wood and cork ..vvevvnveaninnn. 410 1971 890 2,638 5499 5,909
26. Furniture and fixtures .......... 400 1839 1,067 1,700 4,606 5,006
27. Paper and paper products ....... 13 405 733 2,828 3,966 3,979
28. Printing, publishing and allied in- 293 2,573 2,153 5,868 10,594 10,887

dustries ......
29, Leather and hides .............. 321 916 75 2,513 4,144 - 4,465
30. Rubber products .....evceeeeaess 6 333 238 5,228 5,799 5,805
31. Chemicals and chemical products 338 1,999 2472 11,649 16,120 16,458
32. Petroleum products ...... P — 88 204 1,782 2,074 2,074
33. Non-metallic mineral products .. 856 4,361 3,521 13867 21,749 22,605
34. Basic metal industries ........... 10 111 83 2,975 3,169 3,179
35. Metal products, except machinery

and transport equipment ........ 269 2,472 3,333 7,644 13,449 13,718
36. Machinery, except electrical ma- ‘

chinery ..c.vsecevesocccconsonns 163 1,200 409 1,542 3,151 3,314
37. Electrical machinery ............ 81 911 931 4,244 6,086 6,167
38. Transport equipment ............ 453 2,736 1,916 7427 12,079 12,532
39. Miscellaneous manufacturing .... 146 1,045 1,413 3,718 6,176 6,322

Total 9,352 45,715 37,460 161,573 244,748 254,100

Source: Boletin Mensual de Estadistica, No. 151, Bogotd, October 1963.
a International Standard Industrial Classification of all Economic Activities.



Table I

COLOMBIA: VALUE ADDED IN INDUSTRY, BY INDUSTRIAL STRATA AND FACTORY SIZE
CATEGORIES, AND BY BRANCHES OF ACTIVITY, 1960

(Millions of pesos)

Cottage DManufacturing indusery, by factory
. industry size categories Total
1SIC major groups (1-4 persons (Number of persons employed per establishmens) mnuf::‘t'lf"bs
$ecloi
cmployed) 5-19 20-49 50 or more Sub-total

20. Food .viviveviiinnninnnn. 23.0 108.4 123.3 403.8 635.5 658.5

21. Beverages ................ 0.8 8.1 34.3 650.4 692.8 693.6

22. Tobacco ..oevvvvieiinnnans 0.4 3.5 29 252.7 259.1 259.5

23. Textiles ................. . 1.9 22.6 22.3 681.6 726.5 728.4
24. Footwear, other wearing
apparel and made-up textile

g00ds c.i.tieiiiiienen.s . 125 51.8 37.3 132.1 221.2 233.7

25. Wood and cotk ........... 29 148 3.4 21.2 41.4 4.3

26. Furniture and fixtures .... 26 114 86 16.0 36.0 38.6

27. Paper and paper products.. 0.3 41 9.0 71.6 84.7 35.0
28. Printing, publishing and

allied industries ....ccevo. 20 17.8 23.7 87.0 1305 1325

29. Leather and hides ........ 24 83 6.8 49.6 84.7 67.1

30. Rubber products .......... eee 44 2.7 107.0 1141 114.1
31. Chemicals and chemical

Product8 .ueeesoroccsonsace 32 26.2 61.2 3132 470.6 473.8

32. Petroleum products ....... — 6.2 71 149.7 163.0 163.0
33. Non-metallic mineral pro-

ducts ..ceivvinnnns vevesss 44 24.1 311 211.9 267.1 2715

34. Basic metal industries .... ces 23 1.0 154.0 157.3 157.3
35. Metal products, except ma-
chinery and transport equip-

MEBE oenvrvvnsnnann cerereas 1.8 191 347 109.8 163.6 165.4
36. Machinery, except electrical

machiNery ..ocveeeercavass 9.0 10.0 28 189 31.7 40.7

37. Electrical machinery ...... 0.7 8.7 28.3 83.7 110.7 1114

38. Transport equipment ..... 2.6 20.4 13.1 75.3 114.8 1174

39, Miscellancous manufacturing 17 10.0 20.0 62.2 92.2 93.9

Total 722 382.2 4736 3,721.7 45775 4,649.7

Sourck: Boletin Mensual de Estadistica, No. 151, Bogotd, October 1963.
a International Standard Industrial Classification of all Economic Activities.
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Table J

CHILE: NUMBER OF PERSONS EMPLOYED IN INDUSTRIAL ESTABLISHMENTS, BY SIZE

CATEGORIES, 1957

Manufacturing industry, by foctory size categories

ISIC major groups® (Number of persons employed per establishment)

5.19 2049 50 or more Total
20. Food ...vovnicinnnnes Ceesesasnsesensansns 8,640 7,498 18,912 35,050
21. Beverages .....ceeiee. tesssssevesnens cees 509 668 3,997 5,174
22, TODACCO .vvvvvevevenccsoosnsrssssassasans 41 — 1,165 1,206
23. Textiles ..ovvuv.. veesenn sessrssssascsnes 2,789 4278 30,522 37,589
24. Footwear, other wearing apparel and
made-up textile goods ... ..iiiiiriianinns 5,530 4,562 16,565 26,657
25. Wood and cork ...c.iviivvinninininnns . 2,012 2,312 6,581 10,905
26. Furniture and fixtures .............. coee 1,375 956 2,490 4,821
27. Paper and paper products .......... veesas 402 456 2,569 3,427
28. Printing, publishing and allied industries.. 983 1,079 4,888 6,950
29. Leather and hides ...... tesesssscesanans 696 852 1,623 3,171
30. Rubber products ........ tecesrseseeans .. 206 107 1,634 1,947
31. Chemicals and chemical products ........ 1,387 1,583 9,073 12,043
32. Products of petroleum and coal ......,.. 25 26 1,109 1,160
33. Non-metallic mineral products ............ 1,427 1,028 10,279 12,734
34. Basic metal industries ........000000. eee 462 491 10,494 11,447
35. Metal products, except machinery and .
transport equipment ......... veeeses ceene 1,577 1,679 9,583 12,839
36. Machinery, except electrical machinery ... 1,009 757 3,108 4874
37. Electrical machinery .................. aes 453 444 2,339 3,236
38. Transport equipment ..........eccesene vee 1,392 1,594 3,963 6,949
39. Miscellaneous manufacturing .......... wes 878 910 1,734 3,522
Total 31,793 31,280 143,628 206,701

Source: III National Manufacturing Census, 1957. »
a International Standard Industrial Classification of all Economic Activities.



Table K
CHILE: VALUE ADDED IN INDUSTRY, BY FACTORY SIZE CATEGORIES, 1957

(Thousends of escudos)

Manufoctaring industry, by factory size categeriss

ISIC major groups® (Number of persons employed per establishment)

5.19 20-49 50 or more Total
20. Food ..evvvniiiiiniiiiiiieenincnnnas 9,106 10,204 35,629 54,939
21, Beverages .........cciciiieiirniirccanonn 1,106 1,591 11,012 13,709
22. TOBECCO wvvrurvrnnrernns cerrenas — — - 16,327
23, Textiles ouviiiiiiiaivvniaronnrenusannnsons 2,275 3,616 34,306 40,197
24. Footwear, other wearing apparel and
made-up textile g0ods ....cciviiiiiencnnnn 4,050 3,166 16,426 23,642
25. Wood and cork ........ovcevviavncnnnn. 1,640 1,999 5,901 9,540
26. Furniture and fixtures .........cccovuen. 791 759 3,375 4,925
27. Paper and paper products ..... Cheesseeens 318 335 5,087 5,740
28. Printing, publishing and allied industries.. 1,184 1,410 8,517 11,171
29, Leather and hides ........... Ceasaeenens 705 1,002 2,107 3,814
30. Rubber products .......ccovevevevanerens 225 119 3421 3,765
31. Chemicals and chemical products ........ 2,254 2,874 18,635 23,763
32. Products of petroleum and coal ......... — — — 9,643
33. Non-metallic mineral products ............ 1,062 1,012 13,784 15,858
34. Basic metal industries ........c.c00000 ces 395 509 32,112 33,016
35. Metal products, except machinery and
transport equipment .......... teeecsaennn 1,338 1,493 9,500 12,331
36. Machinery, except electrical machinery ... 842 764 3,550 5,156
37. Electrical machinery .........cecieeeveeens 352 500 4,181 5,033
38. Transport equipment ............eeee.s 1,046 1,673 4,396 7,115
39. Miscellaneous manufacturing ........ee... 738 875 2,099 3,712
Total 29,549 33,934 239,915 303,398

