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INTRODUCTION 

The present document has been prepared with two aims in view: 
f i r s t , to evaluate the trade policy of the Latin American countries in 
recent years, with a view to ident i fy ing the main objectives i t should 
pursue, and secondly, to examine the progress achieved in external trade 
and international f inancial co-operation, bearing in mind the decisions 
and recommendations of the United' Nations Conference on Trade and 
Development (UNCTAD) and the General Agreement on Tariffs and Trade (GATT). 

Although chapter I , which deals with trade policy, does not claim 
to be exhaustive, i t endeavours to show that the essent ia l aim of imbuing 
the external sector of the Latin American economies with the dynamism 
required to step up the growth rate of the gross domestic product has 
not been achieved. If the countries of the region have not managed to 
change the tradit ional structure of their exports over the past twenty 
years, while concurrently the congenital weakness of their growth has 
resulted in a gradual whitt l ing away of their share of world trade, th i s 
i s to a large extent because trade policy has been a passive agent among 
the forces moulding the economy of each country. While, undeniably, events 
have been to some extent determined by powerful factors which the countries 
of the region are unable to control i t cannot be ignored that, faced 
with the chronic disequilibrium of the external sector, trade pol icy, 
rather than representing a deliberate and systematic e f for t to expand 
and d ivers i fy export a c t i v i t i e s , has concentrated on measures to l imi t 
imports, by encouraging indiscriminate import subst i tut ion, and to increase 
the flow of external financing. A look at the trends of world trade and 
the long-term prospects of commodities leads on to the conclusion that , 
trade policy must have the expansion of exports of manufactures as one 
of i t s essent ia l object ives , because of the contribution that manufactures 
can make to resolving the external bottleneck and energizing the Latin 
American economies., This does not mean that l e s s attention should be 
paid to commodities; quite the reverse, the e f f o r t s of the Latin 
American countries at the international l e v e l w i l l have to be redoubled 
to meet the targets already fixed for commodities, which account for 
more than 90 per cent of their to ta l export rece ipts , 

/The remaining 
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The remaining chapters of the document supplement to some extent 
the views expressed in chapter I , in that they examine various matters 
re lat ing to trade in commodities and manufactures and to external 
financing in the l i g h t of recent discussions in UNCTAD and GATT. They 
outline the progress achieved in each of these f i e l d s and describe the 
nature of the proposals and recommendations that are s t i l l at the 
discussion or the negotiating stages, with particular reference to 
the decisions adopted at the second session of UNCTAD. 

/Chapter I 
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Chapter I 

' 1 TRADITIONAL TRADE POLICY AND EXTERNAL SECTOR" TRENDS: ; . •. • 
CHARACTERISTICS Af© DIAGNOSIS 1 / 

1 , External sector trehds in the post-war period 

The evolution of Latin America's external sector in the l a s t twenty-
years has been highly, unprofldsipg, both. in the region as a whole and in 
most of, the individual countries . I t s trend and character is t ics are the 
resul t not only of the adverse factors that continue to beset international 
commodity trade, and the problems and obstacles, created by international 
trade pol icy but a lso of the..tenor, of trade pol icy and the economic 
development of the Latin American countries . 

A broad summary of .those trends and .features i s given below0 

(a) Slow growth of exports (except i n the r e l a t i v e l y l e s s developed 
countries)» The sluggish tempo i n the growth of exports was accompanied 
by a f a l l in prices between 1954 and 3,962 and under-^ivertjificaticn. 
Because of t h i s , exports s t i l l r e ta in . the i r tradi t ional structure, with the 
bulk of the products,,,consisting,of .pe&nary,conmodities, and each country 
being heavily dependent on a few such s t a p l e s f o r i t s export trade. This 
lack of d i v e r s i f i c a t i o n in product and market structure has prevented the 
Latin American countries from overcoming the stagnation in t h e i r foreign 
trade, which has been f lagging as a resu l t of the i n f l e x i b i l i t y of demand 
in the region's tradi t ional commodity markets, f a l l i n g prices and other 
features ©f such markets which have had an adverse impact on the export 

1 / Except where otherwise indicated,, the expressions "Latin America", 
"Latin American countries", e t c , r e f er to the twenty countries that 
have trad i t iona l ly maide up the Latin American area, that i s ¿ including 
Cuba but excluding the Caribbean countries (Trinidad and Tobago, 
Jamaica, Guyana and Barbados), As i t i s not long since these 
countries becams independent, and as they are members of the Br i t i sh 
Commonwealth preference system and the ir economic and trade re lat ions 
are mainly with the Commonwealth, and part icularly the United Kingdom, 
t h s i r external sector and trade p o l i c i e s d i f f e r considerably in nature 
and trend from those of the countries in the Latin American region 
proper. Nevertheless, many of the conclusions to be drawn from t h i s 
analysis w i l l be va l id for them. In the case of Cuba, however, the 
appl i cab i l i ty of the conclusions and analys is i s s t r i c t l y l imited , a« 
i t s trade po l icy , external sector and economic development pol icy have 
changed fundamentally s ince the beginning of the n i n e t e e n - s i x t i e s , 
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trade of the Latin American countries (including those which have made 
headway with the ir industrial development). Consequently, i t i s s t i l l 
carried on within the tradit ional pattern, of the international d iv is ion 
of labour, although that pattern was regarded as no longer valid twenty 
years ago, 

(b) Steady decline of the import c o e f f i c i e n t , which in some cases 
has dropped so low that i t can hardly be reduced any further, in nearly 
a l l the countries with larger markets and a more advanced industrial 
sector (Argentina, Brazi l , Colombia, Mexico, Uruguay and Venezuela), 
There was also a change in the structure of imports, which, in most of 
the above-mentioned countries, ended up with very few non-essential 
consumer goods. This trend, which results from the l imitat ions of the 
capacity to import, the process of import substitution, and the 
requirements of industrial growth i t s e l f , shows that the trade gap (the 
difference between the cost of the imports needed to" achieve certain 
development targets and export earnings) i s widening and has led to a 
new and more serious kind of external vulnerabil i ty in those countries» 
On the other hand, the import coe f f i c i en t has increased, at times very 
substantial ly , in nearly a l l the other Latin American countries, namely, 
Peru and those at a r e l a t i v e l y l e s s advanced stage of development, except 
Costa Rica and Hait i , 

(c) The rapid growth of external indebtedness, mainly of the short-
and medium-terra sort , in nearly a l l the countries of the region. This has 
led to a sharp increase in the volume of service payments on external 
debts, which, in recent years, have absorbed an overwhelmingly large 
proportion of the income from exports of goods and services , particularly 
in the more industr ia l ly developed countries, and have inevitably had an 
adverse e f f e c t on the ir capacity to import. Service payments by the 
Latin American countries on the ir external debt amounted to 2,000 mil l ion 
dollars in 1967 or just over 16 per cent of the i r entire revenue from 
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exports in that y e a r . ^ This . f igure would be much higher i f a l l foreign 
capital servicing were taken into account. For the region as a whole, 
except Cuba, t e t a l payments averaged 36 per cent of export earnings in 
1960-66 as against 18 per cent in 1950-54f $nd by 1966. they had jumped to 
48 per cent for Brazi l , 47 per cent for Chile and 41 per cent f o r Mexico. 
In the l a s t few years, the region has reached the point at which i t s capi ta l 
outgoings exceed i t s revenue and,has become a net exporter of capi ta l , 
owing to the s i tuation of the more developed of the Latin American 
countries, with the exception of Mexico.^/ 

(d) Contraction of the region's gross international reserves up to 
1962, when they were lower than at any other time in the post-war period, 
mainly because of the l o s se s suffered by Argentina, Brazi l , Colombia and 
Uruguay, which had to draw on the ir reserves to narrow the trade gap. 
Although they made a remarkable recovery between 1962 and 1967, in the 
l a t t e r year gross reserves were only just enough to pay f o r one to three 
months, of imports in nearly a l l the Latin American countries. Moreover, in 
most of them, the, level , of reserves has sunk very. low.and, in Brazil , Chile, 
Colombia, Uruguay and a few others, the balance becomes.definitely negative 
when the central banks' l i a b i l i t i e s ^broad. are deducted. 

2 / World Bank International Development Association, Annual report 1968, 
tables 6 and' 7o The public external debt of the Latin American 
countries i s much higher than that of any other developing area 
(12,000 mill ion dol lars as of 30 June 1967 out of a to ta l of 
29,460 mill ion for a l l developing countries) . As these loans have 
shorter maturity periods, the sum of 2,000 mil l ion dol lars paid by 
Latin America in 1967 to service the debt was equivalent to 55 per 
cent of the t o t a l (3,750 mil l ion) paid by the developing countries 
as a whole. Moreover, i t i s the Latin American countries, and 
particularly Argentina, Brazil and Mexico, that spend the highest, 
proportions of the i r export earnings on debt servicing. 

2 / For further de ta i l s on the trends and current s i tuation of the 
external financing of the Latin American countries, see chapter IV. 
and also the "Economic Survey of Latin America, 1968" (E/CN.12/825) 
and "The trade and domestic savings gaps and structural unemployment 
in Latin America" (E/CN. 12/831). 

/ 2 . Trends 
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2» Trends of Latin American exports 

These characterist ics are largely a re f l ec t ion of export trends. 
From 1950-52 to 1965-67, aggregate Latin American exports averaged an 
annual cumulative growth rate of only 3 per cent, which f e l l far short 
of the l e v e l required to meet import Remand, particularly in the context 
of the process of economic growth. This low rate i s a l l : t h e more 
s ign i f i cant in that during that period there was a strong and sustained 
upswing in international trade with world exports expanding at a cumulative 
rate of nearly 7 per cent yearly. Latin America, however, lagged: behind 
a l l the other regions in the tempo of i t s export trade (see table 1 ) , 
and i t s share of t o t a l world exports shrank from 11 per cent in 1950 to 
5o3 per cent in 1967 as a re su l t . 

During that time, the growth rate of Latin America's export varied 
quite appreciably. Between 1955 and I960 i t was v ir tua l ly at a s t a n d s t i l l , 
mainly because of a drop in the prices of a number of commodities. In 
1960-66 i t made, a good recovery, thanks to higher prices in some cases and 
an increase in the volume exported in others* The moderate contraction 
in 1967, and the expansion indicated by the provisional f igures for 1968, 
are the most recent manifestations of t h i s mode of growth. Export trade 
has thus not only been slow to grow, but also highly prons to f l a g 
altogether. In both respects, the main reasons have been the heavy share 
of exports that i s accounted for by a few primary commodities, and the 
immediate and long-term problems faced by these commodities in the world 
market, . .. 

/Table 1 
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• • 'Table 1 

LATIN AMEHICAJ EXPOHT OP INDNMJUU. COUNTRIES AND GROUPINGS AND WORLD TOTAL 

(Ciqgul&tlva annual ¡growth rates) 

Country of origin ' I950-55 1955-60 1960-65 1966 
W 5 

Value of 
' Average exports 
1950-52/ la 1967 
1965-67 (millions 

dolfars ) 

Argentina -4.5 3.1 6.7 6.7 -8.1 2.8 1 464 
Bolivia 0.8 -8.1 l6.1 11,6 17.7 M 153 
Brazil 0.9 -2.2 4* 7 9«1 -5.0 0.6 1 654 
Gfelle 10,5 -0.4 . 7.5 25.7 0.5 5.2 869 
Colombia 7* 9 -3.7 3.8 -9.7 4.8 1.4 549 
Ecuador 9.2 4.9 4.3 3.3 7.5 5.7 200 
Msxloo 8.9 ' ' -0.9 8.1+ 7.2 -6.2 4.5 1 152 
Paraguay 2,2 -1.1 10.5 -11.5 -7*4 3.1 50 
Peru 7.3 9-5 9.1 15,2 -3.0 8.2 765 
Uruguay -6.3 -6.7 8,2 -2.6 -14,5 -1.7 153 
Venezuela 10.3 4.6. 0.4 -3.9 5.1 5.0 2 462 

LAFTA, lno ludlnet lntra-araa trade itil ¿ a M 2si 9 477 
LAiTA, excluding lntra-area trade - - Üel . iti - 8 826 

OACM, lnoludlns lntra-araa trade hi M 12.4 2aL- hi ; . M M 
CACM, exoludln^ lntra-araa trade - - M Üai -2.6 - ' 644 

Cuba -1.8 0.2 2.1 -13.7 11.5 -0.7 (660) 
Dominican Republic 5.8 6.1* -4.3 9»5 13.8 1.7 157 
Jfenana 8.4 -2.8 18.7 12.0 9.7 8.4 113 
Haiti -0.6 0 -7.1 -8.6 -1.9 32 
Total. latin America 2S8 1.2 5a0 Üsl - M 11 296 
Total, developing countries y t hi Zsl 6*2 SaÜ hi 4o 000 

Total, developed countries m a hi hit i2iü 5.5 2il 149 500 
World total hl M hi 214 140 

latin Aaerisa's share of 
world total 

1950 
11.0 

1951 1952 

M 

1965 

5ii 

. 1566 
5.6 

1967 

Souroast International Konetaiy Fund, Balance of Baymenta Yearbook. vols* 14-19} for intra-MPTA trade, 
F.OLA, Eoonoalc Survey, of Latin Aaerloa, 1966 (United Nations publication, Sales N0» E 68,11.G.2); 
Carta lt^oraatlva, Permanent Secretariat of the Central American Economic Integration Treaty} 
Ifalted Nations, Yearbook of International Trade Statlatlog, 1954, 1962, I966, 
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A low growth rate and continued vulnerabil i ty to world market 
v i c i s s i tudes are features that are common to trade the export of the region 
as a whole and of nearly a l l the individual countries, even those where 
industry i s most advanced. In spite of the ir industrial development, these 
countries have not succeeded in changing the tradit ional structure of the ir 
exports to any great extent, which s t i l l largely consists of a handful of 
primary commodities, and most of the ir external purchasing power i s , as 
always, a t the mercy of international demand for these products. Admittedly, 
with two or three exceptions, there are signs that the d i f ferent countries 
are coming to depend l e s s on certain key products i n their export trade, 
but obviously there has been no major change in th is respect nor has any 
modification been made in other than primary products J ^ 

The characterist ics and trends of the external sector d i f f e r 
considerably from one country to another. As table 1 indicates , exports 
increased at a f a i r l y high cumulative rate over the past f i f t e e n years 
in a group of countries, consisting of Panama, Peru, the Central American 
Common Market members and, to a l e s s e r extent , Ecuador, In other words, 
s i x of the seven Latin American countries which achieved the greatest 
expansion in exports are at a re la t ive ly l e s s advanced stage of 
development. Of the twenty countries in the region, only ten enjoyed 
an annual growth rate of 5 per cent or more for their exports. The rate 
was over 6 per cent in f i v e only, from 3 to 5 per cent in two, and under 
3 per cent in the remaining eight countries (including Argentina, Brazil 
and Colombia). In three of the countries in the l a s t group (Cuba, 
Hait i and Uruguay), exports contracted in absolute terms. 

4 / Almost half the Latin American countries are s t i l l dependent on a 
s ingle product for more than 50 per cent of their export earnings. 
They include Chile, Colombia and Venezuela, where copper, coffee 
and petroleum respectively averaged 65, 67 and 90 per cent of the ir 
t o t a l exports between 1964 and 1966, In f i v e others, including 
Brazi l , one commodity accounted for 44 to 50 per cent, Argentina, 
Peru, and in particular Mexico have gone furthest in divers i fy ing 
the ir exports, but these s t i l l consist of a fa i r ly small number of 
products. 

/With regard 
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With regard to the countries whose export trade averaged a relatively-
high rate of growth, i t i s useful to point to the spec i f i c conditions 
that made th i s poss ible . I t has already been noted that s i x of the seven 
countries whose exports made the greatest headway are re la t ive ly l e s s 
developed, and the value of their exports, at the beginning of the period 
at any rate , was quite small (30 mil l ion dol lars or l e s s for Nicaragua 
and Panama and from 50 to 80 mil l ion dollars for the others) . As a resu l t , 
the products they have to o f f er count for l i t t l e in world export trade. 
They are, in f a c t , marginal suppliers of such commodities (the <?nly 
important exception being bananas) and by taking advantage of propitious 
conditions despite the state of world demand, could thus step up the ir 
exports very quickly, t o quantit ies that might have l i t t l e re lat ive 
importance elsewhere but would represent a huge percentage increase for 
them,' For instance, the upswing in the Central American countries' 
exports was mainly in cotton, followed by coffee ( in which Ecuador also 
achieved a substantial increase) , i h e i r progress was largely due to the 
res tr ic t ions on production and exports applied by the United States t o 
cotton and by Colombia and Brazil to c o f f e e . In Panama, the extremely 
rapid growth of exports a f t er I960 can be traced to an expansion in the 
volume of banana sa les , and to exports of refined petroleum on the basis 
of imported crude, which began in 1962, Similarly, the export trade of 
the countries members of the Central American Common Ifeirket a f t er I960 
developed largely because of the 'remarkable growth rate of intra-area 
trade, which rose by more than 30 per cent each year between I960 and 19671 

The only country th£t departs from the rule to some extent i s Peru, 
whose exports have grown lapidly and s teadi ly throughout the period under 
consideration. During most of the n i n e t e e n - f i f t i e s the ir development was 
due to an expansion in the volume of such tradit ional export items as copper, 
s i l v e r , lead, ainc, c o f f e e , sugar and cotton, and l a t e r to the introduction 
of iron ore and, above al l ," f i s h meal, which i s increasing rapidly in price 
and volume. In addition, the price of copper rose considerably in 1965 
and 1966. In 1967, however, the tempo of expansion slowed down abruptly, 
mainly because f i s h meal f e l l in price apparently owing to heavy competition 
from a lower-priced substitute - soya bean cake - which the United Sates 
i s starting to export in large quant i t ies . In other words, by becoming 
the leading world producer and exporter of f i s h meal, Peru has greatly 

/ l imi ted i t s 
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l imited i t s p o s s i b i l i t i e s of further development and i s being increasingly 
affected by the problems that confront major exporters of primary commodities, 
i . e . , a glutted market, violent price f luctuat ions , growing competition 
from subst i tutes , e t c . 

One of the major factors conditioning the evolution of export income 
in Latin America i s the i n s t a b i l i t y of market prices for i t s staple exports. 
The general index, of the unit value of exports, although varying widely and 
errat ica l ly from one commodity to another, reached i t s peak in 1951 and 
from then on declined steadi ly (especial ly in 1954) unt i l i t touched i t s 
lowest point in 1962, when i t was 22 per cent below the maximum, Mich of 
the increase in the volume of sales thus went to compensate for the f a l l 
in prices . Although there was an annual increase of 4 .8 per cent in the 
volume of exports between 1954 and 1962, they improved only 107 per cent 
in value, since the average unit price during that period dropped 2,9 per 
cent each year. Between 1962 and 1966, however, exports rose by 6.2 per 
cent in value annually, although expanding a good deal l e s s in volume 
(2,9 per cent) , thanks to an average yearly increase of 3«3 per cent in 
the price index. In other words, the value of Latin American exports 
was much higher in 1960-66 than in the two previous periods mainly because 
of the improvement in prices , especial ly for copper and other metals, 
co f fee , bananas and grains. 

The most dynamic sector of l a t i n American exports has been manufactures 
and semi-manufactures, which developed at a cumulative annual rate of nearly 
10 per cent (more than three times the growth rate of exports in the 
aggregate) from 1955-57 to 1964-66 (see table 2) . As a re su l t , they have 
appreciably increased their proportional share of expo arts while remaining 
f a i r l y l imited in absolute terms (with an increment of only 5 per cent 
yearly in 1964-66),-^/ Moreover, as w i l l be seen l a t e r , the increase in 
Latin America1s exports of manufactures was primarily due to the expansion 
of intra-area trade in those categories, both in LAFTA and, re la t ive ly 
to a far greater extent , in the Central American Common Market, 

j5/ For an explanation of the c l a s s i f i c a t i o n of products into primary 
commodities and manufactures adapted in table 2 and others in th is 
study, see the methodological annex below. 

/Table 2 
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Table 2 

LATIN AMERICAS TOTAL EXPORTS, BY CROOPS OP PRODUCTS, 1955-57*AND 1964-66 

mill ens of dellsrs Percentage Cumulative 
SITC sections and chapters 

mill ens of dellsrs of toted annual SITC sections and chapters 
1955-57 1964-66 1955-57 1964-66 grewth rate 

Pood, beverages tobasoe 
(sections 0 and l) . 3 933 4 303 46.7 44.1 * 2.5 

Crude materials, inedible, except 
fuels (sections 2 and 4) 1573 2 143 18.7 19.3 . 3*5 
Mineral fuels, lubrioants and 
related materials (seotlon 3) ' 2 127 2 713 25.3 24.5 2.7 

Non-ferrous metals (ehapter 68) 515 y 757 6.1 6.8 4.4 

Total primary products 8 m 10 517 96.7 94.7 2s2 

CheoloaM (seotlon 5) 85 173 : 1,0 1.5 8.2 

Simple manufactured products 
(seditions 6 aod 8 excluding 
ehapter 63) 148 ? 1.8 2.9 : 8.9 

Machinery and transport equipment 
(seotlon 7) . -.-I ï 13: ' 69 . 0.2 • . 0.6 . «5.0 

Total manufactures ' ¿fi • 2sl ¿il hk 

Total exports %/ 8 427 11107 100.0 100.0 
" 111 

Source» United Nations« Monthly Bulletin of Statf.stj.os, various Issues* 

a/ Includes a small volume of Iron and steel exported from Maxloo. 

b/ Inoludes various exports in section 9 (arms, coins that are not legal tender, eta* )• 

/ 3 . Determinants 
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3» Determinants of export trends 

The tardy growth and under-diversif ication of exports not only 
account for the aggravation of Latin America's external-sector bottleneck 
by the widening of the gap between requirements and the capacity to 
import, but also explain why exports have not played an active role 
in the region's industrial growth, since the ir composition has not 
changed and developed to the same extent as the structures of the Latin 
American economies. Herein undoubtedly l i e s one of the majorrreasons 
for the region's slow rate of economic development, and above a l l for 
the d i f f i c u l t i e s which have been increasingly hampering steady expansion 
in most of i t s more highly industrial ized countries. But the combination 
of characterist ics described, and, more d irec t ly , the sluggish progress 
of exports of manufactures, are in the ir turn a product of these countries' 
industrial izat ion and economic development policy i t s e l f (inasmuch as 
import pol icy has been made one of i t s key components) and of def ic ienc ies 
in the ir trade pol icy. The operation of these internal factors , which 
w i l l be analysed l a t e r , i s ref lected in the Latin American countries' 
inab i l i ty to adapt the ir exports to the changing structure of world 
trade, in which manufactures ~ particularly the new products emerging 
as a resul t of rapid technological advances - have come to represent 
v ir tual ly the sole dynamic element. 

(a) International trade-in primary commodities and manufactures 

International trade in primary commodities i s adversely affected 
tsy various well-known factors whose repercussions make themselves f e l t 
in a re la t ive ly slow growth rate and in a marked degree of i n s t a b i l i t y . 
In both cases, a s ign i f i cant role i s played by the evolution of prices , 
partly on account of their frequent and sharp f luctuations and partly 
because of the ir long-standing tendency to deteriorate in relat ion to 
the prices of manufactures. 

Some of the factors in question derive from the very nature of 
supply and demand in respect of primary commodities (for instance, 
variations in harvests,' long intervals - sometimes of several years -
between planting and entry into production; a very large number of 

/ r e l a t i v e l y small-scale 
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re la t ive ly small-scale producersj in the case of mineral products, the 
depletion of exist ing deposits or the discovery of new ones, e tc . )* 
These hinder or prevent e f f e c t i v e control of production and make the 
supply s i tuat ion very hazardous, periods of great plenty alternating with 
others of re lat ive shortage. Furthermore, i t i s much more d i f f i c u l t 
in primary production than in manufacturing to make the necessary 
adaptations to changes in demand, in competitive conditions and in 
production techniques. Demand i s characterized, in the case of food 
products, by i t s low price- and income-elasticity, and in that of 
raw materials by its. dependence on the l eve l of economic act iv i ty , 
in the industrial ized countries and ty . increasing competition from 
synthetic or a r t i f i c i a l subst i tutes . All t h i s places the products 
concerned at a disadvantage. As previously noted, save in exceptional 
circumstances deriving from a highly favourable world market conjuncture, 
p o s s i b i l i t i e s for more or l e s s rapid expansion of exports of a given 
primary commodity ex i s t only in those countries which carry l i t t l e 
re lat ive weight in world trade i n that product, e s p e c i a l l y , i f the leading 
suppliers are pursuing a policy of export res tr i c t ion . 

An adverse influence i s a lso exerted by factors deriving from 
the production, import and export pol ic ies in respect of primary 
commodities (especial ly temperate-zone agricultural products) followed 
by many developed countries, Tneir e f f e c t i s not only t o , l i m i t and. 
in some cases completely block access to - the ir markets for various 
primary commodities of export interest to developing countries, but 
also to generate sizable export surpluses. These surpluses, l i k e 
other primary commodities produced in the countries concerned, are 
exported at prices much lower than those charged on the domestic 
market, and sometimes even below the l e v e l of world market quotations; 
in addition, they benefit by very favourable export financing terms. 
All th i s mi l i ta tes against the export opportunities of the developing 
countries. A similar s i tuat ion often ar i ses in the case of industrial ized 
countries exports of manufactured substitutes for primary commodities. 

/Again, i t 
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Again, i t has sometimes happened that the economic development pol icy 
followed by certain developing countries - in particular some of those 
of Latin America - has had adverse e f f e c t s on their primary production 
and therefore on the ava i lab i l i ty of export surpluses of basic 
commodities. 

Table 3 shows the e f f ec t of these and other factors both on over-a l l 
trends in world exports of primary commodities and manufactures (with 
a break-down by major areas of or ig in) , and on the evolution of Latin 
America's exports and their re la t ive posit ion within the broader 
framework of world trade. The conclusions to be derived from the 
analysis of th i s table are highly s igni f icant not only for the l ight 
they shed on what occurred during the period covered, but a lso because 
of the ir implications for the probable future evolution of Latin 
America's external sector i f the tradit ional export structure 
i s maintained. 

The following are among the most important of the conclusions 
referred to : 

( i ) Manufactures are the real ly dynamic element in the expansion 
of world trade, since the cumulative annual growth rate of industrial 
exports i s twice as high as that of primary commodities. This disparity 
i s more marked in the case of exports from Latin America and from 
the developing countries a3 a whole, although manufactures s t i l l constitute 
only small percentages (5 and 12 per cent, respect ively , in 1964-66) in 
t o t a l exports from both areas of origin; 

( i i ) As a re su l t , the share of primary commodities in world trade 
dropped from an average of 53 per cent in 1955-57 to only 43 per cent 
in 1964-66, In table 3 , a l l the groups in which these commodities 
are c l a s s i f i e d show much lower growth rates than those comprising manufactures; 

/Table 3 
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SCPOHFSj DISTRIBUTION AND ANNUAL GROWTH HATES/ BY CATEGORIES AND AflEAS OP ORIGIN, 1955-57 AND 1964-66 
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Seotlon 3. Fuels 
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Total primary oommodltlea 
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85 
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2 713 
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11 387 
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4.4 
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5.4 

3.U 
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4.1 

lo.a 
division 60;* raaraufaotured produots 1W 320 8.8 1558 3 593 9.7 18 365 35 987 7.8 2Ì 717 4 5 180 8.6 
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Share of eaoh area in total' exports of eaoh oateÄosy of produots'(perasntages) 
Total exports h i h i 24,1 19.6 èhl 100 100 
Sections 0 and 1. Food, 
beverages and tobaooo 20.2 15.7 40.3 33.3 50 .4 57.3 100 100 

Seotlons 2 and 4. Crude 
materials, Inedible, 
exoept fuels 8.5 8.6 37.6 32.9 51.1 55. ** 100 100 

Seotlon 3. Fuels 18.5 15»l 56.0 63.3 33.1 24.1 100 10» 
Division 68. Non-ferrous 
metals 11.0 11.2 26.4 23.O 63.8 62.6 100 100 

Total primary oommodltlea 15.1 13.0 Ì M 39.5 48.2 M 100 Ì2S - m t?i 
P> \ 
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( i i i ) The developed countries have expanded the i r exports of primary 

commodities a good deal faster than the developing countries i n general 

and the Lat in American countries i n pa r t i cu la r , as a resu l t of United 

States ag r i cu l t u ra l surplus d isposal po l i cy , the formation of regional 

groupings such as the European Economic Community, and the subsidy 

po l i c i e s appl ied i n general by the developed countr ies. For example, 

i n the food products group, the annual growth rates of exports were 

only 2.5 per cent fo r Lat in America and 3 per cent for the developing 

countries as a whole, whereas the developed countries expanded the i r 

exports at a rate of nearly 7 per cent, owing to the i r increased sales 

of cereals and other temperate-zone ag r i cu l t u ra l products. In the 

raw mater ia ls group (SITC sections 2 and 4) , the respective annual 

growth rates were 3.5, 1.9 and 4.4 per cent, the l a s t of these mainly 

r e f l e c t i ng the expansion of the developed countries exports of synthetic 

rubber, man-made f i b r e s , wool and vegetable o i l s . 

(b) Internal fac tors deriving from development po l i cy and trade po l i cy 

During the n i n e t e e n - t h i r t i e s , the ex terna l - sec tor bottleneck compelled 
the Latin American countries t o impose severe exchange and quant i tat ive 
r e s t r i c t i o n s on imports, with the indirect but very important r e s u l t that 
indus tr ia l development was protected and promoted. Later, with the 
suspension of suppl ies of manufactured goods from abroad during the 
Second World War, t h i s i n d u s t r i a l i s a t i o n process was given addit ional 
impetus. The e f f e c t s thus produced were more marked and more 
l a s t i n g in the countries with larger markets, in particular Argentina 
and Braz i l , and l ed t o a reformulation of t h e i r economic development 
po l i cy , which at the c lo se of the n i n e t e e n - f o r t i e s , began t o look 
mainly towards i n d u s t r i a l i z a t i o n as a bas ic dynamic factor of growth. 

Although these changes in development po l icy were brought about 
primarily by exogenous f a c t o r s , i t had already been recognized that even 
i f export trends had not been unfavourable, the outward-directed growth 
which had characterized the economic development of the Latin American 
countries in i t s i n i t i a l phase had serious l imi ta t ions and disadvantages. 
I t was based on a system of internat ional d i v i s i o n of labour in which 

/the spec i f i c 
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the s p e c i f i c ro le incumbent upon the Latin American countr ies , as 
part of the "periphery", was to produce food and raw materials for 
the major indus tr ia l centres and t o c o n s t i t u t e a market for the i r 
manufactures. This implied the perpetuation of a dependence which 
discouraged or circumscribed the industr ia l development p o s s i b i l i t i e s 
of the countries of the region. The system in question gradually l o s t 
ground to a d i f f e r e n t pattern, i n which v i t a l s i g n i f i c a n c e was 
attached t o indus tr ia l i za t ion as the pr incipal means of promoting 
economic development, remedying the congenital weakness of the Latin 
American economies, enabling them to secure a proper share in thè 
bene f i t s of t echnica l progress, absorbing the labour force increment 
and, i n general , increasing the productivity of manpower and progress ively 
improving the l e v e l s of l i v i n g of the troad masses of the population.-^ 

. Nevertheless , recognit ion of the fac t that the t rad i t i ona l system 
of internat ional d i v i s i o n of labour was prejudic ia l t o the Latin American 
and other peripheral countr ies , and could not remain in force in a 
changing Latin America, was not r e f l e c t e d in a reformulation of 
development s trategy so that one of the e s s e n t i a l object ives of 
the i n d u s t r i a l i z a t i o n process - which in i t s turn was the bas is of that 
s trategy - came to be a radical a l t e r a t i o n of the composition of Latin 
American experts . Industrial development in the Latin American countries 
acquired s ign i f i cance and cont inui ty almost e n t i r e l y in response to the 
inadequacy of the capacity to import and the consequent need t o reduce 
imports through t h e i r replacement by domestic production. Hence import 
subst i tu t ion was from the ou t se t , and s t i l l i s , the basic - i f not the 
only - object ive of the Latin American countr ies ' i n d u s t r i a l i z a t i o n 
po l i cy , and at the same time the mainspring of economic development 
in many of the countries of the region. 

6 / See Raúl Prebisch, El desarrol lo económico de América Latina y sus 
pr inc ipales problemas (United Nat,ions publ icat ion, Sales 
50¿II 0G.2), reprinted under the English t i t l e of "The economic 
development of Latin America and i t s principal problems" in 
Economic Bul l e t in for Latin America, v o l . VII, N° 1 (1962), 
pp. 1 -22 

/This industr ia l 
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This industrial development process based on import substitution did 
not take place at the same rate or at the same time in a l l the Latin 
American countries. I t started f i r s t , and acquired most importance, 
in those with bigger marketsj elsewhere, particularly in the countries 
with the smallest markets, i t i s s t i l l in i t s i n i t i a l phases, both 
because of the handicaps to industrial development represented by 
these market l imitat ions , and because exports of primary commodities 
s t i l l play an important role as a dynamic factor in the development of 
the countries concerned. 

It was inevitable , moreover, that industrial development, at 
l eas t in i t s i n i t i a l stages, should be based e s sen t ia l l y or ent ire ly on 
import subst i tut ion, since the instruments for the attainment of th i s 
end - through various measures relat ing to import control and res tr ic t ion 
and to protection for the domestic industry - are in the hands of the 
governments concerned, are re la t ive ly easy to apply and y i e ld quite 
e f f e c t i v e re su l t s , whereas the production of manufactures for export 
i s a much more d i f f i c u l t goal to reach, especia l ly for incipient 
industries and under-developed economies. Hence i t i s that Latin 
America (with the exceptions and dispar i t ies indicated in the foregoing 
paragraph) has entered upon a new stage of economic growth which may 
be described as inward-directed development, and in which the dynamic 
factor i s constituted by import substitution industries geared only 
to the requirements of the domestic market. 

The problem l i e s not so much in the fact that the industrial 
development process in the Latin American countries, in i t s early 
stages, was based mainly on import subst i tut ion, but rather in the 
exaggerated and indiscriminate emphasis that has been placed on import 
subst i tut ion, and in the features characterizing industrial development 
from the outset . The nature and persistence of those features have 
had adverse e f f e c t s on Latin America's economic development. These 
include the fact that the countries of the region, even those at a 
more advanced stage of industrial development, have been unable to 
go beyond the f i r s t phase of the process and develop a substantial 
volume of exports of manufactured products. 

/Consequently, while 
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Consequently, while the particular features of industr ia l development 
in the Latin American countries have given r i s e to substantial changes 
in the composition of imports and a steady reduction in the import 
c o e f f i c i e n t , they have had l i t t l e or no e f f e c t on the structure of 
exports, which s t i l l consist almost exclusively of primary products. 
Therefore, despite the industrial development they have achieved the 
tradit ional system of international d iv is ion of labour i s , in practice 
though no longer in theory, s t i l l f u l l y i n force for these countries. 
An exacerbating factor i s that the problems and l imitat ions which t h i s 
system enta i l s for the external sector and for the economic development 
of the Latin American countries, instead of being solved or mitigated, 
have to a great extant been aggravated by the way in which the 
industrial development process has evolved. 

The reasons for t h i s are wel l known and have been set forth 
and analysed in several documents.-^ They can be summed up as fo l lows: 
lack of import subst i tut ion programming, excessive emphasis on import 
substitution as the only viable solut ion to the insuf f i c i ency of the 
region's capacity to import and as the basic objective of industrial 
development pol icy , and fa i lure to pay due attent ion to the shortcomings 
of the inward-directed development system. Faced with a bottleneck in 
the external sector, the Latin American countries tend to adopt import 
res tr ic t ion measures and resort to external f inancing. Import 
subst i tut ion, at the outset at l e a s t , was the resul t not of a del iberate 
policy but a by-product of res tr ic t ions imposed for balance-of-payments 
reasons. Even l a t e r , import subst i tut ion continued on an improvised 
and by no means s e l e c t i v e bas i s , since the main concern i s s t i l l to 

7 / Raúl Prebisch, Towards a Dynamic Development Policy for Latin 
America (United Nations publication, Sales N°: 64 .II .G.4); 
EOLA, "Problemas y perspectivas del desarrollo industr ia l 
l a t inoamericano" (E/CN.12/664), also in printed form (Buenos 
Aires, Solar, 1964); and Irving S. Friedman, "The developing 
countries in the f a s t twenty years: Growth transformation 
and problems", a paper prepared for the Conference on World 
Co-operation for Development, held at Beirut from 21 to 
27 April 1968. 

/ so lve thé 
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solve the problem of the insu f f i c i en t capacity to import. I t i s therefore 
a process which responds mainly to.emergency measures or short-term decisions 
adopted because of external sector pressures and disequi i ibria . In these 

. circumstances, import substitution i s being carried oiit on an indiscriminate 
basis without taking into account the costs involved in alternative uses of 
resources or their e f f e c t s on the p o s s i b i l i t i e s of developing other industries*, 
that i s , without regard for rational cr i t er ia governing choice and priority 
in the l i g h t of the economic f e a s i b i l i t y of various alternative p o s s i b i l i t i e s . 
At the same time, by the ir very nature, import res tr ic t ions tend to result 
in excessive protection for substitution industries , which has led to a 
system of partly s e l f - s u f f i c i e n t development. 

These characterist ics have had a frankly negative e f f ec t on the l a t i n 
American countries' p o s s i b i l i t i e s of developing exports of manufactures. 
Some underlying factors have been the high production costs of most industries 
and their result ing i n a b i l i t y to compete on world markets, the lack of 
incentives to face severe international competition when they enjoy, a v irtual 
monopoly of the domestic market and the adverse e f f e c t which the existence of 
i n e f f i c i e n t high-cost industries can have on other more e f f i c i e n t industries , 
particularly when the former produce important inputs for the l a t t e r . -

8/ An eloquent example of the e f f e c t s of excessive and indiscriminate 
protection i s the paradox that , although Latin America i s a major 
producer and exporter of raw materials, Latin American industries 
have to pay more for these inputs than industries in the developed 
countries*;,according to T.R. Gates and F. Linden, Costs and competition: 
American experience abroad (The National Industrial Conference Board, 
New York, 1961), c i ted in "Problemas y perspectivas del desarrollo 
industrial latinoamericano", op. c i t . , pp. 44 et seq. Table 2 in 
th i s document shows that of the 147 United States enterprises analysed 
in the Gates' and Linden study, which operated simultaneously in the 
United States and abroad, 81 per cent.obtained raw materials from 
Latin America at a higher cost than in the United States . The same 
was true of 66 per cent of the United States enterprises with respect 
t o the European Common Market, and 69 per cent with respect to other 
countries (Canada, the United Kingdom and A u s t r a l i a ) T h e d i f f i c u l t i e s 
in expanding Latin America's exports of manufactures have been 
aggravated by thè re s t r i c t i ve trade policy of developed countries with 
regard to groups or types of a r t i c l e s in the production of which the 
developing countries have or m y have greater comparative advantages 
( e . g . , processed foodstuf f s , t e x t i l e goods, e t c . ) and which are therefore 
the products of most interest or potential interest t o the region. 
These re s tr i c t ions have not only a direct impact on the p o s s i b i l i t i e s 
of expansion, but a l so the important indirect e f f e c t of discouraging 
the application of measures that would put these industries on a 
competitive foot ing, 

/Other obstacles 
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Other obstacles include long and complex formal i t i es , the 
absence of a systematic integrated promotion programme, and the 
exchange systems in force. The exchange rate normally r e f l e c t s , in 
both Latin America and other developing countries, the relat ionship 
between domestic costs and international prices of primary exports; 
in the case of manufacturing production t h i s represents over-valuation 
from the standpoint of the re la t ion between i t s domestic costs and 
world prices . Even i f the nature of industr ia l development in the 
Latin American countries had not been such as to'make manufacturing 
costs so high, these costs would In any case have been higher than 

t 

in the developed countries, both because they are incipient industries 
and, in a more general and l a s t i n g sense, because of the backward 
s tate of the economy as a whole. It i s therefore inevitable that 
the domestic price structure should d i f f e r so much from the inter-national 
price structure, the prices of manufactures being r e l a t i v e l y higher 

9 / 
than those of primary products.— Therefore, even with r e l a t i v e l y 
e f f i c i e n t industr ies , exports of manufactures would be possible 
only at a more favourable exchange rate than that considered adequate 
for tradi t ional exports, or e lse by means of subsidies and other 
incentives that would compensate for the higher production costs 
compared to those for primary products. 

The trade pol icy pursued by the Latin American countries shows 
de f i c i enc ies s imilar to those noted in the ir industr ia l development 
pol icy . Moreover, the character is t ics and implementation of the two 
p o l i c i e s are c l o s e l y interdependent, even though t h i s re lat ionship 

2 / One e f f e c t of t h i s d i s tort ion in the domestic price structure 
i s to swel l the importance of the manufacturing sector in the 
gross national product and correspondingly diminish that of 
the primary sector . 

/has o f ten 
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has of ten - perhaps in the majority of cases - been more accidental 
than del iberate . Accordingly, as with industr ia l development po l i cy , 
the region lias no systematic long-term trade policy, with goals that 
have been rat iona l ly defined within the context of a planned economic 
development pol icy . Nor i s there a s u f f i c i e n t l y autonomous trade 
pol icy; there are only measures that have generally been adopted 
to meet emergency balance-of-payments s i tuat ions and. which 
bas ica l ly const i tute a defensive short-term pol icy i n response 
t o external fac tors . 

The main concern and object ives of trade pol icy in the Latin 
American countries , particularly those with the biggest markets, 
has been to impose s t r i c t import re s t r i c t i ons i n order to curb 
the growing demand for imports and t a i l o r i t to the capacity 
to import, while in most cases simultaneously maintaining a 
systematical ly over-valued rate of exchange. On the expert s ide , 
the emphasis i s s t i l l on tradi t ional exports and tradi t ional 
markets, with as yet no systematic integrated pol icy of expansion 
and d i v e r s i f i c a t i o n of both products and markets. To sum up, 
the sa l i en t features of export pol icy in the Latin American 
countries have been a passive a t t i tude , lack of aggressiveness 
and drive in seeking nsw markets and-new products, and inab i l i ty 
to adapt to the real world market s i tuat ion . 

10/ Although i t i s true that many l a t i n American Countries hive 
been paying increasing attent ion to the promotion of non-
tradi t iona l exports, act ion in t h i s f i e l d i s usually 
confined to piecemeal and sporadic measures, that are subject 
to changes and lack continuity. 

/ 4 . World 
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4« World trade prospects for primary products 

To judge from various projections and estimates prepared mainly 
by UNCTAD and. P A O , t h e prospects of an increase in exporté of primary 
products from developing countries are frankly disheartening. In fac t , 
these projections indicate that , even on the most favourable assumptions, 
the growth rates shown in table 3 - which are markedly i n s u f f i c i e n t to 
ensure an adequate expansion of the export sector - would p e r s i s t , but 
on l e s s favourable assumptions the rates would actual ly decl ine . This 
applies to the s i tuat ion in general. Prospects d i f f e r for the various 
categories of products and for spec i f i c products, and also for the 
various regions and individual countries according to the items they 
export. On the whole, they are part icularly unfavourable for agricultural 
commodities ( e spec ia l ly raw materials) , somewhat more encouraging for 
minerals and metals, and much more favourable for fuels» 

11/ FAO's projections are presented in Agricultural Commodities; 
Projections for 1975 and 1985 (Rome, 19¿7) and re late to food 
and agricultural raw matei-ials. As stated in the study, the 
projections cover production and demand. Although they are not 
bas ica l ly trade projections, i f used prudently they may indicate 
the main future flows and help to provide an ins ight into trade 
problems. The references made here to these projections are 
concerned mainly with the growth rates of demand for imports 
rather than the potent ia l supply of exports, s ince the former 
have a more dec is ive e f f e c t on exports from developing countries . 
Account should also be taken of the assumptions on which these 
projections were based, s ince the l a t t e r are necessari ly a 
r e f l e c t i o n of the former. The assumptions re la te mainly t o the 
population growth rate , the rates of growth of t o t a l and per 
capita income, pr ices , and agricultural and trade p o l i c i e s . In 
general, i t was assumed that prices would be maintained at the 
1961-63 l e v e l , which was the base period chosen - i . e . , the 
projections are in terns of volume - and that there would be no 
change in o f f i c i a l agricultural and trade pol icy except any that 
might have been announced in 1966. 

/As noted 
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As noted in table 4> the projections presented in the UNCTAD 
report ent i t l ed "The longer-term prospects for commodity exports from 
developing countries" (TD/9/Supp,2) of November 1967 indicate a growth 
potential for exports of primary commodities from developing countries 
of 4 , 6 per cent in the period 1960-75 on the lower assumption, and 
5 .1 per cent on the higher assumption,^' I f fue l s are excluded, the 
rates would be much lower, ranging from 2 .8 to 3 .5 per cent. Roughly 
speaking, these l a s t percentages more accurately r e f l e c t the growth 
prospects of the tradit ional primary commodity exports from Latin 
America, excluding Venezuela, and even including i t i f the rate of 
growth of i t s petroleum exports remains very much below the rate for 
t o t a l petroleum exports from developing countries, as occurred in the 
period referred to in table 3. 

According to the projections in table 4 , the annual growth rates 
of countries whose exports are predominantly agricultural would be 
between 2,4 and 3 . 1 per cent. This would include a l l the Latin American 
countries - wit'h the exception of Bol ivia, Chile and Venezuela, and to 
some extent, fexico and Peru, whose prospects look more encouraging 
since they are exporters of minerals, metals and fue l s . 

This i s confirmed i n table 5, which shows maximum and minimum 
growth rates derived from projections for commodities which carry 
special weight in Latin American exports. The table indicates that , 
with the exception of meat and cereals among the agricultural commodities, 
and non-ferrous metals and iron and manganese ore, the growth rate 
at bgst would not r i s e above 4 per cent and in most cases would be 
below 3 per cent . 

12/ Both these and FAO's projections are at constant prices (I960 and 
I96I-63 pr ices , respect ive ly) . Therefore, i f commodity prices 
continue to deteriorate over the long term, then the rate of 
growth of export earnings w i l l be lower than that projected, 

/Table 4 



E/CN.12/816 
Page 23 

Table 4 

EXPORTS OP DEVELOPING COUNTRIES BY MAJOR COmODITY GROUPS, i960 AND PROJECTED PGR 1575 

Projected 1J75 Rate ef growth 

i960 Low High LOT High 
(thousands of millions of dollars (annuall pre? stages) 

Foodstuffs a/ 9»3 14.2 15.6 2.8 3o5 

Agricultural raw materials b/ 5.1 6.4 7.1 1.6 2.3 

Total agricultural products 2 M 20 a 6 22^2 2.4 Iii 

Metals and mineral (excluding 
fuels) 0/ 3.2 6.0 6.4 4.8 

Subtotal iZsi 26.6 29.1 M 2*5. 

fuels d/ 7»4 22.2 23.6 7.5 8,0 

Total prissary commodities 48.8 4j6 

Manufaotur-ss e/ 2.4 7.9 9.1 8.3 9»3 

Total all ormnodlties 2 M 5ii2 iisl 5.0 Sal 

Soureei UNCTAD, "The longer-term prospects for coaaodity export» from developing countries1' (Tp/s/Supp. 2) 
20 November IJ&o 

a/ SITC sections 0, 1 and 4, plua division 22« 
b/ SITC section 2, exoept divisions 22, 27 and 28. 
0/ SITC divisions 27, 28 and 68, except group 681» 
d/ SITC section 3« 
e/ SITC aestioas 5> 6, 7 and 8, except division 6S but including group 68l. 

/Table 5 
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Table 5 

PROJECTED GROWTH RATES OF' EXPORTS FRM ALL DEVELOPING COUNTRIES OP 
PRIMARY COMMODITIES OP SPECIAL INTEREST TO LATIN AMERICA a/ 

Commodity Lew assumption Hl#i assumption 

Soffeo 2.1 2.3 

Cooca 3 . 0 3»3 

Bananas 3.7 4»0 

Sugar 1.4 2*8 

Fats and oils 2.6 2*9 

Meat 4.5 5«5 

Grains 6.8 7*9 

Cotton 1*7 2.5 

Vool It, 6 1*9 

Hides and skins 1.6 2.6 

•Noi>wSerrous metals 4.0 4.5 

Iron and manganess ore 5*6 6*2 

Sources UNCIAS, "Trade prospeots and oapltal needs of developing countries" 
(TD/34.Supp.l/Add.l), 27 October 1967. 

a/ These projections relate to the period 1960-75, except In the case of ooffee and 0000a, 
for whioh the period considered is 1961-63 to 1975» 

/The projections 
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The projections made by FAO are even more pess imist ic with respect 
to the export prospects of such commodities from the developing countries. 
Although the projections, , as already noted, are bas ica l ly not of trade 
but of demand and production, they do provide a valuable picture of the. 
major flows anticipated and of the problems of trade. World demand for 
food i s projected to increase from 1965 to 1975 by 2.3 per cent a year 
on the low GDP assumption and by 2 .7 per cent a year on the high 
assumption.^/ Hence, unless the trend of the period 1955-57 to 1964-66 
(when the developed countries grew at a proportionally f a s t e r pace) 
i s reversed, the future rate of growth of the developing countries' exports 
of food w i l l be appreciably lower than the rate projected in table 4 . 
Matters w i l l probably become even worse, according to the FAO 
projections of world demand for food during the period 1975-85, when 
demand i s expected to grow at a s l i g h t l y lower rate than that projected 
for 1965-75. 

Even more discouraging are ths prospects for agricultural commodities 
and semi-manufactures (cotton, wool, ju t e , hard f ibres and rubber), 
judging from the projected net import demand for such products in the 
high-income countries (developed market-economy countries, Soviet Union 
and eastern Europe), which over the period 1962-75 i s expected at best to 
r i s e at an annual rate of 0 ,4 per cent, while at worst i t could decl ine 
by 1 .2 per cent annually, Of these products, wool and hard f ibres would 
be the most a f f e c t e d , M o r e o v e r , the projected growth rate of net 
import demand in these countries over the period 1962-75 for certain 
foodstuffs which are not subject to competition ( co f f ee , cocoa, tea and 
bananas) i s expected to be half that of the period 1953-63 and, espec ia l ly 
in the case of bananas, i s lower than the growth rate of exports given 
in table 

13/ FAO, Agricultural commodities - P r o j e c t i o n s for 1975 and 1985. 
op .c i t , volo 1, para. 54. 