Source: III National Manufacturing Census, 1957.
a [nternational Standard Industrial Classification of all Economic Activities.
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Table L

PARAGUAY: NUMBER OF PERSONS EMPLOYED IN INDUSTRIAL ESTABLISHMENTS,
BY SIZE CATEGORIES, 1963

_Am';rm Manufacturing industry, by factory sise categories Total
ISIC major groups® ;r:;iustry (Number of persons employed per establishment) manufacturing

empH;yed) 5.19 20-49 50 or more Total sector

20. Food ..evvvvvvennnennanns 2,421 3,396 782 3,037 7,215 9,636

21. Beverages .....cc.evnenen. 181 632 140 641 1,413 1,594

22, Tobacco ...... eresiersenns 5 82 60 674 816 821

23. Textiles veuvevvenennn 37 120 148 1,516 1,784 1,821
24. Footwear, other wearing
apparel and made-up textile

200dS .iiiiiiniiorariianss 1,293 817 112 133 1,062 2,355

25. Wood and cotk .......... 521 976 364 69 1,409 1,930

26. Furniture and fixtures 533 470 52 — 522 1,055

27. Paper and paper products.. 9 14 37 — 51 60
28. Printing, publishing and

allied industries .......... 65 190 173 504 867 932

29, Leather and hides ........ 323 201 102 69 372 695

30. Rubber products ......... 35 18 — - 18 53
31. Chemicals and chemical

Products ....eeeveciiacnonn 1,898 658 408 1,457 2,523 4,421

32. Petroleum products ....... 3 — — —_ — 3
33. Non-metallic mineral pro-

ducts ..oiiieeeecens Cereen 2,241 1,244 531 633 2,408 4,649

34. Basic metal industries .... 24 47 —_ — 47 71
35. Metal products, except ma-
chinery and transport equip-

ment .eevon.n eeees 120 189 124 — 313 433
36. Machinery, except electrical

machinery .....co0ieeneenn 171 209 210 221 640 811

37. Electrical machinery ...... 158 131 36 123 290 448

38. Transport equipment ...... 612 574 371 379 1,330 1,942

39. Miscellaneous manufacturing 368 217 33 184 434 802

Total 11,018 10,185 3,689 9,640 23,514 34,532
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Source: Industrial Census, 1963.

a International Standard Industrial Classification of all Economic Activities.



Table M

PARAGUAY: VALUE ADDED IN INDUSTRY, BY SIZE CATEGORIES, 1963

(Millions of guaranies)

Cottage Manufacturing industry, by factory size categories Total
ISIC major groups® industry (Number of persons employed per establishment) manufacturing
(1.4 persons sector
employed) 4-19 20-49 49 or more Total

20. Food .e.oovvvnviniininnn 180.1 283.3 224.0 1,076.1 1,583.4 1,763.5

21. Beverages ................ 49.7 824 15.9 238.3 336.6 386.3

22. Tobacco ..vevuevvnvninn... 0.1 8.2 74 3194 335.0 335.1

23. Textiles vvvivevvvinvnnen.. 29.2 21.2 37.4 508.9 567.5 596.7
24. Footwear, other wearing
apparel and made.up textile

goods ...iiiiiiiiiiaiann, 725 67.6 13.3 6.4 87.3 159.8

25. Wood and cork .......... 41.3 924 35.5 12.1 140.0 181.3

26. Furniture and fixtures 317 40.0 5.6 —_ 45.6 773

27. Paper and paper products.. 1.3 1.2 4.6 — 58 71
28. Printing, publishing and

allied industries .......... 81 23.7 25.0 93.0 141.7 1498

29. Leather and hides ........ 24.5 18.2 16.9 17.9 53.0 715

30. Rubber products ......... 3.0 3.7 —_ — 3.7 6.7
31. Chemicals and chemical

products ...ivveeinionnanes 42.7 80.2 110.9 423.4 614.5 657.2

32. Petroleum products ....... 0.6 — — —_ — 0.6
33. Non-metallic mineral pro-

ducts ...... 69.8 64.8 45.1 574 167.3 2371

34. Basic metal industries .... 44 91 — — 9.1 135
35. Metal products, except ma-
chinery and transport equip-

TENt vvvevrvreeesassoneane 13.8 21.4 40.6 — 62.0 75.8
36. Machinery, except electrical

machinery ....ccoo0ivieeenn 20.1 340 35.9 41.2 1111 131.2

37. Electrical machinery ...... 14.9 18.8 5.4 28.5 52.7 67.6

38. Transport equipment ...... 49.3 76.1 55.9 43.4 1754 2247

39. Miscellanecus manufacturing 21.7 245 3.0 12.0 395 61.2

Total 678.8 970.8 682.4 2,878.0 4,531.2 5,210.0

Sounrce: Industrial Census, 1963.
& [nternational Standard Industrial Classification of all Economic Activities.
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Table N

VENEZUELA: NUMBER OF PERSONS EMPLOYED IN INDUSTRIAL ESTABLISHMENTS,
BY SIZE CATEGORIES

ISIC major groups®

Manufacturing industry, by factory size categories
(Number of persons employed per establiskment)

5.20 21-50 51 or more Total
20, FOOd vrevvvrrvencernncsncinscacnnnsonnons 11,111 4,113 13,420 28,644
21, Beverages .....ieiiiiriirininenecsrsarenees 1,866 8178 6,534 9,278
22, Tobacco ...vevvenns 406 196 2,251 2,853
23, Textiles +vvveeniereoniionscansoesenacannes 966 921 12,797 14,684
24. Footwear, other wearing apparel and made-
up textile 200ds ..iviiieiiiiiiiiiiiiiian 9,133 6,626 4,008 19,767
25. Wood and cotk .....coovveevnnvecennnnnes 1,858 1,305 169 3,332
26. Furniture and fixtures .......ececeeeve Ve 6,481 3,088 1,331 10,900
27. Paper and paper products ...........e0.n 697 367 3,106 4,170
28. Printing, publishing and allied industries.. 2,171 1,311 1,904 5,986
29. Leather and hides .......ccvvicievnnen. . 1,162 420 863 2,445
30. Rubber products ......eeo0eve. Ceesenaeen 939 650 2,166 3,755
31. Chemicals and chemical products ........ 2,001 1,276 4,178 7,455
32, Petroleum products ........oeeveeiiiiiinn 45 31 6,893 6,969
33. Non-metallic mineral products ............ 3,897 1,176 4833 9,906
34. Basic metal industries .....e00ueae 242 208 1,406 1,856
35, Metal products, except machinery and
transport €qQUIPMENt ...veevescvcscanee . 2,450 1,032 1,917 5,399
36. Machinery, except electrical machinery ... 205 222 71 498
37. Electrical machinery .............. reenee 1,649 1,528 247 3,424
38. Transport equipment ..........cecovvanes . 8,388 2,812 1,694 12,894
39. Miscellaneous manufacturing ........... .. 1221 1,173 329 2,723
Total 57,488 29,333 70,117 156,938
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Source: Industrial Survey, 1961.

a International Standard Industrial Classification of all Economic Activities,



Table O

VENEZUELA: VALUE ADDED IN INDUSTRY, BY SIZE CATEGORIES, 1961

(Millions of bolivares)

ISIC major groups®

Manufacturing industry, by factory size categories
(Number of persons employed per establishment)