14/ table 23. The document notes that projections of the net 
import demand for agricultural raw materials are rendered part icularly ' 
hazardous i n view of the uncertainties as t o the future inroads of 
synthetics and other subst i tutes , and are not independent of the 
projections of import demand for manufactures (para 268). 

W Ib id . , table 19. 
/These projections 
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These projections of the net import demand for agricultural 
commodities into the high-income countries confirm and é'ven strengthen 
the p o s s i b i l i t y that the developing countries' e>$iorts w i l l grow very 
slowly up to 1975» particularly i n those ¿¿Entries - the majority of 
Latin American countries - in which agricultural exports are predominant. 
As the Director Général of FAO points out i n h i s Foreword, the FAO projections 

" . . . conf irm and underline the poor prospects for the tradi t ional 
agricultural exports of developing countries that emerged from FAO's 
e a r l i e r projections t o 1970. These unfavorable prospects for markets 
in the high income countries r e f l e c t four basic factors: increasing 
competition from synthetics; the approach t o saturation point i n 
the consumption of many commodities; r i s ing domestic production in 
the case of some commodities; and the comparatively slow rate of 
population growth." 

The third of these factors , and to some extent the f i r s t as 'Well, 
which have "a very considerable e f f e c t on t e x t i l e f ibres and rubber, 
substant ia l ly and at times dec i s ive ly inf luence the trade and production 
p o l i c i e s of the developed countries , both market-econony and s o c i a l i s t . 
These p o l i c i e s a l so a f f e c t other non-agricultural commodities (non-ferrous 
metals, petroleum). ; I t should be recal led that one of the basic assumptions 
FAO used i n making the projections was that the developed countries would 
not change the i r trade and production p o l i c i e s . I f these p o l i c i e s are 
maintained, they w i l l have a very adverse e f f e c t on thé opportunities of 
the developing countries t o export the i r commodities - espec ia l ly temperate-
zone agricultural commodities - to the developed countries, and a l so t o the 
markets of other developing countries because of competition from the 
exportable surpluses of the developed countries . Paragraph 61 of the 
FAO document observes that : 

"For developed countries the study projected a continuation of the 
present tendency for food production as a whole t o run ahead of the 
growth of t h e i r domestic demand. These countries had the capacity 
to increase output wel l beyond t h i s l e v e l , even t o the point of 
supplying the projected d e f i c i t s i n 1975 of the developing countries, 
at l e a s t for cereals ," 

/Consequently, the 
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Consequently, the growth prospects for the developing countries' 
exports of commodities would substantial ly improve i f the developed 
countries changed the ir p o l i c i e s and rea l ly implemented measures to improve 
access to the ir markets and made other improvements in world trade of the 
kind repeatedly proposed in various meetings - part icularly those of UrJCTAD, 
GATT mid FAO - as part of international action in the f i e l d of commodit ies ,^/ 
However, l i t t l e progress has so far been made in t h i s direct ion, and very 
serious d i f f i c u l t i e s have t o be overcome before the developed countries 
change the ir trade and production p o l i c i e s , espec ia l ly those re la t ing t o 
temperate-zone agricultural commodities. 

Sir Eric Wyndham White, the formsr Director General of GATT, considers 
that international trade pol icy prospects for such commodities are not very 
encouraging, observing that: 

"Not only in the Kennedy Round, but in every large-scale international 
negotiation over the past decade where an attempt has been made to 
include both agricultural and industrial products, the negotiat ions 
on the agricultural side have been severely l imited by domestic 
p o l i c i e s of a s o c i a l or p o l i t i c a l character, often backed by powerful 
and i n f l u e n t i a l lobbies , and despite the negotiating rules care fu l ly 
worked out, the resu l t s have f a l l e n far short of the i n i t i a l object ive , 
which in the Kennedy Round was the creation of acceptable conditions 
of access to world markets for agricultural products . , ," 
,rWhen governments met l a s t November to formulate future p o l i c i e s and 
programmes they decided to i n t e n s i f y the ir e f f o r t s towards securing 
a greater degree of co-ordination of a l l aspects of national 
agricultural p o l i c i e s , including production, pricing and trade 
p o l i c i e s . . . " 
"Whether governments can formulate and enforce national agricultural 
p o l i c i e s , looking toward a bet ter balance between tradi t ional exporters 
and world markets i s , of course, a debatable matter. In most countries 
farmers carry heavy p o l i t i c a l inf luence. They i n s i s t upon guaranteed 
prices with a known period of v a l i d i t y and on prices which should 

16/ In t h i s connexion, see infra , chapter I I . 

/ensure an 
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ensure an income not dissimilar from that obtainable in industry. 
But these simple tenets are increasingly translated into practice 
through national regulations of great complexity, involving not only 
harmful e f f e c t s externally but also requiring increasingly heavy 
support from national treasuries .and the taxpayers. Some of the 
po l i c i e s lead inevitably to c r i s i s s i tuat ions , both domestically 
and internationally,"¿2/ 
Consequently i t does not appear very l i k e l y that net import demand for 

temperate-zone agricultural products in high-income countries w i l l improve 
substantial ly through changes in production and trade p o l i c i e s that might 
make the ir markets more accessible to such products. The demand for 
tradi t ional tropical crops, on the otter hand, i s in a number of cases close 
to saturation point and i t s growth w i l l depend on population increase. The 
demand for agricultural commodities and semi-manufactures i s particularly 
af fected by competition from 'synthetics and other products of industrial 
origin, and a lso in some cases ( e .g . cotton), by the domestic production 
of the developed countries. 

The s i tuat ion i s not the same with respect to the demand and the 
import requirements of the developing countries. As pointed out in the FAO 
projections there may be scope for a worth-while expansion in trade in 
agricultural products amongst.the developing countries themselves, and t h i s 
in the long run o f f e r s the greatest market potential for such products, 
especia l ly forest products and temperate-zone foodstuf f s , such as meat, corn 
and other secondary cereals . For th i s to happen, certain serious obstacles 
w i l l have to be overcome, particularly the financing of the new trade flows, 
the organization of commercial l inks between developing countries - which 
are s t i l l very l imited - and, in the case of a number of important products, 
competition from the surpluses produced by the developed countries, 
implementing the World Food Programme on a s u f f i c i e n t l y broad scale , and 
adopting other measures proposed, inter a l i a , at UNOTAD and FAO meetings, 
would help a great deal to remove these obstacles . 

I jJ E.W. White, "The Outlook for World Trade Policy", In Aussenwirtschaft, 
June-September 1968, pp, 69-70. 

/ I t cannot 
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I t cannot be denied that international action with respect t o 
primary products can help to expand trade opportunities for a certain 
number of countries and products. I t must be recognized^ however, that 
in countries whose exports remain l imited to a few primary products, 
the growth of the export sector w i l l be at the mercy of world demand 
for such products. This has been pointed out in various studies and 
projections of the trade gap, which show that the basic problem of the 
tradit ional export sector of the developing countries i s not i t s lack 
of a b i l i t y to expand, although t h i s may be true for certain products 
in some countries but the weak growth rate of world demand. 

Moreover, as already pointed out, i t must be anticipated that the 
imports of the developed countries, and world trade in general, w i l l 
grow at a slower pace over the coming decade than they have over the 
past ten or f i f t e e n years. The impact of t h i s w i l l be f e l t most in the 
exports of the developing countries which are not expected to reach the 
annual growth rate (7.5 per cent.) that they attained, from 1962 to 1966. They 

probably grow at only 3*9 per cent annually, which was the rate from 
1954 to 1962. Prospects would be even dimmer i f the payments problems of 
some of the major industrialized countries and the international monetary 
system pers is t and dimmer s t i l l i f such countries adopted res tr i c t ive 
po l ic ies which took no account of the interests of the developing areas. 

One may conclude by again quoting from the Foreword to the FAO 
projections: 

"Faster growth cannot be achieved in developing countries without 
a dynamic export sector. In view of the poor prospects for 
tradit ional exports to high income countries, development w i l l 
depend on the degree of success in finding new export markets 
and new commodities to export," 
Given the limited expansion potential of exports of commodities, 

even i f new markets are found and pos i t ive and spec i f i c international 
measures are taken, the new products that can energize the developing 
countries' exports must of necess i ty be manufactures. 

/ 5 . Exports 
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5 . Exports of manufactures as an Immediate 
trade policy objective 

As noted above, faced with the lo s s -o f momentum of exports and the 
result ing i n s u f f i c i e n t growth of the purchasing power deriving from exports, 
the Latin American countries have had recourse to two principal measures: 
the curbing of imports - replacing them, at l eas t in the larger countries, 
by l oca l production - and external borrowing, Import substitution has 
undoubtedly constituted a powerful stimulus to industrial development, and 
i n fact became the main driving force of economic development, which 
enabled the more advanced countries t o achieve a growth rate that was 
higher than that of the i r exports. These measures represented a short-term 
pol icy , however, so that the countries adopting them found themselves in 
a vicious c i r c l e as far as the ir external sector was concerned. While 
import needs increased and became l e s s f l e x i b l e in structure as a result 
of industr ia l izat ion, the particular features of t h i s process, of trade 
and foreign exchange pol icy , , and of development pol icy in general prevented 
these countries, from overcoming the obstacles to a more accelerated growth 
of the i r capacity, to Jjnport, 

Accordingly, such a pol icy, far from s tab i l i z ing external sector, 
has accentuated the disequilibrium, which has come to be a serious 
bottleneck i n the economic development of those countries that have made 
most progress i n curbing and replacing imports and have therefore v ir tua l ly 
exhausted the ir p o s s i b i l i t i e s i n that direct ion, at l eas t with the present 
small domestic markets. The stepping up of economic development i n these 
countries over the next decade w i l l mean that the i r import needs w i l l 
increase much fas ter than the purchasing power deriving from their exports 
has done in the past twenty years. I t i s estimated that for the gross 
national product to grow by 6 per cent annually i n the ten years 1966-75, 
the goods and services, that Argentina, Brazil , Colombia and Uruguay would 
need to import would increase at annual rates of 7 .7 , 5 .9 , 7.5 and 7 per 
cent respect ive ly . I f the growth target i s 7 per cent, Argentina fs import 
requirements would increase by 9.7 per cent annually and Brazi l ' s by 9 .1 per 

/cent a n n u a l l y . ^ / 
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cent a n n u a l l y , — I n order to overcome the l imitations represented by the 
exist ing external sector bottleneck in. achieving those growth rates for 
the gross national product, the countries concerned have no other 
alternative (with the present s i ze of the domestic markets) but to increase 
their capacity to import commensurately with the growth of the ir import 
requirements. Since they must also service the external debt ( interest 
and amortization) and remit prof i t s on foreign capi ta l , the ir foreign 
exchange earnings should grow at a much higher rate than the ir import 
requirements. 

In most of the other countries, where the import s i tuat ion was easier 
and the import.coeff icient generally rose instead of decl ining, the 
External bottleneck was far l e s s pronounced and i n some cases i t might 
even be said to be pract ical ly non-existent as ye t . 

In the circumstances, for these countries to a t ta in the same growth 
target of 6 per cent for the gross national product, the annual growth rate 
of their import requirements of goods and services i s projected at k to 
5 per cent. I t w i l l be noted that th i s rate i s appreciably lower than 
that projected for the previous group of countries, but i n t h i s case too 
foreign exchange earnings would have to grow at a much fas ter rate to 
cover debt and foreign capital servicing. In both cases, foreign 
exchange receipts would have to be even higher i f the terms of trade were 
to deteriorate further. 

Requirements of foreign exchange would not increase at a regular 
pace throughout the periodj they would necessari ly grow much fas ter in 
the f i r s t phase, because of the need to give a strong i n i t i a l impetus to 
the development process and to cover service payments on foreign capital 
and the external debt. These larger foreign exchange receipts must be 
obtained primarily over the medium and long term, through exports of goods 

18/ See ECLA, "The trade and domestic savings gaps and structural 
unemployment i n Latin America" (E/CN.12/831). These and other 
projections i n respect of import requirements are based on the past 
relationship between the growth of imports of goods and services on 
the one hand and that of the gross national product and gross f ixed 
investment on the other, taking into account the extent to which the 
countries have restr icted and replaced imports i n the past . 

/and services , 
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and services , which means that the Latin American countries must expand 
the i r exports much more rapidly than over the past twenty years. I t does 
not seem feas ib le for t h i s objective to be f u l l y attained within the short 
term however, so inevitably recourse must be had to external financing, 
unless the economic development .target i s reduced. I t must be kept wel l 
i n mind that external financing i s merely a temporary solution; while i n 
the short term i t solves the problem of the insu f f i c i en t capacity to import 
and accelerates capita l formation, i n the long run i t means that exports 
must grow even fas ter i n order to cover debt and foreign capita l servicing. 
Accordingly, the basic goal of such financing should be to achieve a net 
saving of foreign exchange through import subst i tut ion, or to promote a 
fas ter expansion of exports of goods and services , which i s preferable 
i n view of the l imitat ions of import subst i tut ion. I t has already been 
noted that , in the l i gh t of the unfavourable prospects of world commodity 
trade, the Latin American countries cannot be expected to increase the ir 
tradi t ional exports at more than 3 or 4 per cent annually. This rate might 
be s l i g h t l y higher i f the measures repeatedly proposed i n the sphere.of 
international action i n favour of primary products from developing countries 
were to materialize; but even ,so - at l eas t i n the, majority of the Latin 
American countries - i t would s t i l l be far below the rates at which the ir . 
exports ought to expand. The p o s s i b i l i t i e s of attaining such rates depend 
mainly, among other things, on the a b i l i t y of the Latin American countries 
to develop the ir exports of manufactures, which are the most dynamic sector 
of international trade. 

The basic trade pol icy measures of the Latin American countries should 
be directed to the attainment of that goal, This does not mean that the 
tradi t ional exports should be neglected; the e f f o r t s to solve the well-known 
problems in that connexion must continue, i n particular through the e f f e c t i v e 
implementation of measures that both developed arid developing countries have 
committed themselves to adopt, I t i s recognized, however, that manufactures 
have a v i t a l part to play i n boosting exports of the Latin. American countries 
and i n helping substantial ly to eliminating the ex i s t ing or potent ia l 
external sector bottleneck. 

/Even i f 
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Even i f the Latin American countries were able to a t ta in an adequate 
growth rate for the ir commodity exports, there are other important reasons 
underlying the imperative need to expand the ir exports of manufactures at 
an accelerated pace. Among these reasons, which re late mainly to the 
various l inks between exports of manufactures and the economic development 
process, are the following: -

(a) Divers i f i cat ion of the composition of exports and, consequently, 
a reduction i n the degree of external vulnerabi l i ty , e spec ia l ly i n re la t ion 
to f luctuations i n volume and price; a lessening of the long-standing trend 
towards a deterioration i n the terns of trade, a particular feature of 
primary commodities, and better.chances of a d ivers i f i ca t ion of markets, 

(b) Expansion of markets, which would help to overcome the obstacles 
inherent i n the domestic market to establ ishing plants of economic s i z e , 
obtaining economies of sca le , u t i l i z i n g i d l e in s ta l l ed capacity, increasing 
the p o s s i b i l i t i e s of spec ia l i zat ion and, in general, improving the 
productivity of industries and e f f i c i e n c y i n the a l locat ion and use of 
resources, 

(c) The expansion of markets through exports of manufactures i s 
v i t a l , and even imperative, i n order to overcome the l imitat ions which the 
small s i ze of the domestic market represent for the establishment of 
technological ly more advanced industries and for the ass imilat ion of new 
techniques i n the Latin American countries . Without broader markets, the 
countries of the region would remain excluded from present technological 
progress. Regional integration would be the quickest and most access ib le 
way of achieving t h i s goal . 

(d) World market competition would compel industries, t o become more 
e f f i c i e n t , to improve and standardize the quality of t h e i r products, e t c . 
This, combined with the import pol icy measures that would have t o be adopted 
- particularly in regard to t a r i f f protection - would be a powerful stimulus 
to rationalizing the ex i s t ing structure of industry and correcting the 
serious, d is tort ions that have characterized the industr ia l development 
process i n the Latin American countries . 

(e) Only i s so far as the Latin American countries develop the ir 
exports of manufactures w i l l they be able to cast o f f the t rad i t iona l 
pattern of the international d iv i s ion of labour and obtain a fa i rer share 
of the benef i t s deriving from technological progress, 

/ I t i s 
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I t i s no easy task t o develop exports of manufactures a t an accelerated 

pace; on.the contrary, i t presents ser ious obs tac l e s , e s p e c i a l l y i n regard 
t o supply and marketing condit ions , which d i f f e r , i n many ways from those 
r e l a t i n g t o primary produces, Although some of these obs tac les have been 
referred t o e a r l i e r , i t i s u s e f u l to examine the .most important of them 
i n greater d e t a i l : , 

(a) The more general ised feature i s the high l e v e l o f indus tr ia l 
c o s t s . This i s part ly due to the small s i z e of the nat iona l markets and 
par t ly to heavy t a r i f f protect ion, part i cu lar ly f o r a c t i v i t i e s supplying 
inputs to manufacturing industry. Moreover, as the high t a r i f f barriers 
have v i r t u a l l y done away with fore ign competition, l o c a l industr ies have 
not been compelled t o ra t iona l i ze t h e i r s tructure or make technica l 
innovations to r a i s e product iv i ty . Nor i s there much incentive, to improve 
product iv i ty when, as o f t e n happens i n l o c a l indus tr i e s , there i s a 

substant ia l margin of capacity ly ing i d l e , 
(b) Marketing i s another area, that b r i s t l e s with problems, While 

competit ive c o s t s and prices.are. necessary t o obtain a foothold on fore ign 
markets, they are by no means an open sesame, even when manufactures from 
the developing countries are, granted, .tariff concessions i n the developed 
markets. Apart from being competitively, priced, exports o f manufactures 
must, s a t i s f y other standards o f qual i ty , , presentat ion and uniformity, e t c . 
Constant market research i s a l so necessary t o adopt production t o consumer 
preferences and.habits,; A l l t h i s e n t a i l s a rad ica l change i n the outlook 
o f the Latin American entrepreneurs, who. must develop an export mentality 
and keep t h e i r eyes f i x e d on fore ign markets as the goal of t h e i r a c t i v i t i e s 
and e f f o r t s , ^ / i f they are to make a systematic attempt t o open up 

1 9 / The fo l lowing comments i l l u s t r a t e the s i t u a t i o n i n Latin American industry: 
, On Various occasions i n the past Argentina has. seen a boom i n i t s exports 

o f non-tradi t ional products but they have invariably been short - l ived and 
s a l e s o f such goods have dropped back to t h e i r customary low l e v e l s . In 
our opinion, the blame. for• these ,ups and downs must be l a i d en t i re ly on 
the impermanence o f prevai l ing condi t ions . For ins tance , i n 1959 and' 1962, 
the heavy devaluation of Argentine currency unquestionably o f fered .a 
remarkable opportunity t o exports of non-tradi t ional products, le=*s because 
of the p r o f i t s to be reaped - such transact ions were indeed o f t e n Carried 
out at a l o s s - than because the devaluations plunged.the;national market 

. • i n t o a. deep depression and l e f t , i t v i r t u a l l y without l i q u i d i t y . Exports 
were thus the i d e a l means of disposing of unsaleable' stock for immediate 
l i q u i d returns, which was advantageous e v e n i f they were sold a t a l o s s • 
After- a. t ime, the domestic market became more l i q u i d and thus began to 
rev ive , and t h i s no sooner happened than i n d u s t r i a l i s t s l o s t i n t e r e s t i n 
fore ign markets and non-tradit ional exports slumped^ once again. ("Las 
expprtaciones nuevas", Panorama de l a Economia Argentina) N° 39 (Buenos 
Aires , 1968) , / f ore ign narkets 
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foreign markets, the work of promotion, whether undertaken by associat ions 
of i n d u s t r i a l i s t s or by public or semi-public organizations, must have the 
necessary continuity to persuade them to run the business and f inanc ia l 
r isks of exporting. Continuity and security for favourable export conditions 
s ign i fy various internal measures, such as tax exemptions, 

(c) Lastly, there are the barriers put up by the host of r e s t r i c t i v e 
business practices used by foreign firms and t h e i r branches or a f f i l i a t e s 
i n the developing countries (sharing of markets, export embargoes, l imitat ions 
on the use of patents, price agreements, and so f o r t h ) . As these practices 
are based on private agreements whose terms are seldom disc losed, they are 
not easy to i d e n t i f y . However, the problem has now become so gigantic that 
the developing countries pushed through resolution 25 ( I I ) at the second 
sess ion of UNCTAD against the w i l l . o f the majority of the developed countries . 
Under the terms of that resolut ion, UNCTAD decided that a study should be 
made of the r e s t r i c t i v e business pract ices adopted by private enterprises 
of the developed countries , with spec ia l reference to the e f f e c t of such 
practices on the export in teres t s of the developing countr ies , -^ / 

In short, the main objective of Latin American trade pol icy i n the 
next decade must be to metamorphose the structure of exports by expanding 
exports of manufactures at a rapid rate , not merely as the sole means of 
remedying the chronic weakness of the external sector but also with a yiew 
to transforming them into the mainspring of t h e i r economic development, 
as import subst i tut ion pol icy cannot do t h i s properly unaided, even i n 
countries where there i s s t i l l a wide margin for subst i tu t ion . This 
objective i s primarily for export pol icy , and i s one of a whole se t of 
goals to be attained by trade po l icy . These goals are c l o s e l y interrelated, 
part icularly i n matters o f imports and exchange po l i cy , external financing, 
modes of transferring technology and regional integrat ion . 

The way i n which these object ives are defined and the mode of achieving 
them necess i tate a thorough revis ion and rethinking of both the t rad i t iona l 

20/ In compliance with t h i s resolut ion, the UNCTAD secretar iat prepared 
a deta i led out l ine on the nature and scope of the study requested, 
and a preliminary l i s t of the business practices to be examined, 
See the report by the UNCTAD secretar iat on "Restrictive business 
practices" (TD/B/C.2/54 and Add. 1 ) , (October 1968), 

/ trade pol icy 
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trade pol icy and bas ic aspects of the development po l icy of the Latin 
American countries , part i cu lar ly i n matters of i n d u s t r i a l i z a t i o n . Their 
development po l i cy should no longer be founded e n t i r e l y on import 
subst i tut ion» and t h e i r indus tr i e s should not be geared s o l e l y to domestic 
markets. In order to export a constant and ever- increasing f low of . 
manufactures i t i s e s s e n t i a l t o r a t i o n a l i z e the structure of industry, 
r a i s e indus tr ia l e f f i c i e n c y appreciably, lower c o s t s , and promote 
s p e c i a l i z a t i o n i n industr ies i n which a country has comparative advantages, 
i n short , to el iminate or attenuate the f a c t o r s which have been responsible 
f o r high-cost i n d u s t r i a l growth. Much s t r i c t e r qual i ty controls must a l so 
be appl ied , production standardized and a regular flow of suppl ies, guaranteed. 

The s tart ing-point for the r e v i s i o n and reshaping of trade po l i cy 
should be recognit ion of the need t o base i t , not as before"on 

circumstantial f ac tors and piecemeal short-term measures, but on long-term 
objec t ive s that would be mutually complementary and form an i n t e g r a l part 
o f economic development p o l i c y . Trade po l i cy should a l so be equipped 
with the means t o carry out a coherent and systematic plan of ac t ion . In 
order to undertake t h i s task o f r e v i s i o n on the broad l i n e s indicated 
above, i t would be necessary f o r the Latin American countries t o have a 
more s a t i s f a c t o r y i n s t i t u t i o n a l organization f o r po l i cy framing and execution 
than most of them possess a t present . I t i s mainly dis t inguished i n f a c t , 
by the wide v a r i e t y of agencies that are concerned i n some way with fore ign 
trade , whose functions and a c t i v i t i e s are i l l - d e f i n e d or unco-ordinated, 
with dupl icat ion gaps and contradict ions t h a t preclude the f u l l achievement 
of po l i cy o b j e c t i v e s . 

This report does not o f f e r s u f f i c i e n t scope for a de ta i l ed d e f i n i t i o n 
'o f the pr inc ip les on which trade p o l i c y should be reshaped i n such aspects 
as imports, t a r i f f protect ion, fore ign exchange systems, external c red i t 
and private fore ign investment. In each of these areas i t i s necessary t o 
make an extensive survey of the problems and var i e ty of s i tua t ions t o be 
found i n the reg ion . Where general remarks have been made on than, the f 

object has been t o draw a t t e n t i o n t o some negative fac tors of the p o l i c y 
fol lowed up t o now arid, hence, t o the crying need for change. Some spec ia l 
problems, such as those presented by the forms or means of transferr ing 

. / technology, have 
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technology, have proved impossible to consider so far , even super f i c ia l l y , 
although they are undoubtedly important for speeding up the industr ia l 
development process i n Latin America. Efforts should be made to take 
up these questions as soon as possible» . 

This chapter must not be concluded, however, without pointing out 
that the aim of sharply accelerating the growth rate of 'exports Of 
manufactures i n the near future i s associated with the process of regional 
economic integrat ion. The establishment of a regional market or several 
subregional markets, would not only mark a tremendous step towards the 
solut ion of certain problems, such as those aris ing from the r e l a t i v e l y 
l imited s ize of domestic markets, but would be highly advantageous i n thàt 
the i n s t i t u t i o n a l framework of a free-trade area or customs union 
represents a guarantee for the continuity of the regulations governing 
the market access of member countries, and would thus f a c i l i t a t e long-
term investment planning. The expansion of national markets would also 
open up great p o s s i b i l i t i e s for intra- industr ia l spec ia l i zat ion , which 
would enable plant and equipment to be used more e f f i c i e n t l y . Lastly, 
the broadening of such markets through integration would have the equally 
important advantage of introducing an element of competition. This would 
force enterprises to be more e f f i c i e n t while providing them with a 
protected market i n which to acquire the necessary experience to storm 
overseas markets. 

/Appendix 
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Appendix 

METHODOLOGICAL NOTE ON THE CLASSIFICATION OF PRODUCTS BI PRIMARY 
COMMODITIES AND MANUFACTURES 

In table 2 , a l l the products included in sect ions 0 to 4 of 
the Standard International Trade Clas s i f i ca t ion (SITC)(food, beverages 
and tobacco, crude materials and f u e l s ) , including processed and semi-
processed items, are treated as primary commodities, and so are those 
covered by SITC d iv i s ion 68 (non-ferrous metals, unworked and partly 
worked). The same tab le c l a s s i f i e s as manufactures (including semi-
manufactures, unless otherwise indicated) a l l products comprised in 
sect ions 5 to 8 (excluding d iv i s ion 68), This c l a s s i f i c a t i o n i s 
s imilar to that used by the UNCTAD Secretariat in a recent publication,-
and by GATT in general in i t s annual surveys of international trade. 
Division 68,' however, i s included by GATT among manufactures instead 
of among primary commodities'. 

Consequently, both in t a b l e . 2 and in the tables appearing in 
chapter I I I of the present study on trade i n manufactures, the 
primary commodities category includes many products which have 
undergone processing or semi-manufacturing such as might warrant 
the ir c l a s s i f i c a t i o n among manufactures and semi-manufactures. Cases 
in point are meat, f i s h , f r u i t , vegetables and other processed foods 
(particularly those packed in a ir t ight containers) , beverages, and 
petroleum products. They are i n fact grouped witji manufactures and 
semi-manufactures i n a document -:-' prepared by the UNCTAD Secretariat 
for the f i r s t sess ion of the Committee on Manufactures of the Trade and 
Development Board. Ih t h i s paper, in addition to the products in 
SITC div i s ion 68, many others pertaining to sect ions 0 t o 4 were 
provis ional ly c l a s s i f i e d as manufactures and semi-manufactures ( for 
instance, meal and f lour and other cereal preparations; dried f r u i t ; 

See Commodity Survey 1967 • (United Nations publication, Sales N°: 
E ,68 , I I .D ,7 ) . 

t U See "Action re lat ing to the report of the Special Committee on 
Preferences, Def ini t ion of primary commodities, semi-manufactures 
and manufactures" (TD/B/C.2/3), July 1965. 

/cocoa powder 
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cocoa powder; cocoa butter and cocoa paste; margarine and lard.; wood, 
shaped or simply worked, e t c . ) , together with non-ferrous metals. 
This cr i ter ion seems to have been modified, however. 

Hence, i t i s easy to see that serious d i f f i c u l t i e s and discrepancies 
are encountered in any attempt to define what should be understood by 
manufactures and semi-manufactures, e spec ia l ly when the object i s the ir 
precise i d e n t i f i c a t i o n . The decis ion adopted on t h i s point w i l l make 
a great d i f ference to the export f igures obtained for these products 
and, therefore, for primary commodities. Hie d i s t inc t ion drawn in 
table 2 above i s grounded on two special considerations. 

In the f i r s t place, international trade in many of the processed 
primary commodities (food products, raw materials , f u e l s ) in SITC 
sections 0 to 4> and in non-ferrous metals (copper, z inc , lead, e t c . , 
in bars and other unworked or part ly worked forms) i s characterized by 
trends and problems c lose ly resembling and even ident ica l with those 
of trade in primary commodities proper, i . e . , unprocessed products. 
These common features include great i n e l a s t i c i t y of demand, or 
narked dependence of demand on the l e v e l of economic a c t i v i t y in 
the developed countries , very sharp price f luctuat ions , e t c . 
Furthermore, the transformation processes applied to these products 
are re la t ive ly simple as a rule; the value added i s small and the 
impact on industr ia l development only s l i g h t . The same i s true 
even of the products in these groups which undergo f a i r l y complex 
processing. In other Words, from the standpoint both of the internal 
and of the external sector they are more c l o s e l y assimilable in 
the ir evolution and repercussions to primary conmodities than to 
manufactures proper. 

Secondly, for most of the Latin American countries the s t a t i s t i c a l 
data available are not s u f f i c i e n t l y disaggregated and comparable at 
the l e v e l of SITC groups and items for a r e c l a s s i f i c a t i o n to be 
attempted; and in addit ion, any cr i t er ion adopted to dist inguish 
between primary commodities and manufactures i s open to cr i t i c i sm. 
Moreover, the great majority of the processed primary commodities 

/which might 
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which might be regarded as manufactures or semi-manufactures and are 
of export interes t to l a t i n America are already tradi t ional items in 
the region's export trade (although,the same might be said of certain 
manufactures and semi-manufactures included in SITC sections 5 St s e q . ) , 
Cases in point are quebracho extract from Argentina and Paraguay, 
leather from Argentina, Brazil.and Uruguay, and even t e x t i l e f ibre 
yarns and thread from Mexico. • ; ^ 

These considerations should be careful ly borne i n mind for the 
purpose of interpreting the f igures presented in table 2 and the ; 
more detai led analysis of Latin America's exports of manufactured 
goods. Ihese exports would substant ia l ly increase, and i n the ,case 
of several countries would const i tute the bulk of the i r t o t a l exports, 
i f processed or semi-manufactured primary commodities were included 
in the manufactures category. This i s true of Latin America's exports 
of meat in containers and meat preparations (SITC 013), the value of 
which exceeds 100 mi l l ion do l lars , and which would great ly a f f e c t the 
composition of exports from Argentina, Brazi l , Paraguay and Uruguay; 

of preserved f r u i t and fruit"preparations (SITC 053), exports of 
y i-' •-

which amount to 25 mi l l ion do l lars (Mexico's share being espec ia l ly 
large) ; and of petroleum products, copper bars and other non-ferrous 
metals, a l l of which are exported in much larger quant i t ies . 

/Chapter I I 
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INTERNATIONAL ACTION IN RELATION TO PRIMARY PRODUCTS 

In the l a s t ten years there has been much discussion of the 
international measures that might be adopted to expand the developing 
countries' volume of trade. In general, the stage of diagnosing 
problems and pin-pointing solutions has been largely completed. Therefore, 
e f f o r t s should now be concentrated on the preparation and conduct of 
negotiations concerning Specif ic measures, and on the formulation of 
action programmes laying down the procedures and t ime-tables for further 
negotiations on measures s t i l l requiring consultation. These were the 
expectations at the second sess ion of UNCTAD, which were t o a great 
extent frustrated as far as primary products were concerned. I t i s 
s ign i f icant that the two most important events connected with the trade 
relat ions of developing countries (the Kennedy Round and the second 
session of UNCTAD) ended without achieving much progress i n questions 
related to the developing countries' trade in agricultural commodities. 
This s i tuat ion i s i n sharp contrast to the advances made i n the 
l ibera l i za t ion of trade in manufactures between the developed areas, 
both through a s er i e s of customs t a r i f f negotiations of GATT and within 
the European Economic Community and the European Free Trade Association. 
Recognition of the fact that under these conditions the gap between 
developed and developing countries i s widening has deepened the anxiety 
to obtain more favourable resu l t s regarding some of the problems that 
have been most discussed i n recent years. The problems connected with 
primary products re la te mainly to : (1) measures for s t a b i l i z i n g world 
markets; (2) measures for improving conditions ef access to markets; 
(3) d ivers i f i ca t ion of exports from developing countries; and (4) elimination 
of systems of specia l preferences. The progress made in each of these 
f i e l d s i s described b r i e f l y below. 

/ I . Market 
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1. Market s tab i l i za t ion measures 

International act ion i n t h i s f i e l d has taken two main forms! 
negotiation of international commodity agreements or arrangements, and 
the creation and operation of international buffer stocks. The decis ions 
adopted on these matters at the second session of UNCTAD were l imited to 
an urgent recommendation to conclude the sugar and cocoa negotiat ions and 
t o carry out studies and consultations on market problems a f f ec t ing various 
products, and the recommendation to explore the p o s s i b i l i t y of s e t t ing up 
a buffer stock scheme for j u t e . Clearly, the subjects or points on which 
agreement was reached were to some extent of secondary importance, since 
on substantive questions such as the financing of reserves, price po l i cy , 
trade l i b e r a l i z a t i o n , e t c . , i t was not poss ible t o reach conclusions 
r e f l e c t i n g any progress with respect t o ex i s t ing commitments or 
recommendations. In some cases i t was even impossible t o reaff irm the 
v a l i d i t y of pr inc iples or recommendations included in the Final Act of 
the f i r s t UNCTAD sess ion . The agreement on the sugar and cocoa negotiations 
merely expressed the hope that such negotiations would be success fu l ly 
concluded, not a very ambitious objective i f i t i s considered that , in 
the one case , a new agreement was being negotiated on a commodity for 
which t h i s kind of arrangement, already existed and, in the other, the 
exploratory negotiat ions had been proceeding since 195S, The decis ion 
adopted at New Delhi was part ly f u l f i l l e d at the end of Septem ber 1968, 
when the new sugar agreement was successful ly negotiated. Since the same 
resul t has not ye t been achieved with respect to the cocoa agreement, 
nor have s p e c i f i c proposals been made for s imilar arrangements regarding 
other commodities, i t may wel l be wondered what prospects international 
co-operation rea l ly holds out in t h i s f i e l d . Actually, the l i s t of • 
commodities, covered by international agreements includes only sugar, 
c o f f e e , t i n , wheat and o l i v e o i l , Frcm the standpoint' of the developing 
countries as a whole, international agreements have been success fu l ly 
negotiated in only a very few cases and, even more important, no new 
commodity has been added to those on which agreements already existed 
before the f i r s t sess ion of-UNCTAD, 

/This •would 
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This would appear to lead to the conclusion that the prospects of 
extending international agreements to a larger number a.nd wider range 
of commodities are not too encouraging« The posit ion adopted ty the 
developing countries at New Delhi, however, was to s tress the importance 
of continuing the e f f o r t s to conclude new agreements, to extend in ter -
governmental consultations to commodities not covered by special ized 
international bodies, to recommend that informal arrangements be amplified 
and strengthened, and to invite a l l the Governments members of UNCTAD t c 
join the exist ing international commodity organizations, in order to 
strengthen their a c t i v i t i e s . Resolutions 16 ( i l ) and 18 ( I I ) , which cover 
a l l these points and were unanimously adopted at the second session of 
UNCTAD, constitute a commitment the fulf i lment of which might substantial ly 
modify the prospects referred to above. 

In th i s respect, a certain.amount of progress has indeed been made. 
Recently, the study groups and similar organizations on bananas, c i trus 
f r u i t , o i l seeds, o i l s and f a t s , rubber, jute , kenaf and related f i b r e s , 
cotton, and tungsten have considerably stepped up their a c t i v i t i e s . 
Recently, too, the f i r s t steps have been taken to set up study groups 
on other commodities, and informal consultations have been held on wine 
and tea«^/ The work of the study groups provides a good basis for 
i n i t i a t i n g exploratory negotiations or preliminary consultations on the 
spec i f ic problems of each commodity and, i f a l l the countries interested 
in trade in the commodity concerned were t o join those study groups, 
their p o s s i b i l i t i e s of action would be decidedly enhanced. I t should 
also be recognized that while i t i s desirable to negotiate agreements 
on as many commodities as possible , in some cases pract ical d i f f i c u l t i e s 
may jeopardize the success of such negotiations; i t would therefore be 
advisable to broaden the terms of reference of the study groups or similar 
bodies, entrusting them with spec i f i c and more comprehensive a c t i v i t i e s 
than discussion and consultation, 

1 / A summary of a l l these a c t i v i t i e s w i l l be found in the "Commodity 
survey 1968" (TD/B/C,1/50), issued by the secretariat of UNCTAD on 
26 October 1968, and in the. FAQ Commodity Review 1968 (Rome, 1968), 
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There are other reasons for concluding that , although the number 
of commodity agreements has not increased and no new commodities have.. 
been included in the ex i s t ing agreements, there have been certa in advances 
which should not be overlooked. The fact i s that between the type of -
agreements referred to in the Havana Charter (on the pr inc ip les of which 
the negotiat ions prior to the f i r s t UNCTAD sess ion were based) and those 
negotiated recently , even i f they were only renewals or renegotiations 
of previous agreements, there are substantial d i f ferences which r e f l e c t 
the new scale bf values and conceptual advances that have developed out 
of the discussions of UNCTAD and i t s permanent machinery on the problems 
of developing countries . Commodity agreements are no longer regarded as 
emergency measures to deal with temporary market disruptions. In the 
case of a great many primary products, recognition of the fac t that market 
disruption appears to be the rule rather than the exception has led t o 
the conviction that agreements can and should have a permanent s tab i l i z ing 
function as instruments for organizing the world market for certain 
commodities. The progress achieved with respect to agreements that have 
recent ly been renewed cons i s t s in the ir not being l imited to t h i s s tab i l i z ing 
function, interpreted as keeping the pr ices of the conmodity concerned . 
within previously established margins. New functions and object ives have 
been added. Thus, the new cof fee agreement provides for a d ivers i f i ca t ion 
fund for financing crop subst i tut ion programmes i n the producer countries. 

i. • ? r • • . _ • • • ' 
In the new sugar agreement, on the one hand, general norms are establ ished -
regarding price support p o l i c i e s and export subsidies and, on the other 
hand, certa in developed countries undertake to maintain a minimum level . . , 
of imports, to set a maximum l imi t on the area used for growing sugar beet, 
or t o meet a certain proportion of t h e i r domestic consumption and the.. 
increases therein from imports. Last ly , the new wheat trade agreement 
i s supplemented by a convention on food aid for developing countries, 
by virtue of which the countries part ies t o the convention agree to 
contribute 4»5 mi l l ion tons of grain for human consumption annually.. 
These innovations undoubtedly const i tute progress i^i. the conception of 
commodity agreements and provide guidel ines for future negotiations on 
other products, 

/The financing 
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The financing and' operation of international buffer stocks was another 
point on which no decision was adopted at the second session of UNCTAD» 
Disagreement centred mainly, on the scope of their operations and the part 
they can play in the market, and also on the methods of financing» I t 
was deemed convenient to await the conclusions of a study on the s tabi l i zat ion 
of conmodity prices which the International Monetary Fund (IMF) and the 
International Bank for Reconstruction and Development (IBRD), at the ir 
annual meeting in September 1967, decided to undertake. With t h i s end 
in view, in resolution 19 (II.) UNCTAD reconmended that the financing ®f 
buffer stocks should be one of the subjects of that study. Moreover, 
as already mentioned, in resolution 16 ( I I ) i t was recommended that the 
study group on jute , kenaf and related f ibres should explore the p o s s i b i l i t y 
of sett ing up a buffer stock scheme for jute . 

Recent progress in t h i s f i e l d i s very l imited. The f i r s t part of 
the above study was presented at the annual meeting of IBRD and IMF, held 
in September 1968, and i t was announced that the conclusions regarding 
the action which might be adopted by those agencies in s tabi l iz ing 
conmodity markets would be made known°in mid-1969. I t would appear that 
these organizations are prepared to help finance the buffer stocks, which 
in some respects would come to supplement in a "world context, and 
particularly in the context of IMF, the system of compensatory credit 
that was inst i tuted in 1963 and was amended in 1966 when easier credit 
terms were established. 

Further, The Committee on Commodities of UNCTAD, at i t s third session 
held at the end of 1968, approved the text concerning buffer stocks which 
i s summarized be lowj^ 

(a) A buffer stock should be equipped with adequate funds, through 
a regular income so long as t h i s i s required. This regular 
income should be provided i n a form that i s equitable for a l l 
parties concerned, and which does not impose an excessive burden 
on developing countries; 

2 / Trade and Development Board, UNCTAD, Report of the Committee on 
Commodities on i t s third session (TD/B/202), 14 November 1968, 
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(b) Each buffer stock should define in what conditions intervention 
should tàke plàce. 'Provision sheuld be made where appropriate... 
for such intervention of the buffer stock to take place in any 

. • sector of the market i n order t o bring i t s f u l l s tab i l i z ing 
. impact.to bearj 

(c) A buffer stòck should have s u f f i c i e n t f l e x i b i l i t y within i t s 
available resdurCes to be able t o contribute to . the defence 
of minimum and maximum prices," taking into account other 
stabil izing'techniques adopted; and 

-(d) When pre-finaneing ¿>f buffer stocks becomes necessary a l l . 
f i r a n c i n g : p o s s i b i l i t i e s (resources from international financing . 
organizations,- private capi ta l , government loans .or voluntary , 
contributions f r t ó "count r ie s ) should be considerepU. , . 

The differences of opinioh that arose on t h i s subject at New Delhi 
were mainly connectédwiththe : 'developing countries' proposals that the 
principles governing thè buffer stòck*s intervention in the market should 
be more e x p l i c i t l y dëfiriëd) ànd that the developed countries and international 
financing ins t i tu t ions should provide the resources for pre-f inane ing the 
buffer stocks. The conpromise text approved by the Committee on Commodities 
part ly s a t i s f i e s the divergent posit ions adopted, i n maintaining the principle 
sustained by the developed countries that the buffer stock's sphere of 
operations and method of intervention i n the market should be defined, 
in each particular case, arid in supporting the developing countries' view 
that the buffer stock might operate in any sector of the market. As 
regards the question of pre-finâneing, the agreed tex t adds nothing new, 
probably pending information as to what the international financing 
ins t i tu t ions are prepared to do in t h i s f ie ld» 

V" ; ' J ' : ' ' . . . . . . . 
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2, Measures to improye access t o markets 

Matters relating to the conditions of access to markets are at the 
root of the export problems of the developing countries. Without doubt 
an improvement in such conditions would have a favourable e f f e c t on the 
long-term trends of the ir exports, particularly as regards products that 
compete with the domestic production of the developed countries» The 
developing countries placed their greatest hopes for a trade l ibera l i za t ion 
programme for agricultural products on the Kennedy Round, since i t was 
repeatedly stated throughout the ^Lengthy negotiations that t a r i f f and 
non-tariff concessions would be granted that would stimulate the expansion 
of the ir trade. As i s known, such hopes were not realized; few concessions 
were made on agricultural products and fewer s t i l l on those of in teres t 
to developing countr i e s ,^ However, some of the developed countries 
announced that they intended t o apply the concessions a l l at once; 
i , e , without phasing out the reductions over a f ive-year period, i n 
response to one of the requests made by the developing countries»^ 
This i s the only step forward in recent years in the reduction of t a r i f f 
barriers for commodities of interest to the enveloping countries. 

The second session of UNCTAD also fa i l ed to achieve tangible resul ts 
in th i s respect. The draft resolutions or recommendations presented did 
not meet with the support of a l l countries, despite the fact that some of 
them merely repeated the wording of recommendations or commitments already 
adopted within UNCTAD and GATT. Simply repeating recommendations, however, 
serves no real ly useful purpose unless i t i s accompanied by measures to 
ensure that they are implemented more e f f e c t i v e l y . For example, the most 
frequently quoted recommendation relating to the problems of access to 
markets was the " s t a n d s t i l l " recommendation, which was included, together 
with other formal international commitments, i n the Final Act of the f i r s t 
session- of UNCTAD and in Part IV of the General Agreement on Tar i f f s and 

¿ / See UNCTAD, "The Kennedy Round: Preliminary evaluation of the 
resul ts with special reference to developing countries", (TD/6 and 
supplements 1 - 5 ) . 

¿ / GATT, Advance implementation of Kennedy Round Tariff Reduction on 
products of export interest to developing countries. Not i f icat ions 
by Governments (1/2862/Rev,1, 2 February 1968), However, at the 
twenty-f i f th conference of the Contracting Parties of GATT 
(November 1968) the developing countrie s indicated that i n most 
cases there had been so far no advance implementation of the t a r i f f 
reduction, 

/Trade, At 
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Trade» At New Delhi, the developing countries proposed/ i n a draft 
resolution on trade l ibera l i za t ion and access t o markets, the 
reaffirmation of the principle that the developed countries would not 
introduce new t a r i f f or non-tariff barriers and that those which had been 
introduced a f ter the f i r s t session pf UNCTAP, would be eliminated by 
31 December 1968« I t i s evident, however, that f ix ing a re la t ive ly short 
period for the elimination of. customs t a r i f f s and equivalent charges, as 
occurred on previous occasions, does not automatically ensure implementation 
of the recommendation« I t might perhaps have been more e f f e c t i v e to have 
approved the procedure suggested in another draft recommendation presented 
by a number of developed countries under which the principle that no new 
barriers should be introduced and nope of the ex i s t ing barriers raised 
was to be reaffirmed, while at the same time the Secretary General of 
UNCTAD was t o he instructed to prepare, i n conjunction with GATT, a 
complete l i s t of a l l the t a r i f f and noJVtariff res tr ic t ions established 
by the developed countries since the f i r s t session of UNCTAD in respect 
of the commodities of the developing countries» This l i s t would have been 
examined during the third session of the Committee on Commodities which, 
a f ter a caser-by-c&se study, would have se t s p e c i f i c targets for the 
elimination of a l l res tr ic t ions incompatible with the "standsti l l" 
recommendation« 

The product-byv-product stucfy" of res tr i c t ions seems to be the only 
approach that i s l i k e l y to achieve real resul t s i n the f i e l d of primary 
products* This fac t was recognized at the preparatory meetings of the 
Trade and Development Board prior to the second session of UNCTAD, not 
with respect to compliance with the "standst i l l" re commendation, but • 
with respect to the general problem of the l ibera l i za t ion of trade i n 
primary products exported by the developing countries, Clearly, the fact 
that res tr ic t ions are to be studied case by case does not necessari ly mean 
that the negotiations for their reduction op elimination must s imilarly be 
carried out product by product; they could quite eas i ly be held simultaneously 
on a number of commodities of interest t o a particular'group of countries. 
There i s t a c i t agreement that progress? iiv the l ibera l i za t ion and improvement 

/ o f the 
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of the conditions of access t o the markets of the developed countries for 
the primary products of the developing countries must be achieved i n t h i s 
way, since nei ther at the seventh sess ion of the Trade and Development 
Board nor at the th ird sess ion of the Committee on Commodities* was the 
top ic ra i sed . 

While as ye t no p o s i t i v e r e s u l t s have been forthcoming., the e f f o r t s 
made by GATT i n t h i s f i e l d are worthy of mention. At the twenty-fourth 
se s s ion of GATT (November 1967) the Contracting Part ies agreed t o e s t a b l i s h 
a committee t o examine a l l problems re la t ing to agr icul tural production and 
trade p o l i c i e s and to react ivate the Specia l Group on Tropical Products t o 
analyse the problems of tropica l products and suggest measures to so lve 
them, The Committee on Agriculture (which held two meetings i n 1968) 
concentrated i t s a c t i v i t i e s i n i t i a l l y on the compilation of data on 
production p o l i c i e s , systems of protect ion and support (both domestic and 
international)* consumption, pr ices and internat ional trade with respect 
to cereals;, meat, f r u i t , vegetable seeds and o i l s , tobacco and wine. At 
i t s second meeting, the Committee decided to div ide these top ic s in to two 
main categories: the f i r s t covering measures for protecting agr icul ture , 
and the second covering internat ional markets including the study of export 
price and subsidy p o l i c i e s and quant i tat ive r e s t r i c t i o n s . The value of t h i s 
approach i s that the products covered are of i n t e r e s t not only to a cer ta in 
number of developing countries but a lso ~ and t o a marked degree - to a 
group of developed countries ( including t h e United States , Canada, Austral ia 
and New Zealand), With regard t o the Specia l Group on Tropical Products, 
i t should be reca l led that i t had been hoped that agreement might be reached 
during the Kennedy Round to permit duty- free entry f o r tropical products t o 
the developed countries and the progressive reduction of in terna l charges 
and f i s c a l dut ies on them, i n l i n e with a programme prepared by the Special 
Group i n 1963» Since t h i s aim had not been achieved* i t was agreed t o resume 
the a c t i v i t i e s of the Group with the same objec t ives : the study of the 
t a r i f f and non-?tariff barriers on tropica l products, including internal 
charges and duties^ and of problems re la t ing t o the existence of spec ia l 
pre ferent ia l arrangements for some products. I t i s t o be hoped that the 
study of the effect?} of in terna l charges and f i s c a l dut i e s w i l l care fu l l y 
examine certain a l t e r n a t i v e s : whether, for example, as proposed h i ther to , 

/the ob^ctive 
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the objective should be to eliminate such charges and dut ies , or whether i t 
should be to maintain then) and transfer the. resulting income to the developing 
country exporting the goods concerned. This would mean trying to establish 
whether, given the re lat ive i n e l a s t i c i t y of .demand for some of these products, 
simply eliminating internal charges would resul t in lower expenditure by; 
consumers, without any perceptible e f f e c t on the volume of consumption» I f 
t h i s were the case, the second al ternat ive , i . e . to transfer the revenue 
from such charges to the developing countries would be more advisable. 