5-20 21-50 51 or more Total
20. Food ..iiioiiireiiiniieennnnnannns “vevsoe 173 62 420 655
21, Beverages ............iciieeiciencaninans 30 25 461 516
22. TobaCCo ...vveviveiiiriiiiriiarneanananes 4 1 229 234
23, Textiles oovvveiriiiiiniiinienreinaanens 17 18 219 254
24. Footwear, other wearing apparel and made.
up textile goods ........... secasaarsonsas 126 104 60 290
25. Wood and cork ........ecvciiirnennenies 27 14 1 42
26. Furniture and fixtures .................. 63 47 18 128
27. Paper and paper products ............... 6 3 107 116
28. Printing, publishing and allied industries.. 31 32 53 116
29. Leather and hides ...........ccceeiaa.n. 18 7 17 42
30. Rubber products ..........c.cieeenainnn, 3 8 98 122
31. Chemicals and chemical products ........ 66 54 169 289
32, Petroleum products ..........i.eeeninnn . 3 1 510 514
33. Non-metallic mineral products ............ 38 23 165 226
34. Basic metal industries ..........c000neenn 1 3 27 31
35. Metal products, except machinery and
fransport equipment ........ceecevtensans 24 10 66 100
36. Machinery, except electrical machinery .. 4 5 2 11
37. Electrical machinery ......cccoveennenns. 25 31 8 64
38. Transport equipment ...........cceoveenees 108 60 46 214
39. Miscellaneous manufacturing ............. 15 16 7 38
Total 793 523 2,683 3,999

Source: Industrial Survey, 1961.

2 International Standard Industrial Classification of all Ecomomic Activities.
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Table P

UNITED STATES: NUMBER OF PERSONS EMPLOYED IN INDUSTRIAL ESTABLISHMENTS, BY
SIZE CATEGORIES, 1954

Manufacturing industry, by factory size categories Total
ISIC major groups® (Number of persons employed per establishment) manafacturing
419 20.49 50 or more Total sector
2. Food | L 36,519 153447 214,362  1,242872 1610681 1,647,200
21. Beverages :
22. Tobacco .....vvvveeunnn. 495 1,052 1,825 91,491 94,368 94,863
23. Textiles .....vvveveenen. 3,228 21,937 50,823 961,449 1,034,209 1,037,437
24. Footwear, other wearing
apparel and made-up textile
g00dS ...eiieeiiievennn. 20,618 109,114 234,522 825,804 1,169,440 1,190,058
25. Wood and cork ......... 49,721 122,596 115,738 357,880 596,214 645,935
26. Furniture and fixtures ... 9,827 33,226 47,981 249,659 330,866 340,693
27. Paper and paper products 1,798 12,994 34,336 481,046 528,376 530,174
28, Printing, publishing and
allied industries ......... 39,067 106,147 106,450 552,674 765,271 804,338
29. Leather and hides ....... 3,193 13,663 25,549 314,172 353,384 356,577
30. Rubber products ........ 901 3,967 6,967 234,655 245,589 246,490
31. Chemicals and chemical
Products ....cevvevenaenn 9,157 36,529 59,342 634,223 730,094 739,251
32. Petroleum products ...... 702 4,614 6,220 204,289 215,123 215,825
33. Non-metallic mineral pro-
ducts ..iccecneceneiaaen 10,398 37,094 49,440 394,870 481,404 491,802
34. Basic metal industries ... 2,913 16,731 35,287 1,062,070 1,114,088 1,117,001
35. Metal products, except
machinery and transport
eqUIPMENt +.eveianan veee 19,020 79,429 114,980 805,876 1,000,285 1,019,305
36. Machinery, except electri-
cal machinery ........... 23,280 89,088 113,037 1,316,224 1,518,349 1,541,629
37. Electrical machinery ..... 3,506 15,704 29,179 910,311 955,194 958,700
38. Transport equipment .... 3,905 15,300 24,849 1,660,447 1,700,596 1,704,501
39, Miscellaneous manufactur-
Y- S Y 19,971 64,650 89,204 794,535 948,389 968,360

Total 258,219 937,282 1,360,091 13,094,547 15,391,920 15,650,139

SouRcE: manufacturing census, 1954.
2 International Standard Industrial Classification of all Economic Activities,
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UNITED STATES: VALUE ADDED IN INDUSTRY, BY SIZE CATEGORY, 1954 -

Tzble Q

(Millions of dollars)

Cottage Manufacturing industry, by factory size categories Total
ISIC major groups® (Iigjdustry (Nu.aber of persons employed per establiskment) manufacturing
empl;yed) 4.19 20-49 50 or more Total sector
2. Food ] 218 925 1,48 10,810 13,183 13,401
21. Beverages

22. Tobacco ....vvvvvvinnenn. 1 4 6 977 987 988

23. Textiles .v.vvveinnnnrenns 23 127 251 4,349 4,727 4,750
24. Footwear, other wearing ap-
parel and made.up textile

200dS civciieeiiiacnnannns 142 617 1,005 3,383 5,005 5,147

25. Wood and cork ........... 207 495 541 1,946 2,982 3,189

26. Fumniture and fixtures ..... 55 181 267 1,464 1,912 1,967

27. Paper and paper products .. 12 80 211 4,278 4,569 4,581
28. Printing, publishing and

allied industries .......... 251 687 726 4,602 6,015 6,266

29. Leather and hides ........ 19 64 110 1,444 1,618 1,637

30. Rubber products .......... 7 28 48 1,819 1,895 1,902
31. Chemicals and chemical

products ....c.iiaennienns 75 336 596 8,436 9,368 9,443

32. Petroleum products ....... 9 49 68 2,455 2,572 2,581
33. Non-metallic mineral pro-

Y 52 222 325 3,223 3,770 3,822

34, Basic metal industries . 20 106 232 9,016 9,354 9,374
35. Metal products, except ma-
chinery and transport equip-

MENE  wuveeerrcancrsonanss 127 528 802 6,139 7,469 7,596
36. Machinery, except electrical

MAchinery .eevveecscoances 171 638 848 10,681 12,167 12,338

37. Electrical machinery ...... 24 105 195 7,080 7,380 7,404

38. Transport equipment ..... . 22 93 165 13,645 13,903 13,925

39. Miscellaneous manufacturing 121 368 507 5,607 6,482 6,603

Total 1,556 5,653 8,351 101,354 115,358 116,914

Source: manufacturing census, 1954,
a International Standard Industrial Classification of all Economic Activities.



Table R

LATIN AMERICA AND THE UNITED STATES: PARTICIPATION OF SMALL-SCALE INDUSTRY IN
MANUFACTURING EMPLOYMENT IN INDUSTRY, BY GROUPS AND COUNTRIES

(Percentage of value added in manufacturing in each group)

ISIC major groups® Paraguay Venesuela Colombia Chile ’é’,ﬁ,‘iﬁ;’
20. Food ....ooiiviiiiiriiiiiiiiiiienicnnnas 57 53 50 46
21. BEVETAZES .vvvveierianeeireiitiincannnns 55 30 16 23} 23
22, TODACCO .ovveevernruoosnnionsnsnasnonnnns 17 21 43 3
23, Textiles ............ vesserseane Ceesrensan 9 13 9 19
24. Footwear, other wearing apparel and made-up
textile 200ds ..eeiieveiiiiiniiiieiiaenn. 57 80 52 38 29
25. Wood and cork ...vvvenivnrininiinenannn. 9% 95 52 40 57
26. Furniture and fixtures ............ccc0nn. 100 89 63 47 25
27. Paner and paper products .........veunenn 100 25 29 25 9
28. Printing, publishing and allied industries .. 41 68 45 30 28
29. Leather and hides .............covvannnn. 81 65 39 49 11
30. Rubber products ........covvvviiennaonens 100 42 10 16 5
31. Chemicals and chemical products ......... 42 44 28 24 13
32. Petroleum products ..........c.oieveiianen — 1 14 4 5
33. Non-metallic mineral products ............ 74 51 36 19 18
34. Basic metal industries ...............c..... 100 24 6 8 5
35. Metal products, except machinery and trans-
POTL €QUIPIDENT .evevvncenraoroonocsonnnns 100 65 43 25 19
36. Machinery, except electrical machinery .... 65 85 51 36 13
37. Electrical machinery ..................... 58 93 30 28 5
38. Transport equipment ,.............ccovens 71 87 38 43
39. Miscellaneous manufacturing ............. 58 88 40 51 16
' Total 59 55 34 30 15

SoURCE: tables H, J, L, N and P.
a International Standard Industrial Classification of all Economic Activities.
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Table S

LATIN AMERICA AND THE UNITED STATES: DISTRIBUTION OF EMPLOYMENT IN SMALL-SCALE
INDUSTRY, BY GROUPS AND COUNTRIES

(Percentage of total employment in small-scale industry)

ISIC major groups® Paraguay Venezuela Colombia Chile g’;::f
20. Food ..ooviiiiiiii it 30 18 22 26
21, Beverages ........cceieiiiniercaanennaean 6 2 2 16
22, TODRECO «vviviiiieeiiiiiieiernernennns 1 1 2 —_ —
23, Textiles .......ooviviiiiiinenenennnnennn 5 11 3
24. Footwear, other wearing apparel and made-up
textile goods ........cc. i, i 18 17 16 15
25. Wood and cotk ...........vviiiiiinnnnn. 10 4 3 7 10
26. Furniture and fixtures ................... 4 11 3 4 4
27. Paper and paper products ................ —_ 1 1 1 2
28. Printing, publishing and allied industries .. 3 5 6 3 9
29, Leather and hides ......cvovvveevevennnnns 2 2 2 2 2
30. Rubber products ........ eereestasiasaeann _— 2 1 — —
31. Chemicals and chemical products ......... 8 4 5 5 4
32. Petroleum products ...oceeessecevsancnens — - — —_ —_
33. Non-metallic mineral products ............ 13 6 9 4 4
34. Basic metal industries ........ce000ucnen os — — — 2 2
35. Metal products, except machinery and trans-
Port equIPMeENt ...ceeevavrcacrroanesonnes 2 4 7 5 8
36. Machinery, except electrical machinery .. 3 -_— 2 3 9
37. Electrical machinery ........cccivvevnnnn. 1 4 2 1 2
38. Transport equipment ..........eceeeeeaass 7 13 6 5 2
39. Miscellaneous manufacturing ............. 2 3 3 3 7
Total 100 100 100 100 100

Source: tables G, J, L, N and P.

a International Standard Industrial Classification of all Economic Activities.
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Table T

LATIN AMERICA AND THE UNITED STATES: VALUE ADDED PER PERSON EMPLOYED IN SMALL.
SCALE INDUSTRY, BY GROUPS AND COUNTRIES

(Thousands of currency units of each country per person employed)

United
1SIC major groups® Paraguay Venesuela Colombis Chile States
20. Food ....vvvvnunnnn Ceessstsesesansiasiaas 121 15.4 128 120
21. Beverages ......ceceiicnciinnsnienensaras 127 20.1 208 2.21 65
22. Tobacco ..vvvivvnvsns Ceterasreneerenn . 110 8.3 3.5 . 35
23, Textiles8 «.ovveeereiceeecsrnnenvaans vesans 218 18.5 111 0.83 5.2
24. Footwear, other wearing apparel and made-
up textile g00ds ...veivenrieeiiiienianens 87 14.6 6.3 0.72 46
25. Wood and cork .....c.ivveeneinrennanes 9 13.0 7.1 0.84 43
26. Furniture and fixtures .........ceeeee. . 87 115 6.9 0.67 55
27. Paper and paper products .......c.c...... 114 8.5 115 0.77 62
28. Printing, publishing and allied industries.. 134 15.4 9.2 1.26 6.6
29. Leather and hides .........ccevveieennss 116 15.8 9.3 110 44
30. Rubber products .........cceceseeeenenns 206 8.8 12.4 110 6.9
31. Chemicals and chemical products ........ 179 36.7 195 1.73 9.7
32. Petroleum products ....... Ceresaeecessaes — 53.0 45.5 . 10.8
33. Mon-metallic mineral products ........... 62 12.0 7.0 0.85 6.3
34. Basic metal industries ..... teseacanees ves 193 8.9 17.0 0.95 65
35. Metal products, except machinery and
transport equipment ......eeceeesevesconss 198 9.8 9.3 0.87 6.8
36. Machinery, except electrical machinery ... 167 21.0 8.0 0.91 74
37. Electrical machinery ............ Ceeanens 145 17.6 14.6 0.95 6.7
38. Transport equipment .........ccceceesseens 138 15.0 85 091 65
39. Miscellaneous manufacturing .......... .es 110 13.0 12.2 0.90 5.7
Total 119 152 103 1.00 6.1

Source: tables H to Q.
a International Standard Industrial Classification of all Economic Activities.
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Table U

LATIN AMERICA AND THE UNITED STATES: INSTALLED POWER PER PERSON EMPLOYED IN
SMALL-SCALE INDUSTRY, BY GROUPS AND COUNTRIES

(HP per person employed)

Upited
ISIC major groups® Paraguay 4 L Colombi. Chile States
20. Food .vuniiniiniiiiiiiiiiiiiaiiiiianns 15 29 23 2.3 A7
2], Beverages .....c...ivieiiariiariienoanonns 1.0 1.4 4.1 1.4
22, TobacCo ......cccvveevenenns theenensaans 11 0.3 0.1 1.0
23. Textiles ....icvveiiiiiiiiisrerevsarnssenes 7.2 1.3 i5 10 238
24. Footwear, other wearing apparel and made-
up textile goods ............. feesierrennse 0.2 0.6 0.2 0.4
25, Wood and cork ............ fereraseeans 4.1 14 36 3.7 1.7
26, Furniture and fixtures ........c.o0evuenn 1.0 35 1.0 1.0 21
27. Paper and paper products ............... 5.4 11 1.8 16 82
28, Printing, publishing and allied industries.. 0.4 11 0.8 0.9 038
29, Leather and hides .....coccvvvevnnnnnnns 18 4.0 38 3.0 15
30. Rubber products ......occveevreeienecacs 4.6 1.7 22 28 6.1
31. Chemicals and chemical products ........ 2.2 28 15 6.1 99
32, Petroleum products ............ seeeesenne — 6.7 22.0 15.3
33. Mon-metallic mineral products ........... 0.8 2.3 15 13 7.0
34, Basic metal industries ..........c0000i0nen 17 59 38 25 9.4
35. Metal products, except machinery and
transport eqUIPMENE +ovseeeserscoressonns 2.6 38 18 21 3.7
36. Machinery, except electrical machinery ... 1.4 72 29 1.7 36
37. Electrical machinery ...........cceviunen 0.3 12 10 0.8 14
38. Transport equipment ...........eoveeeerss 0.7 1.7 0.8 0.7 3.7
39, Miscellaneous manufacturing ............. 1.0 11 12 102 14
Total 16 2.1 1.6 2.1 3.8

SouURrcE: data from the respective censuses.
e International Standard Industrial Classification of all Economic Activities.
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RECENT ACTIVITIES OF ECLA

LATIN AMERICAN SEMINAR ON SMALL-SCALE INDUSTRY

(Quito, Ecuador, 28 November-3 December 1966)

The Latin American Seminar on Small-scale
Industry was held at Quito from 28 November
to 3 December 1966, under the joint sponsorship
of the Economic Commission for Latin America
(ECLA) and the United Nations Centre for
Industrial Development and Bureau of Technical
Assistance Operations (BTAO), and with the
co-operation of the Government of Ecuador.

It was attended by fifty-seven experts from the
following states members of ECLA: Argentina,
Bolivia, Brazil, Chile, Colombia, Costa Rica,
the Dominican Republic, Ecuador, El Salvador,
France, Guatemala, Guyana, Haiti, Honduras,
Mezxico, the Netherlands, Nicaragua, Panama,
Paraguay, Pern, Trinidad and Tobago, the
United States of America, Uruguay and Vene-
zuela. Also present were twenty-four observers
from Ecuador and eight observers in all from
the International Labour Organisation (ILO),
the Inter-American Development Bank (IDB),
the Organization of American States (OAS),
the Organisation for Economic Co-operation and
Development (OECD) and the Permanent Secre-
tariat of the General Treaty on Central American
Economic Integration (SIECA).