Discussions on matters relating to the improvement of conditions of 
access to markets have usually centred around the res tr i c t ions exist ing 
i n the developed countries. I t should not be forgotten, .however, that 
such res tr i c t ions are a^so present v although i n a d i f ferent way - i n trade 
between the developing countries. With the cor-operation of the Secretariats 
of UNCTAD and GATT, e f forts have been made to expand and l ibera l i ze trade-
between the developing countries, i n the GATT Committee on Trade Negotiations 
among Developing Countries, These i n i t i a t i v e s have involved b i la tera l and 
mult i lateral consultations in which thirty-two developing countries have 
participated (including ten non-members of GATT). I t i s hoped that in 
early 1969 i t w i l l be possible t o agree on a date for the exchange of l i s t s 
of concessions requested and .offered, thus gett ing the negotiation process 
under w a y , ^ 

I t has often been stated in connexion with the restr ic t ions maintained o 
by the developing countries that i t would very probably not be possible to 
organize a new round of t a r i f f negotiations in the near future. Since only 
a short time has elapsed since the Kennedy Round, there would certainly, 
be no point in start ing to prepare further negotiations of the same type» 
However, there i s a growing consensus that the problems of trade i n 
agricultural products require a comprehensive approach; i , e , an approach 

¿ / The l a t i n American countries that have already submitted their l i s t s 
are Argentina, Bol ivia, Chile, Cuba, Peru, Uruguay and Venezuela. 
Other Latin American countries that participated in the negotiations 
but have s t i l l to §ul?mit their l i s t s are Colombia, Dominican Republic, 
Jamaica, Mexico and Trinidad and Tobago, 

/ that s tar t s 
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that s tarts by examining the principles behind national agricultural 
policies» As mentioned ear l ier , i t has been agreed that t h i s w i l l be 
the approach of the Committee on Agriculture of GATT, and i t i s t o be 
hoped that the corollary to the work of th i s Committee w i l l be mult i lateral 
negotiations covering not merely t a r i f f s but non-tariff barriers, price 
po l i c i e s , subsidies, e tc , Although the outlook for the adoption of 
substantive changes in these po l i c ies i s somewhat bleak,— i t must be 
recognized that the problems not only relate to the trade opportunities 
that might accrue to the developing countries, but also* given the high 
cost of financing them, create domestic problems for the developed countries. 

While measures to d ivers i fy production and exports are a part of 
general economic development po l i cy they have aspects that are c lose ly 
linked to international trade pol icy . At i t s third session, the UNCTAD 
Committee on Commodities concluded a discussion which had started a t 
New Delhi on the aims and orientation of d i v e r s i f i e a t i c rogrammes, and 
reached agreement, iryter a-jia. on the following points J 

(a) Divers i f icat ion should be both horizontal (into other products) 
and vert ical (into more highly processed products); 

6 / At the end of 1968, the general outline of a plan for agricultural 
reform in the ECS countries was released. The plan i s t o cover a 
ten-year period and i t i s hoped that i t w i l l help to raise agricultural 
productivity and the income- of the rural. population. The plan also 
provides for changes in the structure of markets and in inter-Community 
trade, a l l of which may have appreciable e f f e c t s on the exports of the 
developing countries, "The Commission of the European Community estimates 
that the new agricultural measures w i l l cost 2,500 mil l ion do l lars , 
annually. I t reca l l s that in 1969 measures designed to improve 
agricultural structures w i l l cost the s i x member States 2*2C0 mil l ion 
dol lars , while the European Community w i l l al locate 2,3C0 mil l ion dollars 
during the year to suppprt agricultural markets. Under the Commission's 
plan for agricultural reform, t h i s t o t a l of 4*500 mi l l ion dollars should 
f a l l to an annual sum not exceeding 2* 000 mi l l ion dollars from 1980 
onwards, including a sum of 750 mil l ion for supporting markets. I t w i l l 
not* however* be possible to make reductions immediately, and costs w i l l 
begin to r i s e , probably topping off between 1973 and 1975* Nevertheless, 
the average annual f igure between 1970 and 1980 w i l l be 2*500 mil l ion 
dollars", Comunidad Euronaa.. ano V, No, 44 (February 1969). 

l ! See Report of jfoe Committee on Commodities on i t s third session, 
©p*cit.jt annex II,. '' 

3 . Export d ivers i f i ca t ion programme? 

/ ( b ) Takirvr 
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(b) Taking into account the need for balanced economic development* 
d ivers i f i ca t ion programmes should aim at the expansion of , , 
production of manufactures end semi-manufactures by the 
developing countries, at increasing t h e i r exports of such 
products* particularly those with re la t ive ly dynamic demand 
conditions on the world market, and at increasing food, • 
production in food de f i c i ent countries; 

(c) Divers i f icat ion programmes should be an integral part of any 
accepted scheme for production control that i s adopted within 
the context of international commodity arrangements; 

(d) The developed c o u n t i e s and internation^i f inancia l ins t i tut ions 
should give increased attention to the d ivers i f i ca t ion problems 
of the developing countries; i n order to supplement the 
resources provided by the developing countries themselves; 

(e) Highest pr ior i ty should be given to d ivers i f i ca t ion in the . 
programmes at inter-regional , regional and sub-regional l eve l s in 
the process of trade expansion and economic integration among 
developing countries; 

( f ) The Secretary-General of UNCTAD, in co-operation with'the 
appropriate specialized agencies, should make proposals'to the 
Committee on Commodities for studies on the d ivers i f i ca t ion 
problems relevant to products facing excess supply in the world 
market or competition from synthetics, and subst i tutes; 

(g) In the context of vert ica l d ivers i f i ca t ion i t i s recognized that 
the expansion of processing industries in developing countries 
could result in increased export earnings. Account should be 
taken by the developed countries of the p o s s i b i l i t y of bringing 
about certain readjustments in the structure of the ir industry 
or measures to increase and d i v e r s i f y imports from the developing 
countries; 

(h) The successful implementation of d i v e r s i f i c a t i o n programmes 
would, i n general, be strengthened by p o s s i b i l i t i e s of improved 
access t o external markets, or in the oase of s o c i a l i s t countries 
of Eastern Europe by increasing imports of the relevant products 
of developing countries, 

' /without underrating 
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Without underrating the importance of th i s agreement on the aims of 
d ivers i f icat ion programmes* i t must be recognized that nothing of any 
substance has been added in the way of new concepts* nor have the 
developed or the developing countries undertaken any commitments* For 
example* in referring to vert ica l d ivers i f icat ion* i t would have been 
useful to reaffirm the Urgent need to establ ish a system of general 
preferences for the manufactures arid semi-manufactures of the developing 
countries* as a means of encouraging d ivers i f i ca t ion programmes. Moreover, 
i t i s known that the greatest external obstacles to the d ivers i f i cat ion of 
i t s exports of the developing countries reside in the progressive escalation 
of the customs tar i f f s* which r i se i n accordance with the degree of processing 
of primary products. However, no reference was made to th is problem i n the 
approved text* despite the fact that i t i s i n precisely such f i e l d s that 
t a r i f f measures by the developed countries could help to increase the export 

8/ 
earnings of the developing countr ies . -

Horizontal d ivers i f i ca t ion should be taken to refer not just t o 
the commodity sector but mainly to industrial products. This i s not only 
because the industrial sector contains the products with the most dynamic 
demand' in world trade, but also because d ivers i f i ca t ion within the primary 
sector i s possible only within r e l a t i v e l y narrow l i m i t s . In the case of 
many l a t i n American countries where no more than two or three commodities 
provide the major share of to ta l export incomef i t i s possible that 
d ivers i f i cat ion within the primary sector might o f f er some immediate 
advantages, at l eas t by s l i g h t l y reducing the sector1s extreme vulnerabil i ty 
to external market f luctuations. I t i s c lear, moreover* that world demand 
prospects appear to be favourable f o r certain primary products* such as 
cereals, meat, non-ferrous metals* iron and manganese ores, and l iquid 
f u e l s . Hence those countries which have s u f f i c i e n t resources to d ivers i fy 

I t should be remembered that the e f f e c t i v e charges paid on processed 
goods actually r i se when the developing countries gain free access to the 
markets of developed countries or are granted t a r i f f reductions., for 
primary commodities used as raw material for processed goods when l i t t l e 
or no duty i s paid on the raw material^ from which the processed goods 
are manufactured. This means that what a developing country, may gain in 
exports through improved acpess for i t s primary products may be more ' 
than cancelled out by what i t l o ses in opportunities to export goods 
with a higher value added. 
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the ir production to include such products w i l l .;be in a. posit ion to achieve 
more favourable rates of expansion for the ir -total exports. However, for 
a good number of other primary products - mainly tropical-zone agricultural 
goods and raw materials facing competition from synthetics - the long-term 
trends of world demand indicate re la t ive ly low rates of growth. Thus, 
the countries which can divers i fy only within these groups of primary 
products would probably not be able to raise the growth rate of the ir 
t o t a l exports t o any appreciable extent. AH t h i s means that d ivers i f icat ion 
programmes within the primary sector should be prepared on at l e a s t a 
regional or a sub-regional basis , so that a minimum of co-ordination 
between national p o l i c i e s i s achieved. Otherwise, i f a number of countries 
simultaneously decide to d ivers i fy towards a particular type of production, 
then surpluses might be created, In t h i s respect , the studies t o be 
undertaken by the UNCTAD secretariat should const i tute a good point, of 
departure for c lar i fy ing some of the problems raised ty d ivers i f i ca t ion 
programmes. 

The text approved by the Committee on Commodities s ta tes that 
spec i f i c funds for d ivers i f i ca t ion should be one of the features of 
commodity arrangements and that d ivers i f i ca t ion programmes should be 
an integral part of any scheme for production control that i s adopted 
in the context of commodity arrangements» The Coffee Divers i f icat ion 
Fund, established by the new coffee agreement, const i tutes the f i r s t 
application of these principles which may wel l be extended to other products 
i f the experience now beginning to be acquired in respect of cof fee turns 
out to be success fu l . 

Whenever the question of the d ivers i f i ca t ion of the developing 
countries' exports i s discussed, i t i s concluded that d ivers i f i ca t ion 
should preferably although not exclusively be based on the promotion of 
manufacturing a c t i v i t i e s . This means that d ivers i f i ca t ion programmes 
must f i t into the general context, of the economic development programmes 
of each country, or to be more precis«?, that they must be one of the 
components of over fa l l development strategy. 

/ 4 . Special 
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4*' Special preferences 

Negotiations are under way for renewing the Yaounde Convention and 
similar agreements concluded between EEC and four other African countries, 
but no way has been found for implementing the recommendation on the 
abolit ion of special preferences included in annex A.11*1 of the Pinal Act 
of the f i r s t session of UNCTAD. At both the meeting of the Group of 77 and 
the second session of UNCTAD i t proved impossible to reach pos i t ive 
agreement concerning ways of implementing t h i s recommendation. The Charter 
of Algiers merely expresses the need to undertake s tudies , commodity-by-
commodity and country-by-country, on the e f f ec t of the abol i t ion of the 
special preferences in force and the steps necessary to ensure that countries 
which at present enjoy such preferences receive at l eas t equivalent 
advantages; i t recognizes, however, that , in certain cases, the special 
preferences in force could be abolished through international commodity 
agreements. Nevertheless, th i? agreement was not r a t i f i e d at the second 
session of UNCTAD, nor was i t considered at the seventh sess ion of the 
Trade and Development Board. 

The Latin American countries have maintained a well-defined stand 
in t h i s matter. They take a favourable view of a l l aspects of the 
Yaounde Convention related to flows of financing and technical assistance 
to the associated countries, but they consider i t inadmissible that one 
of the essent ia l elements of the Convention should be the establishment 
of trade treatment that discriminates against other developing countries. 
This posit ion was reiterated by the countries members of the Special 
Committee on Latin American Co-ordination (CECLA), at i t s fourth meeting 
at the ministerial l e v e l held in June 1968. At t h i s meeting, they a lso 
ra t i f i ed the agreement in the Charter of Algiers that , in the case of 
certain commodities, the special preferences in force could be reduced 
or even abolished through international agreements. 

The posit ion of the EEC and associated countries peems to be 
somewhat contradictory. Although the two groups approved the recommendations 
for gradually abolishing special preferences., the Community has negotiated 
r'" 'T> . "• • •• HU .i-- A 
£ / Report of the Rapporteur on the fpurth meeting of CECLA at the 

ministerial l e v e l (Santo Domingo, June 1968)* 
/new arrangements 
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new arrangements to extend special, .preferences to other countries and i s 
preparing to negotiate .others,, while, the associated countries are advocating 
the need not only to maintain discrimination b^t also t o in t ens i fy i t . 
Clearly, neither the concession of new special preferences nor the 
maintenance of those already in existence can be reconciled with the 
undertaking t o abolish them* . 

When the question of special preferences i s confined s t r i c t l y to 
the customs aspect, i t seems easy to find possible solutions: in the case 
of primary products, through commodity agreements or some form of 
international organization of markets; „in the pase of manufactures and 
semi-manufactures, ty establishing a general system of non-reciprocal 
preferences i n favour of a l l developing countries. Nevertheless, t h i s 
c lear approach to the problem when reduced, to such terms, has not l ed to 
pract ical resu l t s because the issue ; at: stake for the EJ2C countries i s 
not merely the t a r i f f advantages they grant to a group,of countries but 
a l so , and simultaneously, the concessions they receive. The association 
agreement i s the instrument for sett ing up a free trade area, which 
introduces reciprocity as an element of the concessions,. Thus i t i s 
generally considered that the countries most interested in maintaining 
the system of specia l preferences are the members of the. European Economic 
Community, because of the preferences they themselves receive in the 
markets of the associated countries. Now, these reverse preferences 
(as they have been cal led) have become an obstacle to. the adoption of 
the general system of non-reciprocal preferences i n favour of a l l 
developing countries, inasmuch as some, developed countries make their , 
participation in such a system conditional upon the abol i t ion of special 
preferences. 

This i s one of the issues hampering the search for solut ions , but 
not the only one. There i s a lso the added complication that ar i ses out 
of maintaining the. open character of the association, i . e . , the inclusion 
of new countries, which would extend the special preferential treatment 
to a larger geographical area than at present, 

The two concepts <r the reciprocal nature of the special- preferences 
between EEC and the associated countries and the open character of the 
association ( e . g . , the possible spread of special preferences) are 

/considered essent ia l 
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considered essent ia l elements of the new agreement that i s being 
negotiated. At the same time, i t has been exp l i c i t l y recognized that 
the Community might contemplate the reduction or abolit ion of the common 
t a r i f f i f the international commodity agreements based on the control 
of supply ensure that the associated countries can s e l l their products 
at stable and. reasonable prices through export quotas and other 
arrangements. This formula, or ig inal ly set forth in the Charter of 
Algiers, would certainly provide a solution applicable to some Latin 
American products affected by special preferences; i t i s to be hoped, 
therefore, that i t w i l l be included in the new text of the association 
agreement« 

The new international coffee agreement already provides a solution 
to the problem of special preferences for t h i s commodity. Article 47 
of the agreement establishes that "taking into account the ir mutual 
interest and in the sp ir i t of Annex; A . I I . l of the Final Act. of the First 
United Nations Conference on Trade and Development, the Members undertake 
to seek ways and means by which the obstacles t o increased trade and 
consumption . . . . c o u l d be progressively reduced and eventually wherever 
possible eliminated, or by which the ir e f f e c t s could be substantial ly 
diminished". These obstacles include the customs t a r i f f s ex is t ing in 
various countries. The implementation of the cof fee agreement has benefited 
a l l exporting countries. F irs t , i t helped to obtain an appreciable 
improvement in world prices and to keep than at that l e v e l , reducing the 
extent and frequency of price f luctuat ions . Secondly, the system of export 
quotas has not only served to regulate the t o t a l world supply of co f fee 
but i t has enabled many countries particularly the African States. - t o 
increase the ir share of world exports. Thirdly, inasmuch as the major 
Latin American exporters have undertaken to re s t r i c t production, finance 
the ir accumulated surpluses and launch prop substitution programmes, they 
have l a i d the bases for solving the problem of structural over-production 
that has affected the cof fee economy for many years» 

The commitment accepted in the context of the International Coffee 
Agreement provides a guide for the adoption of similar formulas for other 
commodities, e . g . pocoa, another major Latin American export that i s 

/ a f f ec ted by 
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affected by discrimination in the EEC market. At the fourth meeting of 
CECLA at the ministerial l e v e l , the Latin American countries agreed t o 
press for the abolit ion of discriminatory t a r i f f treatment as a .bas i s 
for a possible international agreement on t h i s cconmodityv "The type of 
agreement that i s under discussion, based on the establishment of a 
price scale , a system of export quotas and ¿'buffer stock, has a l l the, 
characteris t ics that the EEC considers suitable as a basis for warranting 
the reduction or abolit ion of the common external t a r i f f . I t i s to be . 
hoped, therefore, that when the negotiations on the cocoa convention are 
resumed, i t w i l l be easy to reach agreement regarding the elimination of 
discriminatory t a r i f f s and, possibly, of a l l ex is t ing customs charges and 
internal duties on t h i s commodity, ^Lastly, mention should be made of the 
specia l problems af fect ing the banana trade, i n which t a r i f f discrimination 
has reached i t s highest l e v e l and i s supplemented by quantitative 
r e s t r i c t i o n s . The perishable nature of th i s commodity excludes the 
p o s s i b i l i t y of an agreement based on export quotas, but arrangements may -
be envisaged in connexion with export prices , marketing margins and other 
questions related to the spec i f i c features of t h i s commodity. At a l l 
events, any modification that might res tr i c t or interfere with the 
current duty-free quota system covering imports in to the Federal 
Republic of Germany would not be feas ib le unless other provisions for 
the abol i t ion of the common external t a r i f f and the quantitative 
res tr i c t ions ex is t ing in some EEC countries are adopted concurrently. 

The possible solutions to the problem of special preferences in • 
the case of the three commodities referred to above by no means exclude 
the p o s s i b i l i t y of achieving the same resul ts by other means, i»e», the 
complete l ibera l i za t ion of trade in tropica l agricultural commodities in the 
developed countries1 markets, as has been recommended at ministerial 
meetings of GATT and as i t was hoped might be agreed in the Kennedy Round, 
As stated previously, the new terms of reference :of the Special Group on 
Tropical Commodities refer e x p l i c i t l y to the study of special preferential 
arrangements, which, together with internal charges and f i s c a l duties , 
are the most formidable barrier to trade in t h i s group of commodities. 

/Chapter III 
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Chapter I I I 

EXPORTS OF MANUFACTURES AND SEMI-MANUFACTURES 

1* Recent trends in exports of manufactures and semi-manufactures 

As noted ear l i er , while export? of manufactures have grown at a 
re la t ive ly f a s t pace in recent years, compared with exports of primary 
commodities., they have not yet reached l e v e l s high enough to bring any 
fundamental change in the composition of the to ta l exports of the region. 
Between the periods 1955-57 and 1964-66,„exports of manufactures grew 
at an average annual rate of .10 per cent, while t h e i r share of the t o t a l 
value of exports grew from 2.9 per cent t o 5 .1 per cent (see table 2 ) ^ 
In terms of value, annual exports of manufactures for the region as a 
whole rose from an average of 246 mil l ion dollars to an average of 562 mil l ion 
dollars between the two periods. Thus, i n both re la t ive and absolute 
terms, exports of manufactures have a re la t ive ly small sh§.re which, moreover, 
i s conçentrated i n a very few countries» Since Argentina, Brazil and 
Mexico, are responsible for s l i gh t ly more than two-thirds of the regions 
t o t a l exports of manufactures,, an analysis of what has happened i n these 
threee countries should su f f i ce to give an idea of recent trends i n 
exports of manufactures i n the region^ 

Despite a re la t ive ly steady rate of growth during the period 1955-56 
to 1965t-66 — an average of 5o7 per cent annually — Argentina's exports 
of manufactures during 1965-66 only represents 5®9 per c§nt of i t s t o t a l 
exports, divided into simple manufactures (1«5 per cent) , machinery and . 
transport equipment ( l 0 3 per cent) and otheç manufactures (0*8 per c e n t ) ^ 
Looking f i r s t , at chemicals (SITC sect ion 5) , one f inds that v i r tua l ly half 
the t o t a l value of exports - which declined between 1955-56 and 1965-66 — 
i s attributable to tanning materials, mainly quebracho extract . Two groups 
of products — leather goods and iron and, s t ee l — account for most of the 
exports of manufactures in SITC section 6, whose t o t a l value grew at an 

\ f Seetthe methodological note i n chapter I regarding'the c l a s s i f i c a t i o n 
of products into primary products §ind.manufactures, 

2/ Data based'on the SITC nomenclature, i 0 e» excluding/processed 
foodstuffs» 

/average annual 
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average annual rate of 21 per cent over the period® Exports of manufactures 
i n SITC section ? (machinery and transport equipment), on the other hand, 
were much more act ive , growing on the average by 46 per cent, annually between 
1955-56 and 1965-^66« The growth pf such items as o f f i c e machines, e l e c t r i c a l 
machinery and, to a , l e s ser extent, transport equipment, mostly comprising 
road rbtor vehic les , was particularly marked (see table 6 ) , 

The measures adopted by the Argentine Government to promote 
non-traditional exports have probably helped i n a general way to expand, 
such exports over the past three years. They include f i s c a l incentives , 
f or example exemptions from or repayments of taxes or duties in respect 
of certain exports, and a system of medium-term credit administered by the 
Central Bank for exports of capital goods» In contrast, another factor 
of an ins t i tu t iona l character '«* the exchange rate - has had the opposits 
e f f ec t« The peso — dollar exchange- between 1964 and 1967 only par t ia l ly 
of fset , the r i s e in domestic cos t s , thus making Argentine industry l e s s 
competitive» . 

In recent.years, Brazi l has made notable e f f o r t s . t o expand i t s exports 
of manufactures, the t o t a l value of which grew from 20o6 mi l l ion dol lars 
i n 1955-56 to 122*3 mil l ion i n 1965-66, increasing the ir share of t o t a l 
exports from 1»4 to 7»2 per c e n t « ^ Manufactures in SITC section 6 grew 
particularly rapidly .{at an average annual rate of 23 p e r c e n t ) , but were 
outpaced by exports of machinery and transport equipment, which grew Oh 
the average by 29 per cent, annually, r i s ing in value from 2»5 mil l ion to 
31 mil l ion dollars» In general, the manufactures in SITC section 7 (including 
machinery and transport equipment) which grew at a steady rate were those 
which involved re la t ive ly complex industrial technology, for example;, 
tabulating machine?, card-punchers, mechanical la thes , etc» 

2 / As in the case of Argentina, these f igures exclude certain products 
c l a s s i f i e d as manufacture? in national s t a t i s t i c s , for example, 
canned méat (7»6 mi l l ion dollars i n 1966) and soluble cof fee (10 mill ion 
do l l ar s ) , 

/Table 6 
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ijliifm 

SITC headings Average 
fereentnge of 
total «ports 

Annual growth 
rates 

.1955-56 1965-66 1955-56 19é5»66 1965-66/1955-56 

Argentina 
5 Chemicals 48,2 40.6 5.1 

532 Quebracho (26.8) (16,1) 2.9 
6 Manufaotured goods 3.0 19.2 0.3 

61 Leather goods - (6.-3) 
67 Iron and steel (7-3) .tm 

7 Machinery and •transport equipment Q*k 16.3 • •• 

71. Maohinery, other than eleotrlo (13A): 
771 Power generating machinery, 

(1.3) 
714 

other than electr^o (1.3) -
714 Offloe maohlnea ** 7.4 «* 

72 Eleotrioal maohinery (0.1) Î H • • • 
73 Transport equipment M (1.8) m 
732 Road motor vehicles a.5) m 

8 Miscellaneous manufactured 
artiblea 0.2 • 12.2 • •• 

Total manufactures 51.8 90.3 5.5 
Total exports 936.2 1 „ m 100.0 

Brazil • ' 

5 Chemloals 20,6 P.6 

63 % 
71 

714 
72 
73 
732 

Mesi00 
5 , 541 
6 

65 
67 

S 
73 
735 

Manufaotured goods a/ 
Wood manufaotvu-rs 
Testilo goods 
Iron and steel 

Machinery and transport 

8,3 

2.5 
Maohinery, other thaw eleotrlo 
Office machines 
Eieotrioal machinery 
Transport equipment 
Road motor vehicles 

Miscellaneous manufactured 
articles 
Total manufactures 
,atal exporta 

Chemicals 
Pharnaoautiaal produits 

Manufaotured goods b/ 
Textile goods 
Iron and steel 

Machinery and transport 
equipment 
Maohinery, other than eleatrio 
Eleotrioal maohinery 
Transport equipment 
Ships and boats 

Miscellaneous manufactured articles 

0.6 
20.6 

1 452.6 

14.2 
(6.2) 
94.6 
(25.2) 
(1.7) 

Total manufactures 
Total exporta 

67.3 
(6.9) 
I5»c> 
31.6) 
31.0 
(19.8) 
(4,6) 
(5.0) 
(6 .1) 
3-8) 

3.3 
I22.3 

1 668.4 

SA-
1̂ 5.5 
tei 

0.6 

(0.3) 

0,2 

1,4 
100.0 

(0.5) 
7.6 

IKJ 

0.8 
5.9 

100.0 

1.2 
4 . 0 

(0,4) 

fói 
1.9 

(1.2) 
(0*3) 
(0.3) 

(0-2) 
0.2 " 
7.3 

100.0 

5.1 

t i » 
aii 

«1.7 
( - M ) 
21.0 

46.0 

(4i.o) 

5<3»c 

I l i 
8.5 

23.C 

(22.0) 

18.6 
18.? 
1.4 

21.0 
( ia> 
bs 

3.8 ,27*3. 0.3 1.5 22.0 
«T* (i3*6) «M 

m n (8.7) • m 
(Qf9) (0.1) 

m 
(18.4) 

- (1.8) ~ m 

14.4 33f^ 1.2 1.8 8.8 
128.2 305,0 10.3 16.4 9.1 

1 249.8 } 8 4.8 100.0 100.0 4.0 

SouroetUnited Nations, Yearbook ef International Trade Statlstlqa, 1959 and 1?66. 
0/ Bsoluding division 68 (noB^ferroup metals). 
§/ Exoluding division 68, for which Mexico had the following figures1 an average of 170.6 millicn dollars 

during 1955-56 and an average of 122 million dollars during 1965-66» 
/'Nevertheless, despite 
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Nevertheless, despite.the- f a c t that Braz i l 1 s exports of manufactures 
grew-, at an over-a i l rate (18,9 per cent annually between 1955-56 and 
1965-66) which Compares very favourably with the corresponding rate, f o r 
t o t a l exports CU4:;per °ent''ààrMally),\'-aie^t. jof. the „time they were subject 
t o marked f luctuat ions which great ly a f f ec ted the prices for a large numbêr 
ôf products, as has been e spec ia l ly evident i n recent years with .a number 
of iron .ariçl s t e e l products t - . . 