The main topics discussed were the contribu-
tion of small-scale industry to Latin America’s
development, technical assistance, financing, and
regional and international co-operation in small-
scale industry.

During the discussion of the first topic it was
pointed out that small-scale industry in Latin
America had developed under economic and
social conditions different from those prevailing
in developed countries. Typical features of this
development were shortage of capital, sluggish
economic growth, political and social instability,
the non-participation of large sectors of the
population in the money market, and an artisan
industry using primitive techniques to produce
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simple goods. Small-scale industry had none
the less acquired some economic importance in
the region. The 1960 industrial censuses re-
vealed that over 1.5 million workers were em-
ployed in this type of industry (16 per cent of
total employment in industry that year) and that
its value added amounted to some 3,300 million
dollars (16 per cent of the region’s aggregate
manufacturing product).

Although small-scale industry could play a
dynamic role in economic development, no parti-
cular strategy had been defined for this sector
in Latin America, government action taking the
form of unrelated measures based on a tradi-
tional piecemeal approach to the problem. Steps
had been taken to protect small industry rather
than to encourage its modernization so that it
could compete with larger units on more favour-
able terms.

The over-all medium- and long-term industrial
development plans, contained in a global model,
which most of the Latin American countries had
devised in recent years, had generally failed
to give special treatment to small-scale industry.
Hence the need to formulate over-all plans for
promoting small industry, which would establish
priorities with regard to sectors and means of
action. Since circumstances and needs varied
from country to country, it was impossible to
generalize on this subject. The situation in the
Central American or Caribbean countries, for
example, differed from the situation in Argentina,
Brazil, Chile or Mexico. Each country needed
different development programmes with different
kinds of instruments to solve problems, create
incentives, establish priorities and develop small-
scale industry in appropriate regions and sectors.

It was pointed out that technical assistance
for the development of small-scale industry,
which included the promotion of entrepreneurial
initiative, the provision of technical advisory



services, the improvements of design, quality
and standards, assistance in administrative as-
pects, marketing techniques and industrial re-
search, and the establishment of a sub-contract-
ing system, was intended to provide information
and instruction for the established or prospective
small entrepreneur and help him increase his
productivity, improve the quality of his products
and reduce his production costs. The participants
urged all countries of the region where facilities
for rendering such assistance were limited or
non-existent to strengthen and expand existing
services or establish new facilities, with a view
to providing as many of the services required
by small-scale industry as possible. Where
several specialized institutions were set up, care
should be taken to avoid any overlapping and
to ensure proper co-ordination and co-operation.

In discussing the form which co-operation and
self-help might take, the Seminar emphasized
that in some countries the idea was gaining
ground that small industries might combine
to undertake certain functions which they could
not perform individually because of their size.
One of the most successful forms of association
was the co-operative, which had proved very
useful in solving marketing and purchasing
problems.

With reference to industrial estates, it was
stated that, in spite of their obvious advantages
in the development of small-scale industry, only
Jamaica and Venezuela had actually established
such estates, composed of standard plants con-
structed on the basis of anticipated demand.
Although many Latin American countries had
considered the establishment of industrial estates
for small industry and had even incorporated
the idea in some of their development plans,
none of the projects had yet materialized. The
Seminar recommended that Latin American Gov-
ernments should include such projects for small-
scale industry in their development plans, since
the success of industrial estates depended on
whether measures had been taken to promote
entrepreneurial initiative, whether financing was
supplied on liberal terms, and whether technical
and administrative assistance and the necessary
facilities for training, etc., were provided. With-

out those supplementary measures, industrial
estates would remain vacant or would have
great difficulty in finding tenants.

As regards the financing of the development
of small-scale industry, a description was given
of the credit machinery and systems operating
in this sector in each individual country and
the main problems were outlined. The funds
generated by the enterprises themselves were
insufficient to promote growth, since, because
of the low productivity and the high costs re-
sulting from the small scale of production, few
profits were available for reinvestment. More-
over, sources external to the enterprise did not
compensate for the weakness of its internal
sources, and even if they did, the repayment
periods bore no relation to production needs,
interest rates were high, the guarantees required
too severe, and either no technical assistance
was provided or there was no co-ordination be-
tween technical and financial aid.

Lastly, in reviewing the nature of international
and regional co-operation in small-scale industry,
the Seminar emphasized the fact that the Latin
American countries had taken little advantage
of the technical co-operation offered by inter-
national organizations, particularly the United
Nations. The Seminar was informed that, at
the request of Governments, the services of
experts, fellowships, donations and certain types
of equipment for a wide range of small-scale
industry projects could be provided under the
United Nations Development Programme, the
regular technical assistance programmes of the
specialized agencies and the United Nations
Special Industrial Services Programme.

To avoid dispersion of effort in research and
activities at the purely national level, the Seminar
stressed the need to set up a Latin American in-
stitution for the development of small-scale
industry, which would be mainly concerned with
research, technical assistance and training. It
was agreed that ECLA and the Centre for In-
dustrial Development should be requested to
carry out a study of the organization and struc-
ture of the proposed institution, enlisting to that
end the co-operation of IDB, ILO, UNESCO
and OAS,
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LATIN AMERICAN SEMINAR ON INDUSTRIAL STATISTICS

(Quito, 7-16 December 1966)

The Latin American Seminar on Industrial
Statistics, jointly sponsored by the Economic
Commission for Latin America (ECLA), the
Statistical Office of the United Nations, the Inter.
American Statistical Imstitute (IASI) and the
United Nations Bureau of Technical Assistance
Operations (BTAO), was held in Quito from 7
to 16 December 1966. The Government of Ecua-
doi], through the National Planning Board, acted
as host.

The Seminar was attended by thirty-nine ex-
perts from twenty-five countries and ten ac-
credited observers from government agencies
in Ecuador and from international organizations.

The main purpose of the Seminar was to
study the present status of industrial statistics
in each country, review the experience gained
during the 1963 census programmes and, on
the basis of that information, consider ways
and means of overcoming present difficulties
and discuss research programmes more in line
with practical possibilities in the Latin American
countries.

During the discussion of industrial censuses,
it was emphasized that industrial censuses con-
stitute the bench-marks of the integrated system
and the basis for annual and more frequent
surveys and should therefore be taken into
account in both the planning and execution of
the censuses. The taking of mining, manufactur-
ing, copstruction and electricity censuses simul-
taneously raised difficult problems. For some
countries it would be preferable, more ad-
vantageous and more economical to take the
censuses simultaneously in order to avoid omis-
sions and duplications. However, despite the
loss of comparability, it might in some cases be
necessary to complete the enumeration in suc-
cessive stages. Countries should have a per-
manent ofhice, with proper financial backing,
responsible for the planning and execution of
industrial censuses and surveys and an up-to-date
directory of industrial establishments to provide
a framework for carrying them out.

The discussion of current industrial statistics
centred on two objectives; first, the improve-
ment and extension of current industrial statistics
and, secondly, the provision of information to
help in the formulation of international recom-
mendations on annual and more frequent in-
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dustrial statistics, as requested by the United
Nations Statistical Commission at its thirteenth
session,

It was felt that the experience gained during
the 1963 census programme provided an ex-
cellent basis for the establishment of more
frequent surveys.

Among the more important conclusions
reached were the following:

(¢) Annual and more frequent inquiries
served a wide range of purposes, the most im-
portant being the use of current statistics for de-
velopment planning, short-term decision-making
and the preparation of indexes of production;

(6) Although it was not possible to make
definite recommendations, the most important
criterion in deciding on coverage was to include
initially those units from which reliable data
could be obtained; and

(c) Since several of the items of data to be
gathered in annual surveys would be difficult
to enumerate in some countries, the problem
could best be solved by establishing two prior-
ities, the lower priority being applied to those
items which presented difficulties for some coun-
tries.

The Seminar also considered the tabulations of
section VIII (Industry) of the Inter-American
Programme of Basic Statistics (PIEB) and exist-
ing definitions that had been recommended, in
order to obtain views on: (a) the necessity and
desirability of introducing a number of changes;
and (b) the extent to which the definitions were
applicable. After reviewing the actual experience
in applying the definitions, the Seminar reached
the conclusion that they were still valid and
that their application presented no difficulties.

In its discussion of indexes of industrial
production, the Seminar indicated that coun-
tries which do not have such an index should
begin to prepare them as soon as possible, and
that countries which prepare a manufacturing
production index should, so far as possible,
include mining and electricity and, despite the
problems involved, plan to include construction
as well. Countries which calculate annual indexes
only should consider the possibility of prepar-
ing them on a monthly or, at the very least,
quarterly basis, and the data included in the



index should be classified in accordance with
the International Standard Industrial Classifica-
tion (ISIC), the indexes being calculated at
least at the level of the ISIC (2.digit) major
groups. The base year of the indexes should
be changed to 1963 or thereabouts. Similarly,
the offices calculating industrial production in-
dexes should review the stages of preparation
and take steps to make the monthly indexes
available between three and six weeks after the
reference month and the annual indexes between
three and six months after the reference year.

The United Nations Statistical Commission,
recognizing the need for international recommen-
dations on minimum lists of manufactured and
mining products, had requested the preparation
of a basic list of commodities for which in-
dustrial production data should be compiled and
had pointed to the advisability of preparing such
a list after consultations in regional seminars
or working groups. In its discussion of the
lists of products submitted, the Seminar agreed
that they constituted a valuable tool for carrying
out industrial censuses or inquiries and, in
particular, for preparing production indexes.
Moreover, they made it possible to compare
production statistics with foreign trade statistics
and could be used to establish commodity bal-
ances and analyse import substitution.

The Seminar also considered that there was
a great demand for internationally comparable
production data on goods included in a standard
list of manufactured products, in order to meet
the needs of the agencies responsible for promot-
ing regional integration efforts.

With regard to construction statistics, the
Statistical Commission had confirmed its recom-
mendation that they should be dealt with separ-
ately from other industrial statistics in view of
the specific problems involved. The purpose of
the Seminar’s discussion of this subject was to
analyse the problems of basic and current con-
struction statistics and, at the same time, to make
recommendations on such statistics which could
apply to all countries.

The scope of construction censuses in most
countries is “the construction industry proper”,
which includes all enterprises primarily engaged
in construction work. Several countries include,

in addition to construction enterprises, the con-
struction work of government organizations.
Another possibility is to extend the scope to
all projects for which permits are issued or to
carry out special surveys on public works.

A number of different solutions were sug-
gested for dealing with the problems of sub-
contracting, e.g., that the enterprise should be
asked to estimate the value of the work domne
by its own labour, excluding the work of sub-
contractors. The Seminar felt that it would be
more feasible to ask every enterprise to report
all the work done as a main contractor and as
a sub-contractor, and to make a separate request
to ascertain the amount paid by the enterprise
to sub-contractors.

Emphasis was laid on the necessary relation-
ghip between the different surveys in an in-
tegrated system of industrial statistics and a
number of methodological aspects were dis-
cussed. It was pointed out that the more com-
prehensive surveys served as a basis or frame-
work for the annual and more frequent inquiries.
They provided information which could be used
to establish an industrial directory, data on
the kind of activity and size of the statistical
unit, weights for the different indexes and a
framework for sample surveys, Annual inquiries
could be used to update the information obtained
in comprehensive surveys and could also serve
as a basis for organizing monthly or quarterly
inquiries. These, in their turn, provided data for
updating and calculating provisional annual
figures.

The Seminar agreed that a national pro-
gramme in industrial statistics should be based
on the following considerations: (@) recognition
of the importance of industrial statistics and the
need for a national policy in this field; (b) the
need to examine the status of industrial statistics
and requirements in the light of the human
and financial resources available; (c¢) the es-
tablishment or improvement of an integrated
system of industrial statistics; (d) research and
studies on industria] statistics programmes in
relation to basic censuses or inquiries, current
and special inquiries and the use of sampling;
and (e) training courses for personnel and
information campaigns.
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IIX

SEMINAR ON THE LATIN AMERICAN PETROLEUM INDUSTRY

(Santiago, Chile, 15-23 February 1967)

Organized jointly by the Economic Com-
mission for Latin America and the Resources
and Transport Division and the Bureau for
Technical Assistance Operations of the United
Nations, this Seminar was attended by twenty-
five experts from eleven countries in their per-
sonal capacity. The main purpose of the Seminar
was to discuss a number of topics of special
interest in determining development policy in
the major sectors of the Latin American petro-
leum industry. To that end, eleven documents
were prepared by the secretariat and presented
as background material, and will subsequently
be combined in a single study on petroleum
in Latin America which will review recent trends
in the industry and its role in Latin American
development, make production and consump-
tion projections and analyse both the size of
the technical and financial contribution needed
to ensure an adequate supply of hydrocarbons
and policy choices for the development of the
sector.

The Seminar’s discussions centred on the fol-
lowing topics:

National petroleum policies and their charac-
teristics. It was pointed out that these policies
could not be uniform or synchronized for coun-
tries, since they were determined by economic,
technical, financial and tax variables. It was felt
that petroleum policy should be an integral part
of over-all economic policy and of planning
systems where they exist, although it should be
flexible enough to allow for efficient co.operation
between private enterprise and the State, which
retained sovereignty over the natural resource.
In this respect, the mixed enterprise makes it
possible for the public sector to increase its
share of the profits and gives it easier access
to technical know-how, capital and, possibly,
marketing systems. A study should be made
of the economic and social factors justifying the
establishment of state petroleum enterprises,
which now operate as efficiently as private
enterprises in several Latin American countries.
It was proposed that ECLA should undertake
a comparative study of the various kinds of
state and mixed enterprises, with particular
emphasis on their legal and organizational
structure, an evaluation of their administration
and management, and the programming and
financing of the petroleum sector.
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Investment policy. The main sources of financ-
ing for the petroleum industry are the internal
resources of each enterprise or country. If the
enterprise is an integrated international organiza-
tion, it provides its own funds; if it is a state
enterprise, external financing is more limited.
There is also the possibility of obtaining financ.
ing from the United Nations Development Pro-
gramme for preliminary or pre-investment sur-
veys. For the purpose of estimating investment
and production costs, which is particularly
risky for the exploration and extraction of pe-
troleum, a differential methodology was sug-
gested for calculating such costs in the stages
of exploration, development and operation. It
was felt to be of great importance that ECLA,
with the help of the member countries, should
undertake a study of investment in the pe-
troleum industry, distinguishing clearly between
the different stages, from prospecting to refining
and transport, and indicating the financial re-
quirements in terms of both national currency
and foreign exchange. It was emphasized, in
addition, that in certain countries a growing
proportion of the equipment needed by the pe-
troleum industry is supplied by local industries.

Price policies. It was felt that international
petroleum prices are likely either to level off
or to decline. The view that prices would remain
stable was based, inter alia, on the slackening
in the rate of deterioration in Venezuela’s export
prices, the fact that conditions in the Middle
East would not allow prices to fall much further
and on increased demand. The opposite view
was supported by the incorporation of new pe-
troleum-producing areas, the sharp reduction in
freight costs and improvements in yield. Internal
price policies are motivated by economic, social
and other factors and mainly affect the tax
burden and the proportion of income withheld
by the companies. In the case of most petroleum
products consumption-price elasticity is low,
but the demand for competing products reacts
rapidly to price differences (or to excessive
subsidies or tax exemptions), causing abrupt
changes in the structure of consumption. Em-
phasis was laid on the desirability of establishing
integrated energy policies and consumption pat-
terns that would reduce the social cost to a
minimum, Attention was also drawn to the effect
on prices of such factors as the exchange rates,



inflationary pressures and taxes lacking a sound
foundation. The Seminar suggested that a critical
and constructive study should be made of the
systems used to fix the prices of hydrocarbons
within the context of energy policy in Latin
America as a whole,

Reserves of hydrocarbons and their rational
development. In view of the diversity of defini-
tions and the lack of contact between technical
experts, it was suggested that ECLA should do
further work on this subject by collecting data
directly from the enterprises and then hold a
symposium on the basis of the information col-
lected. This symposium could be attended by
Latin American experts from both state and
private enterprises, who would study in depth
the technical and economic factors affecting
the reserves. It was hoped that specific recom-

mendations would be formulated and standards
and procedures updated. Rational development
policies should be based on optimum conserva-
tion, leading to maximum economic recovery
from each reservoir and the introduction of
cheaper secondary recovery methods, for which
trained technical personnel would be needed.