The-most inportant of: thé fac tors causing, these f l u e tuâtiôii^ have 
t o do with: variat ions i n domestic demand and wi th exchange problenis similar 
to those which occurred in Argentina. I t may be sa id that• entreprenuttrs 
i n Brazi l ! bas ical ly , tend to . turn their, a t tent ion to exports when the domestic 
market shrinks, . part icularly in the case of technical equipment and capi ta l 
goods. Clearly, a gradual and continuous expansion of exports of manufactures 
very much-depends on the creation of the w i l l t o export," so that exports 
èf manufactures are viewed as the normal end-product of certain industr ia l 
àèctors, rather than as a temporary stopgap t o make up for variat ions i n 
domestic demand. 

Mexico's exports of manufactures ôver the period 1955-56 to l965-r66 
markedly increased. their share i n t o t a l exports 1» already much higher 
at the beginning of the period than in Argentina and Brazil - w h i c h rose 
from 10®3 to 16.4 per. cent*' Exports of manufactures in SÎTC sect ions 5 to 8, 
excluding d iv i s i on 68, grew.-as a group by 9ol per cent annually, during 
1955-56 to 1965-66, which compares favourably with the averageanhual rate 
«jf1 growth of, t o t a l exports (4 per cent) royer the same period* . .' 

The. two basic components of Mexican exports of manufactures are .."'/•'"•'• 
„ chemicals, which grew at an average annual rate of '21 per cent — pharmaceutical 
products making up one-third of the to ta l . — and the manufactured goods in 
SITC sect ion 6, some of which f o r example, traditional: products such as , 
t e x t i l e goods, grew r e l a t i v e l y slowly, while others> such as iron and s t e e l , 
expanded much more .rapidly» . Exports of manufacturés, i n SITC »section 7 . 
(machinery and transport equipment) over t h i s periçd, while growing extremçly 
rapidly ($t an average annual rate çf 22 per cent) , maintained a low share, 
i n both re la t i ve and absolute terms, of t o t a l e x p o r t s of manufactures. In 
more recent years ̂  hôwéyer^ there - a p p r a ç ^ i f r eagxa&s 

''of-products i w o l t i ^ - ^ . ^ l ^ f ^ î n ^ / M p é for 
example, e l e c t r i c a l machinery and appliances, and transport equipment. 

/Generally, then, 
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Generally, then, i t may be said that,, despite the actual progress 
ócKiéved by some countries i n a number of sectors, Latin America has not 
been able to develop a su f f i c i en t ly wide range of exports involving a 
certain degree of advanced technology, i . e . products with a high proportion 
of value added and for which world demand i s the most dynamic. This i s 
quite evident i f Latin America's performance i s compared with that of 
several other countries i n di f ferent regions over thè same period. The 
fac t that Latin America's exports are not properly adapted structurally 
•;o the current trends of world trade, and espec ia l ly i t s most dynamic 
features explains why i t s , exports grew by only 3 . 1 per cent during the 
period 1955-5? to 1965-66, a rate that i s even lower than that of other 
developing regions. 

The progress made in regional integration has had a direct influence 
">n the geographical distribution of exports of manufactures. A breakdown 
of reciprocal trade among the.Central American countries shows that 
manufactures accounted for 68.2 per cent of t o t a l intra-area exports in 
1967 (see table Export of manufactures within the Central American 
Common Market have grown steadily i n recent years, r is ing from 34 mil l ion 
dollars, in 1963 to ; 82 mil l ion dollars in 1?65 arid 144 mil l ion do l lars , 
in 1967, very .much faster.; than, intra-area exportp of.primary; products,, ^ 
I t i s particularly interest ing to note, moreover, that the Common Market 
absorbs a very large proportion of to ta l exports of manufactures by the. 
member countries. In 1965, intra-area exports of goods, i n SITC sect ion 6-
and 8 were.valued at,57 mil l ion dol lars , compared.with only 2 mil l ion dol lars 
for exports of such goods to countries outside the area. The corresponding 
f igures for t o t a l exports of manufactures by Central America are 82 mil l ion 
dollars for intra-area exports and 7 mi l l ion for exports t o countries 
outside the area. 

/Table 7 



E/CN.12/816 
Page 64 -, 

• Tafele 7 

CENTRAL AMERICA: INTRA-AREA AND EXTRiUAREA EXPORTS OF MANUFACTURES 

(Milliona of dollars) ' 

.•l'y I .. 
SITC 

sect ions 

1963 • ^ 1965 • 1967 .•l'y I .. 
SITC 

sect ions Intra-
i area 

Ectra»-
area 

Intra-
area. 

Extra-
. 4 *rea , 

Intra-
area 

? a / • 

0 - 4 33 364 38 422 

5 " - 8 4 21 4 32 

7 — . . 4 1 9 
6 and 8. 26 6 57 2 103 
Total 5-8 34 10 82. 7 144 
Aggregate t o t a l 67 m 120 429 211 

Source» SIECA/UNCTAD, 
a / No data available on extra-area trade» 

Although the s t a t i s t i c a l data available fpr the Latin American Free , 
Trade Association (LAFTA) are npt very detai led, i t may be said that intra-area 
exports of manufactures have grown appreciably' i n recent years as a resul t 

* 

of the t a r i f f concessions negotiated» While intra-area exports of goods 
included in the l ibera l i za t ion programme grew from 300 mil l ion dollars i n 
1962 to over 650 mil l ipn i n 1966, the share of manufactures in exports rose 
from 18 to 25 pfr cent* and their value from 45 mil l ion dol lars to 143- mil l ion 
(see table 8 ) , . The largest increases were i n o f f i c e machines, machine too l s 
f or working metal^; sewing machines, e l e c t r i c a l appliances, tyres , and 
s t e e l p lates and,sheets» 

In contrast to what has happened in the Central American Common Market, 
exports of manufactures within LAFTA have not yet attained a large share 
of t o t a l intra-apea regional export? (10 per cent of t o t a l value i n 1966), 
They do, however, represent a s izable proportion of t o t a l exports of 
manufactures by the LAFTA countries, although the proportion varies i n each 
group of manufactures» In the case of tradi t ional manufactures, the regional 
market continues to absorb a small fract ion of exports, which mostly go to 

/ the industrialized 
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the industrial ized countries. On the other hand, intra-area exports of 
manufactures containing a re la t ive ly high degree of technology, such as 
o f f i c e machines or e l e c t r i c a l equipment, currently make up more than half 
of to ta l intra-area exports, and for some goods the proportion i s as high 
as 70 per cent . 

The data available indicate that the rate of growth of Latin American 
exports of manufactures to countries within the region i s much higher than 
that of t o t a l exports of manufactures. For example, between 1955-57 and 
1964-66 intra-regional exports of manufactures in SITC sect ions ,6 and 8 
(excluding d iv i s ion 68) grew at an annual rate of 18,6 per cent, as 
compared with a rate of 8 ,9 per cent f or to ta l exports. The corresponding . 
rates for manufactures i n section 5 were 16,4 and 8 ,2 per cent respectively, 
while for those in section 7, they were 29,5 and 20 per cent. For 
manufactures as a whole, the rate of growth of intra-regional exports was 
double (19.5 per cent) that of t o t a l exports (see table 9 ) , 

This points up the fundamental role of regional economic integration 
in promoting Latin American exports of manufactures, a role that w i l l have 
to be markedly strengthened as further progress i s made in regional 
co-qperation. Undoubtedly^ the experience that Latin American industr ia l 
enterprises are acquiring i n exporting manufactures within the region w i l l 
inevitably help to create the w i l l to export which i s e ssent ia l i f Latin 
American exports are i n the future t o penetrate the markets of the 
developed countries. 

/Table 8 
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Table 8 

u m * N M U ^ A R S À ESPORTS O F MANUFACTURES INCLUDED M THE LIBERALIZATION PROOUMMB 

(Mllllorm of dollars) 

N 

1962 1?63 196"+ 1965 1966 
Annual 
growth 
rates 1962-66 

5 Chemioal 6.5 16.2 21.3 2U.5 30.0 "+7.0 
Manufactured goeds 65.5 7̂ .5 9̂ .0 73.2 21.5 

7 Machinery and transport equipment 1.2 8.8 14.9 22.0 28.9 121*5 
8 Mlsoeilaneous manufaotured 

articles 2.7 6.3 7.6 10.5 26,5 
Total ^.2 . 22-1 117.0 aW.1 1*4-2.6 33.5 

Sauree« LAFTA. 

Table J 

LATIN AMSRICAj^aCPCSlTS OP MANUFACTOR® 

(Millions eg dollars) 

SITC Bactions 

Total Latin Amerioan expwts 
of manufaotures . 

Exports of manufactures within 
Latin America 

SITC Bactions 

1955-57 1964-66 Ancuàl 
gpoVbh 
rates 

1955-57 1964-66 
Annual 
growth 
rates 

5 85 173 8.2 Ï5 59 16.U 

7 13 69 20.0 5 50 29.5 
6 and 8 1̂ 8 320 8.9 32 1̂ 9 18.6 
Tfttal experts if manufaotures M 562 9.6 52 258 19.5 
Total exnerta LM. n 197 22Z 1 077i M 

Sevreei United Nations, Year bosk of International Trade Statistics and Monthly Bulletin of Statlstlaa. 

a / Twenty oountrles. 
b/ fisoludlng division 68 (non^ferrou* metals)« 

/ 2 . Exports 
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2 e Exports of manufactures as a dynamic factor i n 
Latin America's foreign trade 

Broadly speaking, the trends followed i n recent years both by world 
trade and by Latin America's exports bear out the assumption that manufactured 
goods are the most dynamic factor in the trade of developed and developing 
Countries alike» . In the case of the Latin American countries, as has been 
shown, the growth rates of industrial exports are high for certain groups 
of products, some of which did not appear in export s t a t i s t i c s ten years 
ago« Most of th i s expansion, however, has been achieved within the 
framework of regional integration movements, that i s , under the aegis of 
the trade concessions agreed up9n between the members of the integration 
systems concerned. Accordingly, although regional integration can do much 
to sustain and even accelerate the rate of increase of industrial exports, 
in the end the real structural reform of Latin America's export sector w i l l 
be based on i t s capacity to adapt i t s e l f to the more dyiiamic world trade 
f lows. This implies the necessity of defining, in broad out l ine , a policy -
whose ultimate aim i s to promote those manufactures which have the best 
world market prospects^, with due, regard to the special conditions prevailing 
in each country. In other words, the pol icy based so le ly on import 
substitution as the prime mover in -the industr ial development process needs 
to be changed or substantial ly modified so as to incorporate the dynamic 
influence of the expansion and d ivers i f i ca t ion of exports of manufactured 
goods* 

In t h i s connexion i t i s important to consider which ident i f i ca t ion 
branches of industrial production have shown the most promising rates of 
expansion i n recent years from the standpoint of world demand. Research 
on the exports of manufactured products (SITC sect ions 5 to 8) e f f ec ted by 
developed countries during the period 1955-64 ^ showed that the export 
items whose cumulative annual growth rate during that period ranged from 
10 to 20 per cent included, on the one hand, some,of the products of 
tradit ional industries such as footwear, clothing, furniture and travel 

y See Economic Planning Agency, Japanese Government, Economic Survey 
of Japan (1965-1966) (The Japan Times^ Ltd., TokLo)». 

/goods, and, 
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goods, and, on the other hand, ar t i c l e s such as office.machinery, optical 
«easuring and controll ing instruments, man-made f i b r e s , tape recorders 
and pisdcal instruments, synthetic p l a s t i c s , e l e c t r i c a l machinery, 
photographic equipment,- metal-working .machinery, pulp, papier and board 
products, aluminium, and motor veh ic l e s . A second group of products »hose 
annual growth rate over the period indicated f e l l between 5 and 10 per 
cent comprise leather and wood manufactures, g l a s s , organic colouring 
matter, e ssent ia l o i l s , toys and sports equipment, pharmaceutical products, 
iron and s t e e l manufactures, carpets, and agricultural machinery« 

Another method of identi fying, products with high rates of expansion 
i s to study the developed countries, reciprocal trade in manufactured 
goods. The f igures for these countries* imports from one another, broken 
down by major categories of products, show that by 1965 the,value of 
imports.of machinery and transport equipment had reached 23,800 mil l ion 
dol lars , as against about 6,000 mil l ion in 1955J their share in the t o t a l 
imports of the developed countries thus rpee from 27 per ceni i n 1955 to 
36 per cent i n 1 9 6 5 C h e m i c a l products, iron and s t e e l , forest products 
and pulp and paper also showed f a i r l y rapid growth rates . An analysis 
of the products traded among the developed countries with market economies 
brings to l i g h t the steadi ly increasing importance of those sectors whose 
technology i s r e la t i ve ly farther advanced. More careful study reveals 
that within these branches of industry trade i s being diverted from their 
tradit ional manufactures to new products f o r which import demand runs very 
high. A similar trade s h i f t i s taking place in the case 6f t e x t i l e products, 
i n favour of those based on a r t i f i c i a l or synthetic f i b r e s . - ^ 

Obviously, the developed countries1 imports of manufactures from 
the developing countries are very d i f ferent in composition» There i s a / 

1 preponderance of products which may be c l a s s i f i e d as l i g h t manufactures, 
including certain processed foods* A glance at the l i s t of these import 
items shows that some of them expanded at f a i r l y high annual rates between 

- •:: .'•: / / V;; , 
jj/ See a report by the. UHCTAD Secretariat on dynamic products in the 

developing countries1 exports of manufactures and semi-manufactures : 

(TD/B/C.2/47). . 
6 / See the report referred to i n footnote 5» 

/1955 and 1965, 
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1955 and 1965, but i t can also be seen that t h i s i s due to . the exceptionally-
low l eve l s recorded in the base year Both features — i , e , , the kind 
of manufactured goods which the developing countries can export and the 
l imited value of such exports (for the developing countries in the aggregate) ~ 
largely r e f l e c t the nature of the t a r i f f and non-tariff barriers hindering 
their access, to the developed countries' markets. In the developed 
countries, the tradit ional types of manufacturing industry are strongly 
protected both by the absolute l e v e l of t a r i f f duties and by the progressive 
increase in these duties in conformity .with the degree of processing 
undergone by the goods concerned. Research on the l a t t e r question has 
made i t c lear, i n addition, that the real incidence o f , t a r i f f duties i s 
considerably greater than their nominal l e v e l s suggest, since in actual 
fact they represent protection applied to the value added in the successive 
stages of processing. The findings of a sample survey based on 22 products & 

• .'re-
exported from the developing to the developed countries, which ¿re assumed 
to undergo, on an average, four successive stages of processing, indicate 
that the real (or "effective") l e v e l s of protection are unsuspectedly high 
(see table ID), 

This increasing protect ionist incidence of t a r i f f duties tends not 
only to perpetuate a .distorted structure of exports in the case of the 
developing countries, but also to impede the spread of technological progress 
in the countries i n question, since i n so far as they are debarred from 
access to external markets, their opportunities of introducing more complex 
production techniques are circumscribed by the small s i ze of the ir domestic 
markets. The s ignif icance of the phenomenon i s evidenced i n the fac t that 
the largest increase in the e f f ec t ive incidence of t a r i f f duties coincides 
with the transi t ion from the f i r s t t o the second stage of processing» 2h 
the study referred to in table 10, i t i s pointed out that "at the 
primary stage, e f f e c t i v e duties can be taken to equal the nominal t a r i f f , . 
Thus, the e f f ec t i ve rate of protection increases almost without exception 
from the f i r s t to the second stage of transformation. But while nominal 

2/ See the report referred to in the preceeding footnotes, particularly 
tables I H - 4 , I I I -5 , and I I I -6 . 

§ / The following are the products selected: meat, f ishy vegetables, cocoa, 
leather, ground nuts, copra, palm kernels, palm o i l ; rubber, wood; wood 
for pulping,, wool, cotton, jute , s i s a l and henequen, iron, copper, 
aluminium, lead and z inc, /Table ID 
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Table 10 

WEIGHTED AVERAGES OF NOMINAL AND' EFFECTIVE TARIFF .DUTIES GN' THE MAJOR.. 
DEVELOPED COUNTRIES* IMPORTS FROM DEVELOPING COUNTRIES, 1964 •. 

Stage of-'rprocessing 
"Weighted averages of "duties • 

(Percentages) 

.*.tt) , (2) (3a) (3b) 
. . . . : ; V l . . . , • . 

Stage 1 • , 

Stage 2 -'.'Aih-t 7,9 22.6 40.6 62.1 

Stage 5 - , - ' ' ' - ' - . 16,2 29.7 46.4 61,4 
Stage 22.2 38.4 •61,9 73.8 

Source: Professor Bela Balassas, "The structure o f p r o t e c t i o n i n t h e 
industrial countries and i t s e f f e c t s on the exports of processed 
goods from developing' nations" ( f l 3 / B / C , 2 / 3 6 f , a paper prepared 
for the second session of- the Contaittee on Manufactures of the 
Trade and Development Board of the United Nations Conference on 
Trade and Development (Geneva, July 1967)» 

Notes Column (1) shows nominal rate of t a r i f f duties; 
Column (2) shows e f f ec t i ve rate of protection; 
Column (3) shows rate of protection of labour 

(a) unadjusted r 1 

(b) adjusted for assumed "differences in. the required rates 
of return on capital« 

The developed countries to which the averages relate are the members 
of the European Economic Community, Japan, Sweden, the United 
Kingdom and the Unites States* : 

/dut i e s continue 
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duties continue to r i se at higher stages, t a r i f f s on processed inputs 
tend to l imi t further increases in e f f e c t i v e t a r i f f s . With the duty-free 
entry of many primary products contributing to high rates of protection 
at the second stage of transformation the e f f e c t i v e rate of protection 
frequently declines as we move to higher stages* This result can be 
explained i f we consider that commodities at higher l e v e l s of transformation 
often require a considerable degree of technological gophistiCation which 
i s not found in developing countries* In other words, there i s l e s s 
need for t a r i f f protection i f there i s ' technical protection' 

I t should be recognized that s ign i f i cant headway has been made in 
recent years in the process of l ibera l i za t ion of world trade in manufactured 
goods. As noted ear l i er , the f i v e rounds of t a r i f f negotiations conducted 
under the auspices of the General Agreement on Tar i f f s and Trade (GATT) f 

together with the concessions agreed upon between the members of the 
European Free-Trade Association (EFTA), on, the one hand, and the European 
Economic Community (EEC) on the ¿ther^..have done much tc broaden the 
geographical scope of trade l ibera l i za t ion . Nevertheless, not even in the 
most recent of these negotiations - the Kennedy Round, noteworthy both, 
f or the number and comprehensiveness of the t a r i f f concessions granted, and 
for the l inear reduction system apjalied i n most cases — was adequate 
provision.made for taking due account of the in teres t s of the developing 
countries. Generally speaking, concessions were not accorded i n respect 
of most agricultural commodities; the biggest reductions were granted i n 
the case of highly capital- intensive branches of ¿industrial production . 
entai l ing advanced technology ( i . e , , those of most,importance i n the 
developed countries' reciprocal trade); and l a s t l y , as a general mile 
non-tariff res tr ic t ions were not taken into considerat ion,^^ AH t h i s 
leads to the conclusion that i n ' r e a l i t y l i t t l e progress has been made in 
l ibera l iz ing trade to the advantage of the developing countries, despite 

f 

2 / "The structure of protection in the industrial countries and i t s 
e f f ec t s 'on the exports of processed goods from developing nations", 
o p , c i t , , pp. 7-8 , 

• • t 

10/ One important exception must be noted. Concessions in respect of 
chemical products were made conditional upon the elimination of the 
"American se l l ing price" which served as a bas is for customs duties 
in the United States , See "The Kennedy Rounds Preliminary evaluation 
of the resul ts with special reference to developing countries", op, c i t . 

/ the numerous 
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the numerous ôoramitmëhts ahd recoinmendations that have gradually been 
adopted atrthè"sesëibns of GATT since 1961 arid at those of UNCTAD since 
1964, with a view-to the reduotion and elimination of res tr ic t ions af fect ing 
products of export interes t to the developing countries, " The prospects 
of animprovement i n t h i s s i tuat ion i n the inmediate future depend at 
present upon negotiation^ to be conducted i n 1969 on a system of general 
preferences whiçh the developed countries would adopt, on a 'bas is of 
non-reciprocity, i n favour of;manufactures and sèmi-mariûflctures from* 
the developing c o u n t r i e s This topic w i l l be discussed la ter j i t i s 
worth pointing out here, however, that even on the assumption that the ' 
preferent ia l system under negotiation o f f er s "substantial trade advantages 
t o the developing countries, i t w i l l be operative f o r a speci f ied period 
of time, and therefore w i l l riot obviate the need f o r continued endeavours 
to secure the application of a broader trade l ibera l i za t ion programme in 
favour of the countriës in-quest ioni 0 

This point i s a l l - t h e more important i n view of the f a c t that in so 
far a®-.tariff duties are losing ground - bec'aiïse of the successive reductions 
negotiated in GATT - , non-tariff barriers arid- res tr i c t ions are carting to 
play a decis ive ro lé , and in many instances are more d i f f i c u l t toovepeeme 
than the higher customs t a r i f f s previously i n f o r c è j ^ Accordingly, at 
the twenty-fourth sess ion of the Contracting Parties of GATT (November 196?), 
i t was agreed that a Committee on Trade in Industrial Produdts should be 
set.up to explore new opportunities f o r increased l ibera l i za t ion of trade 
and;, i n particular, to analyse the status of t a r i f f l eve i ë following the 
Kennedy Bound and to prepare an inventory of a l l non-tariff res tr ic t ions . 
I t i s hoped that t h i s study of the t a r i f f s i tuat ion w i l l make i t possible 

11/ A recent study on some of the commonest non-tariff barriers i s to be 
found in Bela'Balassa ( e d . ) , Studies i n Trade Liberalization (Johns 
Hopkins Press, Baltimore, 1967}, chapter IX, "Non-tariff barriers", ' 
According to the "author of the chapter referred to , W i l l i e s B, Kelly, 
i t i s extremely d i f f i c u l t to estimate the restrictive, e f f e c t o2 
non-tariff barriers , and th i s introduces an element o funcer ta in ty 
which i s frequently aggravated by the discretionary character of 
barriers of t h i s type» «Unlike t a r i f f s , the e f f e c t s of >ionr-tariff 
measures on importers1 and exporters» sa le s 'nay 'aot be 

. calculable , Because of "such open-tended r i sks , ftW e f f o r t necessary 
to develop a foreign market may neverr be made" (p. 268). 