Petroleum and the economic integration of
Latin America. It was felt that there are pos-
sibilities of regional complementarity—some-
times marginal or seasonal in nature—for
certain products, but that it should be preceded
by an integrated programming of petroleum
activities. The inclusion of equipment and ma-
terial in intra-area trade might accelerate the
process of integration as would the adoption of
specific complementarity measures, preferably by
the competent national or international agencies.

MEETING OF THE GROUP ON THE APPLICATION OF SCIENCE AND
TECHNOLOGY TO DEVELOPMENT

(Santiago, Chile, 27 February-1 March 1967)

The Advisory Committee on the Application
of Science and Technology to Development was
established in 1963, a few months after the
conclusion of the conference on the subject
in Geneva. It is composed of eighteen members,
nine from the developed countries and nine
from the developing countries, three for each
region. The regional group for Latin America
consists of Dr. Carlos Chagas (Brazil), Mr.
Francisco Garcia Olano (Argentina) and Mr.
Oliverio Phillips Michelsen (Colombia).

The Latin American regional group met at
Santiago, Chile, to examine the World Plan of
Action for the Application of Science and Tech-
nology to Development submitted to the Eco-
nomic and Social Council by the Advisory Com-
mittee, and to make new suggestions and com-
ments, in particular regarding Latin America’s
most pressing needs.

The group’s conclusions dealt with the follow-
ing subjects:

Human nutrition. It was recommended that
the Advisory Committee should undertake a
study as a basis for promoting plans to ensure
that industrial protein-producing plants would
be operating throughout the region within a
few years.

Industrialization. Tt was proposed that the
Commitee, in conjunction with the United
Nations Development Programme and other

agencies, should see that new inventions and
discoveries are applied to industry; although
Latin America is assimilating new techniques
more rapidly than any other region, industrial
development in the steel and petrochemical in-
dustries, for example, is still hampered by the
lack of technical know-how.

Natural resources. It was pointed out that
there are still many deficiencies in natural re-
sources, although Chile is an example of what
can be done in timber. Natural gas was cited as
warranting further exploration because it had
definite possibilities.

Scientific policy. The group considered that
the question of scientific training, which is of
vital importance in the application of science
and technology to development, has not been
given due attention by Governments, in spite
of the work which UNESCO and OAS are doing
in this field. Educationa] efforts should not be
concentrated exclusively on the University, but
shcﬁuld extend to the lower educational levels as
well.

A related problem is the flight of technical
personnel, which cannot be controlled until the
scientist is given his proper place in the national
economies, although it can be partly mitigated
by international action, notably that of the
United Nations Development Programme (Spe-
cial Fund Component).
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ACTIVITIES OF THE LATIN AMERICAN INSTITUTE FOR
ECONOMIC AND SOCIAL PLANNING

NINTE MEETING OF THE GOVERNING COUNCIL
(Santiago, Chile, 23-24 February 1967)

The Governing Council of the Latin American
Institute for Economic and Social Planning held
its ninth meeting at Santiago, Chile, on 23 and
24 February 1967. The Report of the Director-
General of the Institute (INST/53), which deals
with the Institute’s training, research and ad-
visory activities during 1966, was presented
at the meeting.

The report describes the general orientation
and outlook for the Institute’s activities and the
action being taken to extend them, a subject
which was also discussed by the Governing
Council.

During 1966, the Institute consolidated its
activities in order to cope with what is required
of it at its present stage of development. In
view of its many responsibilities in so vast and
difficult a field as that of planning, the Institute
first had to sort through and organize ideas
already formulated, bring into use a new sel
of technical instruments, as yet incomplete, and
extend its action into hitherto unbroken ground.
Thus, with regard to social questions, the In-
stitute initiated work on specific sectors such
as health and education, and expects to start
research on social change as a basic factor
of development. In the course of plan im-
plementation, new problems arose with which
the Institute dealt in turn; they included such
diverse subjects as natural resources, procedures
for establishing a relationship between economic
integration and planning, the application of

budgetary and administrative techniques, and so
forth,

Once a certain stage had been reached, it
became necessary to build a single frame of
reference for this wide range of activities. Thus,
in 1966 the Institute began to fit its work into
the framework constituted by the interpretative
synthesis of economic and social development,
economic integration, and specific plan imple-
mentation problems. The trend of its activities
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was towards research in depth and the pursuit
of aims more directly related to the planning
efforts of individual countries.

In 1966 the Institute also achieved a number
of objectives previously established by its Gov-
erning Council. Its first printed publications were
issued; its advisory services were strengthened,
and it began a procedure for assistance by ad-
visory teams; it collaborated with countries and
with financing agencies in the formulation of
three projects of importance for the execution
of the relevant plans; its first ambitious piece
of research on integration was completed; and
in its training courses greater emphasis was
placed on economic and social research.

Despite the increasingly extensive co-operation
between the Institute and other agencies, short-
age of resources still necessitates an even greater
effort to concentrate activities. This is all the
more essential, inasmuch as in view of the
characteristics of the planning process in the
Latin American countries and the years already
spent on this task, there is a growing desire
to strengthen the practical impact of the Institute
activities on the countries of the region. To
this end, and in connexion with the central
objective of assisting in the establishment of
planning systems, specific programmes were
launched in 1966.

In December 1966, the Institute’s first printed
publications began to appear for distribution
in Latin America. They are being produced
by two firms of publishers, one in Chile and the
other in Mexico. It is hoped that translations
into Portuguese and other languages will also
be published. The first group of studies made
available for wide distribution includes the fol-
lowing titles: Discusiones sobre planificacion
and Planificacién del desarrollo industrial,
already issued; Planificacién y presupuesto por
programas and Filosofia, educacion y desarrollo.



The iwo lastnamed textbooks are on press
and are expected to appear in March 1967.

The publications will report the findings of
empirical research on the problems and ex-
perience of Latin America. This research is
still focused on economic development, social
development, integration, sectoral planning (for
agriculture and the public sector), preparation
and evaluation of projects, programming of
financing, natural resources, and so forth. The
studies in this group in which most progress
has been made will be included among the
publications to be issued in 1967.

The research conducted by the Institute in
conne.ion with Latin America’s external sector
and economic development and their relation
to the integration movement was concentrated
in 1966 in two studies, one covering Latin
America as a whole and the other concerned
with Central America. The latter is linked up
with the studies that the secretariat of the
United Nations Conference on Trade and De-
velopment (UNCTAD) is carrying out at the
world level.

The Institute is carrying out its research in
increasingly close co-operation with national
planning agencies, universities, research centres
and international institutions. For example, the
short-term economic policy model completed
in 1966 was prepared in Chile in collaboration
with technical experts from the Planning Office,
Ministry of Finance, Central Bank and Univer-
sity of Chile. Various social studies are being
undertaken with the co-operation of the National
Development Council (CONADE) in Argentina,
and with that of the Institute of Social Sciences
of the University of Brazil, and similar arrange-
ments for joint research have been made with
the Colegio de México. Research work on in-
tegration has given rise to requests for collabora-
tion—with which the Institute is complying—
from the Latin American Free-Trade Association
(ALALC) (concerning relations between na-
tional economic policies and integration policies)
and from the Institute for Latin American In-
tegration (Instituto para la Integracién de Amé-
rica Latina—INTAL) (concerning the status
and problems of the incorporation of integra-
tionist policy in the development plans of the
Latin American countries).

A number of changes were introduced in the
1966 Training Programme, in order to adapt
it to the evolution of planning in Latin America
and the stage it has now reached. When the
Institute was inaugurated in 1962, it supple-
mented the training courses given by ECLA by

special courses on health and education planning.
These were the first of their kind to be offered
in Latin America, and paved the way for the
initiation of similar courses in other developing
regions. In 1966, a course on planning for the
housing sector and another on planning and
economic development for Latin American trade
union leaders were added to these special
courses. Through the activities of the Institute
and ECLA, and of other national and interna-
tional agencies, a body of planning experts has
been built up to assume responsibility for the
formulation and application of development
plans, but little has so far been done to induce
the private sectors—both workers and entre-
preneurs—to play their part in the planning
effort. The Santiago course was held to fill this
gap. Upon returning to their own countries,
several participants organized courses at the
national level, which had a multiplier effect in
respect of the Institute’s work. All these were
preliminary measures to complement the train-
ing programmes already carried out at the pro-
fessional and technical level.

As stated on several occasions, the intensive
courses given in different countries are in-
creasingly directed towards satisfying the most
pressing needs in the planning process. The
main difficulties in the implementation of de-
velopment plans are the lack of properly pre-
pared projects and of institutional machinery for
their generation, preparation and evaluation.
In 1966 a course on projects was organized
in Central America on the basis of work done
by professors and trainees in connexion with
important projects in that area. Similarly,
project preparation was the main subject studied
in two of the three courses held in Brazil.

In the courses given in Mexico and Colombia,
approximately one third of the time was devoted
to agriculture, whose more dynamic development
is essential for Latin America. The particular
characteristics and problems of agriculture have
been the subject of a body of long-term research
on programming for the agricultural sector,
conducted by a team of Institute research-
workers with the collaboration of FAO, the
Inter-American Institute of Agricultural Sciences
(IIAS) and other agencies.

The special courses were also designed to
deal with problems of vital importance for par-
ticular sectors. Economic integration and its
bearing on the objectives of national educational
systems were analysed at the course on educa-
tional planning held at San José de Costa Rica
in 1966 for Central America and Panama. The
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subject was approached on the basis of a com-
parative study of education which emphasized
the differences between the various systems and
produced a useful statistical basis for the chart-
ing of policy in this field.

The Basic Course given at Santiago is the pivot
of the Institute’s Training Programme, since it
meets the permanent need to train the develop-
ment experts and specialists required in con-
nexion with national planning processes. In
1966, in response to a new imperative, additional
emphasis was placed on the co-ordination of
national plans and regional integration, with
due regard to the findings of Institute research,
especially in the social field, and plan im-
plementation.

With the 1966 programme, the number of
over-all and sectoral planning experts trained
by the Institute since its establishment reaches
2,601, Of these, 335 attended the basic course,
1,834 the intensive courses and 432 the special
courses.

The Advisory Services Division, established
on the basis of the Special Fund Project ap-
proved by the United Nations Development
Programme (UNDP) in January 1966, entered
into full operation that year. Various types of
advisory assistance was provided for fourteen
countries of the region. The Institute thus
fulfilled its twofold objective of strengthening
its advisory services and introducing more
flexible procedures for providing that assistance.

Its major endeavour was to remedy some of
the deficiencies of the still incomplete planning
systems by adding components that are con-
sidered indispensable for their operation. Plan-
ning efforts in Latin America have been con-
centrated on medium-term plans which usually
fail to gain sufficient political support and do
not provide the means and machinery required
to implement them. The development strategies
which some countries have been formulating
with the collaboration of the Institute seek to
express development objectives in terms of spe-
cific needs, projects and programmes which will
have meaning both for political circles and for
the various sectors of private activity. They
embody a long-term view of the economic and
social development of the Latin American coun-
tries and entail consultation with those directly
responsible for national policy and with the
various social sectors. The action to be taken
at the various stages is programmed on the
basis of this long-term projection. It is also
hoped that these development strategies will
provide guidance in the formulation of sectoral
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plans and will thus shorten the time spent on
plan preparation. Work of this type has been
started in Central America, the Dominican
Republic and Paraguay.

These activities have once again brought to
the fore the necessity of co-ordinating the plan-
ning and economic integration processes. For
the moment, limited progress has been made
in pinpointing complementarity possibilities and
incompatibilities between different countries’
plans, and in analysing the integration of in-
frastructure projects.

In 1966 a programme of operational advisory
services was drawn up and a start was made
on its implementation. In previous years the
Institute’s activities in this field had been con-
centrated on the use of certain instruments, such
as programme and performance budgeting and
public sector accounting. This work was con-
tinued in 1966 with the aim of providing ad-
visory assistance on annual plans of operation
from 1967 onwards. The absence of annual
operational plans has been one of the chief
stumbling-blocks in plan implementation, and,
generally speaking, Latin America has little
experience in this field. The Governing Council
has repeatedly pointed out the need for the
Institute to press for the incorporation of short-
term policies, in planning systems, together with
the machinery required to put the plans into
effect. The Institute devoted some of its atten-
tion to the preliminary formulation of methods
whereby countries can progressively introduce
operative planning systems. To this end, an in-
ternal seminar was held at Santiago, with the
co-operation of the Plan Commissariat and the
Ministry of Finance of France, and the National
Development Council of Argentina.

During the year 1966 the Institute expanded
its activities in the field of projects, and began
collaborating with Latin American countries in
the preparation of projects of key importance
from the standpoints of development and of the
execution of national plans. This work was un-
dertaken in co-operation with the Inter-American
Development Bank (IDB) and FAO, and re-
sulted in the preparation of two major draft
projects for the agricultural sector, in Ecuador
and in Paraguay. In the former country, the
aim is to convert a single-crop area into one
with a more diversified structure of production;
in the latter, a large land-settlement area is to
be consolidated and the opening-up of new
land facilitated, with due regard to links with
the rest of the national economy and prospects
in respect of trade with neighbouring countries.
Both draft projects were completed in 1966.



In Uruguay, the Institute’s collaboration in
1966 was directly geared to the solution of in-
stitutional problems in the field of projects,
through the creation of machinery for project
promotion in Ministries and other agencies re-
sponsible for the implementation of programmes
envisaged in the Development Plan. The Govern-
ment has decided to apply for aid from UNDP
(Special Fund Component) so as to be able
to introduce such machinery on a large scale.

In compliance with the ECLA resolution under
the terms of which the Institute was established,
action was taken in 1966 in relation to the next
phase of its existence. The Governing Council
considered this matter at the meetings it held
in December 1965 and May 1966, and for-
mulated recommendations of which cognizance
was taken by the Committee of the Whole of
ECLA at its eleventh session. The Committee
in its turn decided, in a resolution adopted on
12 May 1966, to recommend to the Governments,
to the United Nations Development Programme
(Special Fund Component), and to 1DB, that
they should take the necessary steps to ensure
the continuance and intensification of the In-
stitute’s activities. The discussion reflected the
Government’s wish that with the same resolute
energy as had characterized its work on planning
at the national level, the Institute should grapple
with the task of placing the instrument in ques-
tion at the service of the economic integration
of Latin America.

The unanimous support accorded to the In-
stitute by the States members of ECLA served

as a basis for the negotiations undertaken with
UNDP and IDB. The Inter-Agency Consultative
Board, in compliance with requests submitted by
Latin American Governments, had approved,
in October 1966, the proposal formulated by the
Administrator of UNDP with the aim of ensuring
the maintenance and development of the Institute
for an additional period of four years, as from
1 July 1967, Furthermore, consideration of the
support to be provided by IDB during the same
period was well under way. Throughout this
stage of the proceedings, it has been encouraging
to note the interest shown and the backing
given by the Governments, which, moreover,
have pledged financial contributions for the
forthcoming phase of the Institute’s activities.

Another point to note with satisfaction is the
widening of the sphere of co-operation estab-
lished with United Nations and inter-American
agencies and other public and private institu-
tions, while the assistance of ECLA, UNDP, IDB,
UNESCO, UNICEF—whose collaboration was
of basic importance for the development of ac-
tivities in the social field—FAOQ, the ILO, the
Pan American Sanitary Bureau, IMF, OAS,
Resources for the Future, AID (in connexion
with the programme of fellowships for Institute
courses) and the Government of France must
once again be placed on record. Mention must
likewise be made of the contribution of one
hundred thousand dollars donated by the Gov-
ernment of the Kingdom of the Netherlands in
1966, to finance various Institute activities.
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