/ t o determine 
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to determine the over-al l l e v e l s of incidence of the t a r i f f duties applied 
by the EEC and EFTA countries, Japan and the United States to the products 
of greatest export interes t to the developing countries» The aim of the 
inventory of non-tariff res tr ic t ions — drawn up on the basis of o f f i c i a l 
information - i s to es tabl i sh the nature and scope of res tr i c t ions of 
t h i s kind and to c l a s s i f y them under the following heads: (a) State trading 
or government participation i n trade; (b) administrative and customs 
regulations; (c) standards (requirements that goods shal l be marked with 
the name of the country of origin, sanitary regulations, packing and 
label l ing requis i tes , e t c , ) ; (d) s p e c i f i c res tr ic t ions (quotas, import 
permits, exchange controls); (e) res tr ic t ions based on price mechanisms; 
and ( f ) other res tr i c t ions , including res tr ic t ive business p r a c t i c e s , ^ / 
These decisions were supplemented by certain conclusions on the expansion 
of trade which the Contracting Parties of GATT adopted at the ir twenty-f i f th 
session (November 1968), In re lat ion to the developing countries1 trade, 
the following statement was made, inter a l i a : "The Contracting Part ies 
agree that in order tp strenghten the e f fect iveness of the Coimjrilttee on 
Trade and Development, the Committee should, where appropriate, i n i t i a t e 
consultations in respect of t a r i f f and non-tariff barriers and related 
problems not elsewhere under examination in the GATT affect ing the exports 
of developing countries, with a view to seeking appropriate solutions for 
consideration by the Contracting Parties at their twenty-sixth sess ion . 
The Committee ghould also follow c lose ly the work in progress in other 
organs of GATT, such as the Committee on Trade in Industrial Product^ and 
the: Agriculture Committee, and make appropriate suggestions,so that, in 
investigating possible l i n e s of act ion and,seeking solutions, these 
Committee give early and.adequeate attention to questions of spec ia l concern 
to developing countr i e s» , , . , "The Contracting Parties note that the 
Committee on Trade and Development intends to carry out a detai led examination 

12/ The report compiled by the GATT Secretariat on the basis of o f f i c i a l 
information c l a s s i f i e s non-tariff barriers in thirteen groups. See 
GATT, Committee on Industrial Products, "Inventory of non-tariff 
barriers" (COM.IM5/4 and COM.IND/6), / f th 
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of the d i f f i c u l t i e s encountered in the of implementation of ,Part IV of the 
General Agreement and to recommend measures for securing morè e f f e c t i v e and 

13/ 
systematic implementationo«»#'~ 

Within th i s f i e l d of non-tariff res tr ic t ions special mention must 
a l so be made of the use of escape clauses drawn Up in véry general terns 
or based on such concepts aa market disruption» A typical case in point 
i s the s i tuat ion envisaged in a r t i c l e XIX of GATT» Mek>er countries are 
f r e e to sustain or withdraw the concessions granted in respect of a given 
product when i t : i s being imported in such increased quantit ies as to cause or 
threaten:serious injury to domestic producers of l i k e or 'd irect ly competitive 
products. I t i s true that under the terms of the same ar t i c l e the emergency 
measures, adopted,are subject to a systegi of advance notice and pr ior 
consultation (or, in very, specia l cases, consultation immediately a f ter 
adoption rçf the measures), on the part of a l l the interested countries« 
But i t i s equally obvious that the e f f i cacy of such consultations in 
cushioning the impact of the withdrawal of concessions or the application 
of res tr ic t ions i s extremely dependent upon the bargaining capacity of 
the countries af fected, . In any event, given the commitments assumed 
by the deyeloped countries under the new art ic le XXXVIJ of thé General ' 
Agreement, and in view of the whole content of Part IV, i t would seem 
desirable for. a r t i c l e XIX to be amended so as t o exempt the concessions \ 
granted to developing countries from the application of i t s prov i s ions»^ / 

13/ - See Contracting Parties of the General Agreement on Tari f f s and 
Trade (GATT), "Expansion of trade: conclusions adopted on 29 November 
1968» (L/3155). The conclusions to which'the t i t l e refers are 
those adopted at the twenty r f i f th session» 

14 / M th i s connexion, see GATT,, "Report of the Committee on Trade and 
Development" (L/3102), ( twenty- f i f th sess ion, November 1968), p » 2 i 
"The representative of one developing country drew attent ion to the 
imposition of a customs duty by one developed country on a certain 
product of export in teres t to developing countries and. stated that 
t h i s action appeared to be inconsistent with the s t a n d s t i l l provision 
in ar t i c l e XXXVII« The representative of the developed country 
concerned pointed out that the action was taken in accordance with 
ar t i c l e XIX of the Agreement and i n the view of his delegation was 
not inconsistent with the provisions of Part IV» This matter was 

• 'at present under active consideration by his Government;" -

-•'„'•..:'• •< '' ; • /Free access 
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Free access to the markets of the developed countries, and, above a l l , 
the-possible, establishment of a system of general preferences i n favour of 
exports of manufactures from the developing countries, afford these l a t t e r 
opportunities for expanding the ir industrial exports, and therefore confront 
them with the need to adopt certain decisions with respect to the types of 
industrial act iv i ty which, i t would be i n the in teres t s of each country to 
encourage. Up to a point , the se lec t ion of these a c t i v i t i e s w i l l be 
contingent upon the pattern and characterist ics of the preferential system, 
but in essence decisions w i l l have to be based on certain long-term 
objectives linked to the economic development of the country concerned. In 
th i s connexion, reference should be made to two major guidelines which 
have been gradually mapped out during the discussion of this question« 
According to one of them, the expansion of exports of manufactures should 
be basical ly directed towards those industries,which may be cçnsidered a s 
tradit ional i n type (processed foods, t e x t i l e s , leather, wood, and g las s 
products, e tc« ) , i,e<> those which primarily consist in the transformation 
of domestic raw materials; and a gradual transi t ion should be made from 
simple to more complex technical processes. The other l ine of thought 
maintains that i t i s not necessary for each developing country to reproduce 
every stage in the history of industrial development» Some of them may 
wel l be skipped^ and.direct progress made towards the more complex phases 
of modern technology, . 

Although i t i s beyond the scope of the present report to expatiate on 
the implications of,each of these approaches (presented here i n highly 
simplif ied fashion) , i t should be pointed,out that they are not necessary 
mutually exclusive, . Over the short term, i t i s the industries already 
exis t ing in the developing countries that afford the best p o s s i b i l i t i e s 
of expanding exports of manufactures particularly through the reduction . 
of id l e insta l led capacity,, or through improvements in productivity and 
enlargements of plant. Joint UNCTAD/ECLA studies have shown.how far se lected 
Latin American countries could expand the ir output of manufactures goods merely 
by using the id le capacity exist ing in certain industries , or, in other 
cases, with only a l i t t l e additional investment. But although over the 
short term there certainly are p o s s i b i l i t i e s of increasing some exports 
i n th is way, in the longer run such an approach would'to some extent mean 

/that, new 
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that new. investment had tp be channelled in to the types of industry i n 
question» In other, words, industr ia l development po l icy would have t o 
take that d i rec t ion , assigning pr ior i ty to- -investment in improving the 
e f f i c i e n c y and competitive capacity of, the more t rad i t iona l industr ies 
rather than i n i n s t a l l i n g other a c t i v i t i e s with a higher degree of 
technological complexity» What i s more, doubts a^ise as to whether t h i s 
l i n e of action would not be tantamount, i n essence, to reproducing the 
old system of the international d iv i s ion of laboyr, at a d i f f e r e n t l?ve l ; 
where formerly the developing countries had been, generally speaking, 
relagated to the pos i t ion of exporters of raw materials and importers 
of manufactures goods, they would now become exporters of l i g h t or simple 
manufactures and importers of products based on more advanced techniques» 
But even without going to such extremes, i t , must be acknowledged that i n 
any event the prospects f o r increasing exports of the more tradi t iona l 
manufactures are far from extensive, because — among other reasons -
the growth rate of world demand i s r e l a t i v e l y slow, and because - i t i s 
general ly . those industr ies that are most strongly protected i n the developed 
countries»--^/ Moreover, the value §.dded. i n s inple or l i g h t manufactures 
of t h i s type i s comparatively small, and they w i l l therefore do l i t t l e 
to boost export earnings, inasmuch as i n most cases the exportation of a 
manufactured product puts a stop to exports of the raw materials on - ' 
which i t i s based» Last ly , no l e s s importance attaches to the argument 
that by concentrating on the more simple l i n e s of manufacture the 
developing countries would be l imi t ing the i r opportunities of more act ive 
part ic ipat ion i n the d i fus ion and ass imi lat ion of modern techniques»' 

The other approach.referred to i s based — as already indicated — 
* ' 

on a longer-term outlook» Without f a i l i n g to recognize that the immediate 

15/ Professor Bela Balassa has pointed out that the di f ferences between 
nominal t a r i f f rates and the i r e f f e c t i v e incidence are part icularly 
marked i n respect to t e x t i l e s , leather goods, some chemical product® 
and non-ferrous metal manufactures« The e f f e c t i v e incidence i s 
frequèntly more than twice as high as the nominal rate i n these 
case s» See•Tariff Protection i n Industrial Countries; An Evaluation 
(Yale University, Economic Growth Center, New , Haven, 1966), I t 
should a l s o be recal led that i t i s probably i n the tradi t ional 
branches of industry that the products excluded from the system of 
preference under negotiation w i l l be concentrated» 

/ o r short-term 
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of creating appropriate conditions for promoting exports from developing 
countries, it should obviously be extended to all products of present 
or potential interest to developing countries and consist in total exemption 
from customs charges or the elimination of barriers; but since special 
difficulties arise in certain groups of products (for example, in the 
case of products included in BTN chapters 1 to 24), the margin of preference 
for those commodities would probably be smaller than, or different from, 
that enjoyed by the rest» Moreover, the less advanced among the developing 
countries have a better, chance of benefiting from the preferential treatment 
for this group of products, since they still lack the necessary industrial 
infrastructure to take advantage of the concessions accorded for manufactured 
goods» . 

Another problem relates to escape clauses. The strict application 
of such clauses or their utilization as a means of repressing the irruption 
of substantial trade flows would defeat the very purpose of the system of 
preferences. The definition of escape clauses should therefore include 
clear-cut priteria regarding the circumstances and ways in which they can 
be invoked, above all reducing their strictly unilateral sphere of application 
and emphasizing their temporary nature, which is dependent upcaa the adoption 
of measures for internal adjustments in the country applying them. The 
degree of assurance that the developing countries may have that the 
conditions of access for .their products to the markets of developed countries 
would be neither unilateral nor suddenly modified by invoking such concepts 
as "market disorganization" or other disguised restrictions (technical, 
packing and quality standasrds, sanitary provisions, etc.) may. actually 
in many cases be as important as, or even more important than, the size 
of the margin of preference f 9r promoting exports from developing countries. 

Apart from these points, which are of interest to all countries 
benefiting from the system of preferences,.there are others of particular 
importance to the Latin American countries. The first concerns the 
special preferences for manufactures and semi-manufactures which some 
developed countries accord to a certain number of developing nations, 
particularly EEC's concessions to the associated African countries. In 
order to ensure that the benefits of the system of preferences are not 

/curtailed in 
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curtailed in the case of the Latin American countries, these special (or. 
selective) pref erences would have to.be absorbed! into the general system. 
There are several ways of doing this, one being to classify the products 
in two broad groups. General preferences in favour of all developing 
countries would be accorded immediately for the first group, which would 
comprise products not yet constituting stable or substantial trade flows 
from countries enjoying, special preferences. The second group, consisting 
of products in the case of which special preferences have resulted in 
export flows, and their immediate conversion to general preferences might 
cause distortions in the economies of the countries concerned, the extension 
of general preferences would have to be a gradual process, undertaken within 
a pre-determined period and at a given annual rate* 

The second problem relates to reverse preferences, i.e,,.those 
granted.by certain developing countries to developed countries. Some 
nations, including the United States, have expressly declared that their 
participation in the system of general preferences would be conditional 
upon the elimination of special preferences and reverse preferences. In 
actual fact the problem is riot confined to the existing systems of special 
preferences; it also covers the possible spread of other arrangements of 
this kind, concerning which preliminary negotiations are already under way. 
Recently, the United States confirmed its position in this regard by 
stating that a moratorium should be declared in all negotiations for 
new discriminatory preferences between developed and developing countries 
while multilateral efforts are under way to develop an acceptable general 
preferences, scheme; that existing selective preferences, including reverse, 
preferences, should be gradually eliminated (over a number of years); and 
that in the renegotiated .Yaounde Convention (and the Nigerian Agreement) 
some references should be included (say in the preamble) to discussions 
under way regarding a general preferences scheme and to the fact that 
existing preferences .would of course be subsumed by implementation of 
such a generalized scheme to the extent that the generalized scheme grants 
to other developing countries the same treatment for the same products 
that the associated African countries now receive. 

Other formulas have been suggested for surmounting the obstacle of 
existing special preferences* According to one of them, the United States 

/and other 
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or short-term possibilities of expanding exports of manufactures are 
afforded by the existing industries, it places greater emphasis on the 
need to pave the way for industries that in a few years' time will enable 
the countries concerned to enjoy a fairer share in the more dynamic 
sectors of international trade in industrial products. Obviously, not 
all the developing countries would be in a position to pas? on to the more 
complex and technically sophisticated branches of industry, but it is 
equally clear that a great many of them could do so. Accordingly, they 
should begin forthwith to gear the general guiding principle.of their , 
industrial and trade policy not merely to the don©stic market, as before,, 
but also, in great measure, to the world market» The following are the 
most interesting features of this approach: in the first place, it links 
the industrial growth of the developing countries to those branches of 
industry which are the source of most capital goodsj and, secondly, since 
it involves the assimilation of more complex and advanced techniques, its 
effects, are not only quatitative (in the shape of the expansion of total 
output), but also qualitative, in that they help to raise the over-all 
level of efficiency and productivity throughout the economic system» 

3« Establishment of a general system of preferences for manufactures 
and semi-manufactures from developing countries 

The conditions of access referred to above could be improved if the 
consultations and negotiations in process for the establishment of a 
system of general non-reciprocal preferences for exports of manufactures 
and semi-manufactures from developing countries.in the markets of devel9ped 
countries are brought to a successful conclusion» In resolution 21 (II) 
unanimously adopted at its second session, UNCTAD recognized the unanimous 
agreement in favour of the establishment of such,a system of preferences, 
and set up a Special Committee on Preferences which is currently engaged 
in consultations, in order to settle the procedure and scope of the 
system, particularly in relation to Certain' points on which.there is marked 
disagreement between the developed and developing countries. The first 
session of the Special Committee on Preferences took place at the end of 
1968, but no progress was made in the discussion of substantive points of 

/the system 
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the system because the developed countries postponed until March 1969 the 
presentation of a list of commodities which would be eligible for preferential 
treatment in some cafees and would be excluded in others,^/ 

The most important differences of opinion observable in the discussions 
at the second UNCTAD session centred on questions of coverage, the elimination 
or reduction of duties, list9 of exceptions, and application of escape 
clauses« These problems are, in fact, closely interrelated, since the 
approach and solution adopted to each have repercussions on the rest* The 
Latin American countries members of CECLA held: -an inter-governmental meeting 
of experts . in Septéniber 1968 to begin, considering the various problems 
related to the general system of preferences* No,definitive positions 
were adopted, . but the experts pin-pointed what they ̂regarded as the most 
important issues from the standpoint of thé developing countries« 

. In order to show the close interdependence of the various questions 
to be negotiated by the Special Committe on Preferences, it is useful 
to review some of them briefly. Coverage is perhaps the most important 
problem, in the earlier stages of the negotiation̂ » The position declared 
by the developed countries, as. stated previously, is to extend preferential 
treatment to all products in- chapters 25 to 99 of BTN, except those, included 
in a negative list,.while the próducts included in chapter? 1 to 24> which 
in principle would be excluded from preferential treatment, would, be 
considered individually and a positive list; yould be compiled of those 
eligible for preferential treatment. Clearly, the smaller number of,products 
excluded in the first case and the larger number included ip the.second 
are dependent upon the nature of the preferential treatment,. i«e,, whether 
it takes the form of total exemption from customs duties,, the reduction, 
of existing levels, the establishment of a duty-free quota, the reduction 
or removal of a non-tariff barrier, or a combination of several of these 
forms» If the purpose of preferential treatment is considered, i*e», that 

16/ In principle, preferential treatment would be extended.to all products 
in chapters 25 to 99 of the Brussels Tariff Nomenclature (BTN), 
except those included in a negative :listj on the other hand, all 
products in chapter 1 to 24, except those included in a positive list, 
would be excluded from preferential treatment, , 

17/ Special Committee on Latin American Co-ordination (CECLA), Rapporteur's 
report on the inter-governmental meeting of experts to consider formulas 
for agreement on general preferences (Santiago, Chile, September 1968)» 
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and other developed countries not participating or,not wishing to continue 
participating in special preferential arrangements, would establish the 
system of preferences for exports of manufactures and semi-manufactures 
from all developing countries not discriminating against themj in other 
words, they would not accord preferences to countries already granting 
preferences to certain developed countries® This would be an open system, 
so that countries not originally included in the general system for the 
reason mentioned above could join it later, once they had eliminated 
reverse preferences or had undertaken to eliminate thema within a given 
periodo A variation of this formula, which in essence embodies the 
proposal made by Denmark in the European Free Trade Association (EFTA) 
in 1965, is to institute,the general system of preferences in favour of 
all developing countries, but to stipulate that at the end of a given 
period ~ for example, three years — the preferences would be withdrawn 
from countries stjll maintaining reverser preferences» 

To conclude, it must be borne in mind that the establishment of 
/ 

a system of general preferences raises complex problems and in some cases 
may have unforeseeable effects; it seems advisable, therefore, not to 
start out by seeking completely satisfactory solutions for all parties, 
but to rely on the effectiveness of the permanent machinery set up to 
overcome any difficulties that might arise, 

4» Promotion of exports of manufactures and semi-manufactures 
4 ¥ 

The need to introduce important changes in the composition of exports, 
particularly in the group of products showing the most dynamic trends in 
world trade, lead to the conclusion that the promotion of exports of 
manufactures will have to become a far-reaching and comprehensive activity 
in the next few years» This need would be in no way lessened by the 
possible establishment of a systèm of general preferences such as that 
described above. Unfortunately, thè concept of "export: promotion" has 
generally been used in the sense that the only action that has to be 
taken by a Government interested in expanding and diversifying exports 
is to encourage the search.for new markets for products of which there is 
already a plentiful supply In the case of Latin American manufactures, 
this interpretation is incomplete, because, as is well known, the manufacturing 
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efficiency of these countries is relatively low compared with current 
international standards,„ and in. order to gain a foothold in world markets, 
manufactures myst meet, certain ijdnimum requirements with respect to 
price, quality, design, packing, etc» In other words, the successful 
pronation of exports of manufactures, depends on the effective application 
of ó well-integrated group of measures to stimulate the production of 
' gobds for the external market, and, to, off er. incentives so that those goods 
are designed, packed, transported, etc» as efficiently as possible» This 
is the lesson learned from analysing the experience of countries that h$ve 
been highly successful in export markets in recent years, notably Japan, 
Taiwan, Hong Kong, Korea and Israel, 

The framing and implementation of a policy of this kind should 
ultimately be the responsibility of a government institution, although the 
private sector should play an important, part in its formulation» "It 
falls largely to the private sector also to-organize the activities involved 
in taking advantage of the various incentives offered byithe promotion 
policy. Although the characteristics of these promotion institutions, should 
be defined according to each country's requirements and possibilities, it 
seems advisable in any case that there should be only one national agency 
rather than two or more institutions with separate functions» The sphere 
and", scope of these functions should also be defined -in accordance with 
the legal and institutional practices of each country and, if possible, 
they should embrace' both the stage of identifying likely export commodities . 
and that of preparing feasibility studies on the various phases of marketing» 
At all events, it seems imperative that the export promotion agency should 
also take part in the discussions and decisions on the country's import, 
tariff and foreign exchange policies. 

In this respect, brief reference is made to somé of the limitations 
observable in policies for promoting,exports of manufactures in the Latin 
American countries. One iá, perhaps', that there is no actual policy as 
such» Admittedly, laws .or regulations are approved,for the creation of 
specific economic or fiscal incentives (for example, the refund of.certain 
taxes, compensation for the higher'costs of some local inputs, etc.); but 
apart from the somewhat sporadic nature of those incentives, the biggest 
.problem lies in the uncertainty prevailing among producers regarding the 

/continuance of 



E/CN«, 12/816 
Page 83 

continuance of those measures for a sufficiently long,period to cover the 
risks attaching to the investment concerned, In fact, except where 
production can be expanded on the basis of under-utilized installed capacity, 
the investment required to increase production capacity or install, new 
plants is feasible only when there are reasonable grounds for assuming 
that the existing incentives or stimuli will, be maintained for a sufficiently 
long period, or at least that there will be no unforeseen changes in those 
measures within the short term. These measures include not only incentives 
for exports, but in general all,those affecting the country's competitive 
position on world markets, e«g„, foreign exchange rates,, subsidies, prices 
of local inputs, etc p. 

It is realized̂  however, that no policy of export incentives is 
sufficient on its own to promote the expansion of exports if private 
entrepreneurs fail to respond to those incentives«, It is necessary not 
merely,to inculcate and develop an export mentality in the whole entrepreneurial 
sector, but at the samé time to rationalize administration and management 
technique?, establish quality control systemŝ  etc«, It- is á 'weü̂ lato'wñ-
fact that, owing to the high degree Of protection enjoyed by industrial r 
sectors in domestic market, the; level of efficiency is generally low, and 
wouM have to "improve substantially in order to compete;on internátional 
market é?», As mentioned earlier, the problems of design, control Of 
quality standards,- pacjting, etc,, are all questions. at' least equally §.s 
important as*fiscal or other government incentives». In this respect, the 
increase recorded in exports of manufactures within .LAFTA must be 
considered one of the most positivé achievements'in the expansion of 
reciprocal trade, not only bécause it has meant an increase in reciprocal 
trade, but especially because it is affording local entrepreneurs in 
each country the change to acquire the necessary experience to gain a 
foothold in external markets« 
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Chapter IV , 

EXTERNAL FINANCING ; . . 

1, Latin America's external financing position 
(a) Foreign capital movements and purchasing power 

The decade following the end of the Second World War marked a fairly 
small net flow of.autonomous capital into Latin America, This was because 
of the purchase of sizable foreign assets in thé region and the fact that 
the internal needs of the traditional capital exporting countries caused 
them to restrict outflows, / •. " 

In the.mid-nineteen-fifties net remittances to the region increased . 
considerably, mainly as a result of heavy gross investment 'in Î956 and 1957, 
notably in Venezuela's petroleum industry. Thus far in the present decade 
there has been a substantial rise in the gross inflow of foreign capital, 
both autonomous and compensatory, but amortization and disinvestment have . 
absorbed a growing proportion of those funds, so that, in the last analysis, 
the net infloyr has increased very little ( see,, table 11) 

External factor payments (profits, interest and other returns) have 
also grown at an accelerated pace, so that in the last few years' they have 
cancelled out,the effect of capital inflows on the region^ capacity to 
import, making it heavily negative in the three years 1965-67, 
(b) The evolution of external indebtedness 

As noted above, while the net capital inflow has remained virtually 
constant, the gross capital inflow has grown appreciably. In recent years, 
this gross inflow has .substantially increased the external debt of the 
Latin American countries, . 

1/ This situation is analysed in greater detail in the "Economic 
Survey of Latin America, 1968" (E/CN.12/825). 
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Table 11 

•UTIN AMERICA» TOTAL NET CONTRIBUTION OP FOREIGN 0APITAL TO EXTERNAL 
SECTCft FINANCING, 1950-67 

(Millions of dollars) 

Total (exoludlng Cuba) 
Inflow of external 
autonomous and 

oomponsatory capital 
Profits, 
interest 

Gross Net 

Net eon-

Total (exoludlng Cuba and Venezuela) 

and other tribution 
retorna 

Inflow of external 
autonomous and 

compensatory oapital 
Gross Net 

Profits, 
Interest 
and other 
returns 

Net con-
tribution 

Annual average 

1950-54 1 I26.I 630.0 883,7 -253.7 1 022.9 547.4 441.9 105.5 

1955-59 2 493.8 1 421.3 1 226,0 195.3 1 957.1 1 048.0 527.8 520.2 

1960-67 3 742.3 1 607.8 1 691.8 -84.1 3 554.6 1 654.0 1 030.4 623.6 

Year 

i960 3 256.1 1 65.1.5 1 238.0 413.5 2 931.4 1 789.2 704.7 1 084.5 

I96I 3 660.1 1 761.0 1 434.4 326.6 3 397.1 1 906.0 837.4 1 068.6 

- 1962 3 678.3 1 544=2 1 481.8 62.4 3 554,3 1 901«2 838.8 1 062.4 

1963 3 394.3 1 381,4 1 453.7 -72*3 3 323.3 1 540.4 826.7 713.7 

1964 3 999.5 1 893.2 1 700.1 193.I 3 887,5 1 889.2 1 001.1 888.1 

1965 3 617.0 1 014.8 1 848.6 -833.8 3 424o0 863.8 1 110.6 -246.8 

I966 4 183.2 1 762,9 2 123.6 -360.7 3 981.2 1 638.9 1 405.6 233.3 

I967 4 149.7 1 853.2 2 254v5 -4OI»3 3 937*7 1 703.2 1 518.5 184.7 

Sources ECLA, on the basis of the "Eoonomio Survey of Latin America, 1968" (E/CN.12/825). 
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• There are no complete data available" on the total amount of the 
region's external debt, and.still,less,on the structure of its maturity 
period. The estimates most widely u^edarethose prepared by the 
International Bank for Reconstruction and Development (IBRD), but they 
.relate ohly to the public..,djebt and the officially guaranteed private debt; 
•.„they do*fcot~- include private Joans, trade arrears,- the debt covering 
military/aid, export credit? not guaranteed by government agencies in the 
debtor countries,-" "purchases" from the International Monetary. Fund (IMF), 
swaps, the internal debt payable in foreign exchange, or the debt"with 
original maturity, period of less than one year,^ On the basis of the 
incomplete data available, the region's "official" external debt may be 
estimated at about 15,000 million dollars at the end of 1968, The total 
debt is probably not less than 20,000 million dollars. 

The problem is not only the extent of the region's external 
indebtedness, but also that credit terms have hardened, with a reduction 
in the average amortization period and increases in interest rates, 
(c) The growing burden of service payments 

It may be assumed that the external ..debt has more than doubled from 
I960 to 1968 and' that the terms have deteriorated. 

'This assumption is based on an analysis of the way in which service 
payments (amortization, interest and profits) have grown thus far in the 
nineteen-sixties. In fact, they have doubled in absolute value, and their 
share-of total, income, from goods and services has increased from 14 per 
cent in I960 to -21 per cent in 1968, , ~ 

Given the structure of maturity periods and interest rates for the' 
debt contracted in recent years, debt servicing will continue to grow 
rapidly in the next few years. It is therefore anticipated that the 
balance-of-payments problems affecting the Latin American countries will 
be aggravated and that this will have an increasingly adverse effect on 
their capacity to import. 

2/ In "Latin America and international trade policy" (E/CN,12/773), 
a study in depth is made of the subject, the conclusion being that 
these debts could raise the IBRD estimates by 40 per cent. 
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2. External financing prospects 

If the analysis of external sector trends in the past few years 
show discouraging results,, future trends can scarcely be .considered any 
brighter. The various projections prepared by the United Nations 
specialized agencies and the ECLA secretariat combine to show that the 
potential external sector deficit will gradually increase, even if only 
at a moderate rate. This situation could be mitigated if there were a 
marked improvement in the conditions of external financing for developing 
countries, but an effective solution would necessitate sweeping changes 
in international trade policies and flows in the near future. 

The lack of agreement concerning long-term solutions to the problems 
deriving from the inadequacy of the external sector in developing countries 
is occurring precisely in circumstances where the accelerated increase in 
the Latin American countries' external debt, in terms of maturity in the 
next few years, indicates that remittances abroad under the head of 
amortization aind interest payments are likely to rise substantially. The 
prospects are even gloomier with the increase in remittances of. dividends 
and returns on direct investment. It may further be assumed that royalty 
payments will also increase. 
(a) Limited availability of funds • 

Although the financial assistance furnished to Latin America by 
multilateral agencies may increase in the next five years, if their express 
aims are fulfilled, this will- in no way solve the problem of the financial 
gap. 

At the last meeting of the Board of Governors, the President of 
IBRD said it was the Bank's intention to double investment in Latin America 
in the next five years. According to subsequent statements, the volume 
of gross loans may reach 700 or 800 million dollars in 1972; but this 
amount is merely hypothetical and will depend on the evolution of the 
capital markets in industrialized countries. The firm demand in those 
markets is responsible for the steady rise in interest rates, to the point 
where IBRD itself has extended loans at a weighted rate of 4.88 per cent 
in the 1965/66 financial years, 5.52 per cent in 1966/67, 6,17 per cent 
in 1968, and recently as much as 6,5 per cent, 
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The financial burden -involved in transferring the cost of those 
loans to the Bank's, operations is hardly compatible with the concept 
of development loans. It means a recrudescence of balance~of-payments 
pressures in the borrower countries owing to heavier service payments, 
unless some solution can be found such as that envisaged in the "Horowitz 
proposal". 

The volume of loans that .can be granted by the International Development 
Association (IDA) is directly linked to the undertaking of the industrialized 
countries to replenish a total, of 1,200 million dollars, one-third, to be 
paid in each of the years, 1968, 1969 and 1970o It must not be forgotten 
that 40 per cent of those funds, representing the United States share, 
must be used for purchases in that country, which introduces the element 
of "tied credit" among the normal features of IDA operations (a maturity 
period of 50 years, a grace period of 10 years,, rio interest charge, and 
a nominal service commission). Since the ..position of the United States 
Government is based on fortuitous circumstances such, as. its current 
balance-of-payments difficulties, it is.to be hoped that,this condition 
will be excluded from the next replenishment operations„ ' 

In any case, IDA cannot be regarded as an important source of aid 
for Latin America, Up to 30 June 1968 the region had obtained 92 million 
dollars, or less than 7 per cent of IDATs total disbursements. 

Since the. commitment assumed by the Executive has not yet been, 
ratified by the United States Congress, IDA cannot yet resume its operations, 
which are now at a standstill for want of resources, 

Latin America's share of operations with the International Finance 
Corporation (IFC) is larger than that of any other region. This agency's 
Contribution to external financing, however, although sizable considering 
the nature of its operations - promotion of private participation and 
direct intervention iri basically, industrial enterprises - does not run 
into very high figures. * In fact, during the 1967/68 financial year, when 
IFC's operations reached the highest level since it was established, its 
commitments with Latin American enterprises totalled no more than 
25 million dollars, 
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The Inter-American Development Bank (IDB) also expects to augment 
its lending resources over the next few years. The meeting of Governors 
approved an increase- of 1,000 million dollars - payable half in 1968 and 
in 1970 - in its regular capital resources, which serve as backing for 
its loans. This Bank is also suffering the consequences of the rise 
in interest rates, since on 17 January 1967 it paid 5.2 per cent on the 
United States market for bonds at parity, and on 15 November 1967 it paid 
6 per cent for bonds at 99.375 per cent of parity. The same year it paid 
7 per cent on bonds at 99.5 per cent of parity for approximately 
6 million dollars on the Belgian market. As a-result, IDB must now charge 
up to. 7-3/4 per cent on its loans to member countries. 

The Special Operations Fund will be considerably strengthened with 
an increase of 1,200 million dollars payable, in the period 1967-69. The : 
contributions to that increase are being paid up by the Governments, 
which is particularly important if it is considered that in 1967 the Fund 
concluded 39 loan operations for a total of 313 million dollars,, most of . 
them at interest rates ranging from 2-1/2 to 3-1/4 per cent and with 
maturity periods of 20 to 30 years. 

IDB also administers other resources placed at its disposal by 
countries not members of the Bank. In 1961-67 these resources- amounted 
to the equivalent of 211 million dollars. 

A potential source of multilateral resources is the United Nations 
Capital Development Fund, established on 13 December 1966 by virtue of 
General Assembly resolution 2186 (XXI). The purpose of the Capital 
Development Fund is "to assist developing countries in the development 
of their economies by supplementing existing sources of capital assistance 
by means of grants and loans, particularly long-term loans made free of 
interest or at low interest rates". 

Expenses for operational activities will be met from the voluntary 
contributions made to the Capital Development Fund, in cash or in kind, by 
the States members.of the United Nations and decided at an annual pledging 
conference. The first pledging conference was held on 31 October 1967 
and only twenty-two countries promised to contribute the equivalent 
of 1,319,910 dollars; the General Assembly therefore recognized that the 
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initiation of the Fund's operations, scheduled for 1 January 1968, would 
have to be postponed. At the second conference, held on 18 November 1968, 
the contributions pledged totalled 1,356,716 dollars, many of them being 
subject to future parliamentary approval and for large amounts in 
unconvertible currency. Other, countries announced that they would settle 
the amount of their contributions later. At neither of the two conferences 
did any industrialized country -.either market-economy or socialist - pledge 
a contribution,, thus defeating the purposes for which the Fund was 
established.-47 .. 

As with all decisions linked to the volume and conditions of 
"financial assistance", the future trend of the capital markets is bound 
up with problems of international monetary liquidity. 

Efforts have continued within the established outline to create 
"special drawing rights" within the .International Monetary Fund. Accéptance 
of the principle that a deliberate, control should be instituted of the 
world supply of long-term monetary reserves is a positive factor in solving 
the problems deriving from the relatively sluggish growth of the international 
means of payment compared with the increase in world trade. 

It might be expected that, once this system of supplementing 
international reserves were put into effect, the resulting greater potential 
liquidity would make for a readier flow of payments between countries. 
Unless theeobstacles in the way of access to markets for products of 
developing countries are removed and the terms and volume of financial 
assistance are modified* the problem will subsist.for developing countries. 

2/ At the meeting of the Governing Council of the United Nations 
Development Programme (which administers the United Nations Capital 
Development Fund), held in January 1969, it was decided.to put the 
Fund into operation with the contributions pledged by forty-two 
countries, amounting to 2,676,726 dollars. The representatives of 
Austria, Belgium, Canada, the Federal Republic of Germany, France, 
Japan, Switzerland, Tanzania, the United Kingdom, the United States 
and Venezuela said that their countries did'not consider themselves 
bound by the resolution. The representative of Italy, while 
supporting the Governing Council!s decision, expressed reservations 
regarding the invitation to contribute, the representative of Sweden 
also expressed reservations in that respect, 
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It would therefore be necessary to reiterate the need to link the 
creation of new reserve assets with development financing. Thus it would 
be possible to use counterpart funds in order to purchase IBRD bonds, 
contribute to IDA, help finance d commodity price stabilization system, 
refinance the external debts of developing countries, co-operate in 
currency stabilization programmes in countries afflicted by serious 
inflation, @*bc • j clS already been proposed at UNCTAD and other meetings. 
For these measures to be feasible, there would have to be a change in the 
present attitude of all countries to the handling of monetary problems, 
especially in relation to developing countries and among the developing 
countries themselves. ' 

A succession of three acute monetary crises - affecting the pound 
sterling, gold, and the French franc - have recently shown how successfully 
the countries members of the Group of Ten can act through the General-
Agreement to lend or the Gold Consortium operating on the London Gold 
Market, co-operating rapidly and efficiently with the1 country whose 
currency is threatened and supplementing its reserves until its difficulties 
can be overcomec. Unfortunately, this co-operation does not extend to the 
developing countries, nor does such co-operation exist between them, 
possibly becauise of their generally precarious position",' •'-•.' 

Neither are the possibilities' held out by bilateral aid any too 
promising. In the United States, which, according to the statistics 
published by the Development Assistance Committee (DAC) of the Organization 
for Economic Co-operation and Development•(OSCD) has contributed more 
than half of the financial aid extended to developing countries during 
the past decade, Congress has adopted a restrictive attitude, substantially 
reducing the sums requested by the Executive and diminishing the total 
amount available with respect to previous years. There is no indication 
that there may be any appreciable changes in favour of larger contributions 
of funds for implementation of Alliance for Progress goals, or in the form 
in which loans are extended. 

The operations to be undertaken by the Agency for International 
Development (AID) in financial year 1969 will necessarily be highly 
concentrated. The United States Senate has revealed that 90 per cent of 
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the funds to be used for country programmes will be made , available to only-
fifteen countries, more than 80 per cent of the development loans will -
go to eight countries, and 95 per cent of the supporting assistance.will 
be distributed among only four countries.-̂  

As regards contributions from .other countries, suffice it to.say. 
that both France and the United Kingdom - which rank next after the. 
United States in the volume of financial aid - will probably adopt similar 
restrictive policies owing to their budget and balance-of-payments problems, 
which were considerably aggravated in 1968. Moreover, their financial 
assistance is already concentrated in the former.Africâ  colonies and 
some of the Commonwealth countries respectively. 

Of the remaining members of DAC, only the Federal Republic of 
Germany, Italy and Japan contribute fairly large sums. In recent years, 
the Federal Republic of Germany has accounted for 7 per cent of the total 
contributions to developing countries and multilateral organizations, 
and Italy and Japan, while not yet reaching that percentage, have 
considerably increased their contributions, . 

In the light of present conditions and prospects, it is definitely 
unlikely that there will be an over-all increase in assistance to. 
developing countries in the near future, and the concentration of .funds 
in a few countries may do mpre ..to .lSjwfct.:.the. available £or 
Latin America; that is, of course, if there is, no change in the existing 
conditions and prospects. ; 

Financial assistance, to Latin. America, from the socialist countries 
is confined to .Cuba, ... .. • . 
(b) Terms and conditions 

One very important aspect of financial assistance is the form in 
which it is granted; this, has more significance for economic development 
in the long term than the actual volume of the assistance. Looking at 
the terms and conditions under which financial assistance has been granted 
during the nineteen-sixties by the countries members of the OECD Development 
Assistance Committee (DAC), one finds a relative decline in contributions 

4/ Statement by Mr, Dean Rusk, United States Secretary of State, before 
the Senate Foreign Relations Committee, on 11 March 1968. 
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to multilateral organizations because-many donor countries often combine their-
development finance with.arrangements of a political or purely commercial 
nature. There has been a noticeable rise in the amount of assistance 
granted in the form of commercial credits, while operations that may be 
classified as grants have remained stationary. Similarly, there has 
been a pronounced decline in the number of operations which the recipient 
country can reimburse in local currency, chiefly as a result of 
amendments to United States Public Law 480 - now reimbursements must be 
in dollars - while at the same time the volume of assistance under this 
law has dropped appreciably because of the decline in United States 
agricultural surpluses. 

Another significant factor is the rapid rise in the amount of aid, 
made available in the form of technical assistance, particularly by the 
United States, the United Kingdom and Francec These countries were 
responsible for some 90 per cent of all the technical assistance furnished 
by DAC member countries in 1966. There have also been changes in the 
direction of aid which in recent years has tended to go primarily to 
the agricultural sector« 

There has been very rapid growth in "tied" credit, operations, despite 
the DAC recommendations that tied loans.should be limited since they 
subvert the principle of financial assistance. Some countries, the. 
United States, for instance, have made it a condition that all new credit 
must be tied, on the grounds of balance«of-payments difficulties. On 
the other hand,, while the volume of aid allocated to programmes has 
declined, the volume allocated to specific projects has risen. 

Another of the purposes of financial assistance - with little 
weight in the total, however - is to solve balance-of-payments problems, 
either directly to cover temporary short falls, or to refinance old debts,. 

Private development assistance is extremely erratic and is affected 
by a number of variables, including the balance-of-payments problems 
of donor countries, political considerations arising out of such problems . 
or relating to the recipient countries, and the situation of capital 
markets which has an effect on interest rates and repayment periods. 
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liith regard to repayment periods and average interest rates, there 
has been-a noticeable trend during the nineteen~sixties to harden the 
terms of assistance, with adverse effects on the structure of the external 
debt of the developing countries. The terms of assistance deteriorated 
notably in.196$, recovered slightly in 1966 ̂  but then took a downward 
turn in 196? vii en,••.•although the average length of grace and repayment 
period was much the same, as in 1966, the weighted average interest rate 
rose sharply to'around-3*8 per cent, the highest figure in the 
nineteen—sixties« 

3» International action with respect to the 
problems of external financing -

Certain decisions were adopted"at the second session of UNCTAD 
relating to the problems òf external financingo It may be useful to 
refer to these decisions to show the progress achieved in the external 
financing and thè measures proposed to solve some of the problems, 
(a) The one per cent target« 

With regard to the volume of aid, it was decided that the tem 
"national income" should be taken to mean gross national product at 
market prices, as the developing countries had argued, instead of net 
national income at factor cost, which was the understanding of the 
developed countries. However, the commitment to reach the target of 
1 per cent of national income by the end of the Development Decade, which 
had been explicitly agreed earlier, was weakened when it ?ras made clear , 
that the target should be regarded as an incentive to greater efforts 
rather than as à ceiling or as a method for comparing development 
assistance efforts. Moreover, some countries — including the major 
donors - did not feel able to accept a precise date for attaining this 
minimum target, and the minority stated that they were prepared to meet 
it some time between 1972 and 1975- In addition, although there were some 
suggestions, no formal proposal was made to establish machinery to measure 
thè velame and structure of financial 'flows, both the amounts supplied by 
the developed countries and the amounts received by the developing countrieso 

¿/ See "Latin America "and the second session of UNCTAD" (E/CN.12/803), 
table 18, p. 158«, 
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Action in the future might well concentrate on centralizing the 
information produced by a number of sources - for example, the IBM) 
and the OSCD Developnent Assistance Committee - in a subsidiary organ 
of UNCTÂD. ; Further efforts will have to'be made to obtain similar 
information concerning the socialist countries. This would help to 
show how the efforts of the developed countries to attain the one per cent 
target are progressing, as well as the quality of the assistance rendered 
and its effects on thé' economic development of the recipient countries. 
This information would also prove very useful, if the current economic 
situation changes with respect to thé countries(chiefly the industrialized 
countries) which claim that balance-of-pâyments difficulties or domestic 
problems make it difficult for them to allocate budgetary resources for 
external assistance and also with respect to those other countries (chiefly 
the socialist countries) which plead other reasons for channelling the . 
flow of their financial assistance, in stimulating the will of the donor 
countries to increase the volume of their financial assistance to meet 
the target of 1 per cènt of gross national product as defined, in decisions 
27 (II) of the' second session of UNCTAD. 
(b) Terms and conditions of aid 

With respect to this topic, the developed market-economy countries 
agreed to renew their efforts to achieve' by thé end of 1968 the terms 
and conditions for the provision of external resources laid down by the 
Development Assistance Committee of the OECD and by the. General Assembly 
of the United Nations in resolution 2170 (XXI), and to begin a review 
in 1968 of the assistance furnished to see to what extent the Recommendations 
of DAC are being fulfilled. ' 

Another positive aspect is the decision to study the possibility 
of applying a "Bisque clause" to the loans of the developing countries. 
Under this clause, debtor countries with balance-of-payments difficulties 
would be able to defer or cancel their amortization or interest repayments. 

However, the developed countries avoiding committing themselves 
regarding the proportion of aid that should be provided in the form of 
grants or at low interest rates with extended grace and repayment periods, 
and merely took note of the suggestions made. 
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The question of external indebtedness is another problem for 
which practical solutions must be sought. Although the relevant part 
of decision 29 (II) shows no advance over the decisions adopted at the 
first session of UNCTAD, some developed countries which are large creditors 
indicated that they were prepared to' participate in. multilateral 
arrangements with those countries which were, in a critical situation» 
In view of this attitude, it would be useful to explore the possibility 
of establishing an appropriate body and standards to study and solve 
the problems of excessively indeb.eted countries, whose payments on 
account of the external debt arfe more than a certain proportion of their 
export earnings over a given period. . :This would be. much the same as 
following the existing arrangements for the refinancing of debts 
(The Hague and Paris Clubs, etc.) 

Another field in which progress can probably be made is that 
of tied aid, since the developed market-economy countries indicated 
their readiness to untie aid progressively, although they pointed out 
that action would have to be 'concerned. In this respect, the United 
States representative stated that for balance-of-payments reasons his 
country was obliged to tie its aid in order not to reduce the total 
volume; however, since it anticipated that its difficulties were temporary, 
it .was prepared to discuss measures for the progressive untying of aid. 

It should be recalled, in this connexion, that the tied credit 
operations of the United States Agency for International Development 
(AID) have recently included certain conditions.that make them less 
a form of financial aid for development and primarily a, mechanism for 
the promotion of United States exports. rThrough the credit lines granted 
by AID to a number of Latin American countries a de facto preference 
has been established for United States suppliers.,, since potential 
Latin American importers are exempt from prior deposits, exchange surcharges 
and other restrictions which affect imports from all other countries. 
Moreover, since the repayment periods for these credits are as long as 
thirty years, with a ten-year grace period and low interest rates, they 
are often used to cover current budgetary expenditure which should be 
financed from domestic savings. It has been found that in some cases 
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the merchandise imported tinder this type of arrangement is much more 
expensive than if purchased in other markets, although the advantages 
of long-term financing make it possible to absorb the differance in 
cost. Another aspect of the tied credits, purchased by AID which has 
unfavourable effects on the expansion of trade between developing 
countries is that some of the products in the AID merchandise lists are 
also included in the National Schedules of the LAFTA countries, i.e., they 
are products for which concessions have been negotiated. Because 
of the exemptions enjoyed by imports from the United States, and the 
facilities for financing, it is virtually' impossible to take advantage, 
of these concessions. This is what happened recently with Chile's 
purchases of breeding stock which replaced imports from Argentina, and 
with Colombia's purchases of paper pulp which replaced imports from 
Chile. 

The Scandinavian countries indicated that the aid-giving countries 
should begin netotiations with a view to preparing a plan designed 
to reduce and eventually eliminate tied aid. The socialist countries, 
on the other' hand, defended the type of tied aid that they provide 
because of its low interest rates and repayment arrangements. 

The Israel representative proposed that, in. order partially 
to alleviate the negative effects of tied aid, an international 
clearing house should be established which the developing countries 
could use to swap the tied currency they obtained from loans. 

Nevertheless, decision 29 (II) of the second session of UNCTAD 
does not properly reflect the aspirations of the developing countries, 
namely, measures to untie aid progressively and measures to prevent 
increases in the real costs of tied aid. A first step might be to 
explore the possibility of bodies granting or guaranteeing export 
credits in the industrialized countries undertaking not to accept 
operations in which the prices stipulated were higher than those , 
prevailing in the domestic market of.the supplier country. 

As noted above, in recent years there has been an appreciable 
rise in the average rate of interest on the developnent loans granted 
by international financial institutions. Clearly, long-term loans at 
interest rates of 6 or 7 per cent, or even more, can hardly be considered 
genuine financial assistance. /It has 
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It has also been noted that the trends of the financial markets 
do not give grounds for any hope that interest rates will fall, particularly 
since IBRD arid IDB are currently planning -to expand their operations, . 
while "the Asian Developnerit Eiarik and the recently established - African 1 
Development Bank have announced that'they intend to opérate along 
similar lines. 

TIn order to alleviate the considerable burdén such interest rates 
place on the balarice'6f payments of the developing countries, particularly 
if the volume of loans is to increase appreciably, it would be useful 
to examine the specific aspects of the proposal for the establishment of 
an interest equalization fund to subsidize part of the cost of loans 
contracted by multilateral credit institutions.' The fund could be 
financed by the economically more advanced countries, in group I of 
the International Development Association, - ." 
(c) Supplementary financing ' 

The complementary financing scheme was discussed at length by 
the Inter-governmental Group -on Supplementary -Financing, which evaluated 
a report prepared by the IBRD arid developed a number:of points on which 
there were conflicting views within the Trade ""and Development Board,., . 
However, these-disagreements did not prevent agreement being reached at 
the second session of UNCTAD on the general outline of the scheme, although 
certain "controversial details were left to be solved at a later date 
by the body'applying the scheme, Which in the unanimous view-of the 
membérs of the Inter-governmental;Group should be the IBRD. 

Although' this view was shared by the Scandinavian countries, the 
Netherlands, the United Kingdom arid all the developing countries 
(except Cameroon), some developed countries strongly opposed it, chiefly 
Australia, Belgium, Canada, France arid Japan, on the grounds that no • 
decision could1'be taken until the results of the studies on the stabilization 
of commodity prices, which the IMF had been requested to undertake in 
consultation with IBRD, we're known. Some other countries, including 
the Federal'Republic of Germany and the United States, pronounced 
themselves in favour of replacing the scheme with machinery which would 
be more simple to apply. 

/The devéloping 
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The developing countries submitted a draft authorizing the Inter-
governmental Group to negotiate and decide on the features of the 
machinery, including draft statutes and proposals for financing, to 
be transmitted through the Trade and Development Board to the IBRD for 
implementation. This draft was not approved, and the Conference limited 
itself, in decision 30 (II), to recommending further studies on some 
of the controversial points. 

The Inter-governmental Group recovered in October 1968 and drew up 
a list of topics that require more detailed examination by the UNCTAD 
secretariat and by the IBRD or the IMF.^ 

With regard to the Compensatory Financing Facility of the IMF, 
the amendments made in October 1966 did not reflect any of the suggestions 
of the developing countries for liberalization. These suggestions 
were that members should be permitted to draw up to 50 per cent of their 
quota immediately, and not be limited to 25 per cent within any 
twelve-month period; that drawings should not be subject to any conditions; 
that the formula for calculating shortfalls should be modified; that 
provision should be made for refinancing compensatory drawings under 
the Facility, or that the period for the repurchase of drawings should 
be extended; and that the progressive interest provisions of the IMF 
should be revised. 

The Special Committee on Latin American Co-ordination (CECLA) at 
its fourth session at the ministerial level (Santo Domingo, June 1968) 
requested ECLA to prepare, in co-operation with other competent Latin 
American bodies, suggestions and guidelines for improving the supplementary 
financing scheme for its consideration and eventual transmission to 
the expanded Inter-governmental Group. A report was prepared jointly 
by ECLA and the Centre for Latin American Monetary Studies (CEMLA) and was 
submitted to the Eighth Meeting of Governors of Central Banks of Latin 
America. The report reaffirmed the arguments in support of the establishment 
of a system of supplementary financing to counteract the adverse effects on 
of shortfalls in export earnings on developnent plans. 

6/ See UNCTAD, "Chairman's report on the fourth session of the 
Inter-governmental Group on Supplementary Financing" (TD/B/200), 
January 1969. 




